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HOUSING ACT OF 1957 


MONDAY, MARCH 4, 1957 


Hovusr or REPRESENTATIVES, 
SUBCOMMITTEE ON HovUsING oF THE COMMITTEE ON 
BANKING AND CURRENCY, 
Washington, D. C. 


The subcommittee met at 10 a, m., the Honorable Albert Rains, 
chairman of the subcommittee, presiding. 

Present: Mr. Rains (presiding), Chairman Spence, and Mr. Bar- 
rett, Mrs. Sullivan, Messrs. Ashley, Anderson, Talle, McDonough, 
Widnall, and Betts. 


[H. R. 5611, 85th Cong., 1st sess.] 


A BILL To amend the National Housing Act, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That this Act may be cited as the “National 


mere 


Housing Act Amendments of 1957 
MORTGAGE TERMS 


Seo. 2. (a) Section 203 of the National Housing Act, as amended, is hereby 
amended by changing paragraph (b) (2) to read as follows: 

“(2) Involve a principal obligation (including such initial service charges, 
appraisal, inspection, and other fees as the Commissioner shall approve) in an 
amount not to exceed $20,000 in the case of property upon which there is located 
a dwelling designed principally (whether or not it may be intended to be rented 
temporarily for school purposes) for a one- or two-family residence; or $27,500 
in the case of a three-family residence; or $35,000 in the case of a four family 
residence; and not to exceed an amount equal to the sum of (i) 96 per centum 
(but, in any case where the dwelling is not approved for mortgage insurance 
prior to the beginning of construction, unless the construction of the dwelling was 
completed more than one year prior to the application for mortgage insurance, 
90 per centum) of $10,000 of the appraised value of the property, as of the date 
the mortgage is accepted for insurance, (ii) 85 per centum of such value in excess 
of $10,000 but not in excess of $16,000, and (iii) 70 per centum of such value 
in excess of $16,000.”. 

(b) Said section 208 is further amended by adding the following paragraphs 
at the end of subsection (b): 

**(8) In the case of a mortgagor who is not the occupant of the property, have 
a principal obligation not in excess of an amount equal to 8&5 per centum of the 
amount computed under the provisions of paragraph (2) of this subsection. 

“(9) Be executed by a mortgagor who shall have paid on account of the 
property at least 4 per centum, or such larger amount as the Commissioner may 
determine, of the Commissioner’s estimate of the cost of acquisition in cash or 
its equivalent: Provided, That with respect to a mortgage executed by a mort- 
gagor who is sixty years of age or older as of the date the mortgage is endorsed 
for insurance or with respect to a mortgage meeting the requirements of sub- 
section (i) of this section, the mortgagor’s payment required by this subsection 
may be paid by a corporation or person other than the mortgagor under such 
terms and conditions as the Commissioner may prescribe.”’. 

(c) Said section 203 is further amended by changing subsection (i) to read as 
follows: 


1 








2 HOUSING ACT OF 1957 


“(i) The Commissioner is authorized to insure under section 203 any mort- 
gage meeting the requirements of subsection (b) of this section, except as modi- 
fied by this subsection, which involves a principal obligation not in excess of 
$6,750 and not in excess of 96 per centum of the appraised value of a property 
located in an area where the Commissioner finds it is not practicable to obtain 
conformity with many of the requirements essential to the insurance of mort- 
gages on housing in built-up urban areas, upon which there is located a dwelling 
designed principally for a single family residence, and which is approved for 
mortgage insurance prior to the beginning of construction: Provided, That the 
Commissioner finds that the property with respect to which the mortgage is 
executed is an acceptable risk, giving consideration to the need for providing 
adequate housing for families of low and moderate income particularly in 
suburban and outlying areas or small communities.” 

(d) The Federal Housing Commissioner, in establishing maximum loan-to- 
value ratios for mortgages insured by him under the National Housing Act as 
amended by sections 2, 4, and 5 of this Act, shall determine that such ratios are 
in the public interest after taking into consideration (1) the effect of such ratios 
on the national economy and on conditions in the building industry and (2) 
the availability or unavailability of residential mortgage credit assisted under 
the Servicemen’s Readjustment Act of 1944, as amended. 

Sec. 8. Section 207 (c) of said Act is hereby amended by striking “$8,100 
per family unit” in the second sentence and inserting in lieu thereof “$8,100 
per family unit (or $8,400 per family unit as to projects to consist of elevator- 
type structures)” and by adding immediately before the period at the end of 
such second sentence: “: Provided further, That the Commissioner may permit 
single elderly persons to use and occupy such units”, 

Sec. 4. (a) Section 220 (d) of said Act is hereby amended by striking all of 
paragraph (3) that appears before clause (B) and inserting in lien thereof the 
following: 

“(8) The mortgage shall— 

“(A) (i) involve a principal obligation (including such initial service 
charges, appraisal, inspection, and other fees as the Commissioner shall 
approve) in an amount not to exceed $20,000 in the case of property upon 
which there is located a dwelling designed principally for a one- or two- 
family residence ; or $27,500 in the case of a three-family residence; or $35,000 
in the case of a four-family residence; or in the case of a dwelling designed 
principally for residential use for more than four families (but not exceed- 
ing such additional number of family units as the Commissioner may pre- 
scribe) $35,000 plus not to exceed $7,000 for each additional family unit in 
excess of four located on such property ; and not to exceed an amount equal to 
the sum of (1) 96 per centum (but, in any case where the dwelling is not 
approved for mortgage insurance prior to the beginning of construction, 
unless the construction of the dwelling was completed more than one year 
prior to the application for mortgage insurance, 90 per centum) of $10,000 
of the Commissioner’s estimate of replacement cost of the property, as of the 
date the mortgage is accepted for insurance, (2) 85 per centum of such 
replacement cost in excess of $10,000 but not in excess of $16,000, and (3) 
70 per centum of such replacement cost in excess of $16,000: Provided, That 
in the case of properties other than new construction, the foregoing limita- 
tions upon the amount of the mortgage shall be based upon appraised value 
rather than upon the Commissioner’s estimate of the replacement cost; 

(ii) in the case of a mortgagor who is not the occupant of the property, 
have a principal obligation not in excess of an amount equal to 85 per 
centum of the amount computed under the provisions of subsection (i); or”. 

(b) Said paragraph (3) of section 220 (d) is hereby further amended by strik- 
ing the phrase “not to exceed” at the first four places it appears in clause (B) 
and inserting in lieu thereof at each such place the phrase “not exceed”. 

Sec. 5. Section 222 (b) of said Act is hereby amended to read as follows: 

“(b) To be eligible for insurance under this section a mortgage shall— 

“1. Meet the requirements of section 203 (b) of this title except as such 
requirements are modified by this section ; 

“2. Involve a principal obligation (including such initial service charges, 
appraisal, inspection, and other fees as the Commissioner shall approve) in 
an amount not to exceed $17,300; 

“3. Have a principal obligation not in excess of 96 per centum of the 
appraised value of the property ; and 
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“4. Be executed by a mortgagor who at the time of application for insurance 
is certified as a ‘serviceman’ and who at the time of insurance is the owner 
of the property and either occupies the property or certifies that his failure 
to do so is the result of his military assignment, or in the case of the 
United States Coast Guard, other assignment.”. 

Sec. 6. Section 228 (a) of said Act is hereby amended by striking the second 
proviso in paragraph (7) and inserting in lieu thereof the following: Provided 
further, That a mortgage of the character described in paragraphs 1, 2, 3, 4, 5 or 
6 shall have a maturity, a principal obligation and an interest rate not in excess 
of the maxima applicable to loans under sections 203, 207 or 218, as the case may 
be.”. 

Sec. 7. (a) Section 808 (a) of said Act is hereby amended by striking “June 
30, 1958” and inserting in lieu thereof “June 30, 1959”. 

(b) Section 8083 (b) of said Act is hereby amended by striking the first 
sentence of paragraph (3) and inserting in lieu thereof the following: “The mort- 
gage shall involve a principal obligation in an amount— 

“(A) not to exceed an average of $16,500 per family unit for such part of 
such property or project (including ranges, refrigerators, shades, screens, and 
fixtures) as may be attributable to dwelling use, less the Commissioner’s esti- 
mated value of any usable utilities within the boundaries of the property or 
project owned by the United States and not provided for out of the proceeds 
of the mortgage: Provided, That should the financing of housing to be con- 
structed pursuant to a single invitation for bids be accomplished by two or 
more mortgages, the principal obligation of any single mortgage may exceed 
an average of $16,500 per family unit if the sum of the principal obligations 
of all mortgages for such housing does not exceed an average of $16,500 per 
family unit; and 

“(B) not to exceed the bid of the eligible bidder with respect to the property 
or project under section 403 of the Housing Amendments of 1955, which bid 
shall bear a reasonable relation to the Commissioner’s estimate of the replace- 
ment cost of the property or project when the proposed improvements are 
completed ; Provided, That the Commissioner’s estimate of replacement cost 
may include the cost of the land, the physical improvements, and the utilities 
within the boundaries of the property or project less the estimated value of 
any usable utilities within the boundaries of the property or project owned 
by the United States and not provided for out of the proceeds of the 
mortgage.”’. 

OTHER PROVISIONS 


Sec. 8. Section 2 of said Act is hereby amended, effective as of January 1, 1958, 
by adding the following new paragraph after paragraph (f) and redesignating 
the present paragraph (g) as paragraph (h): 

“(g¢) Any payment for loss made to an approved financial institution under 
this section shall be final and incontestable after two years from the date the 
claim was certified for payment by the Commissioner in the absence of fraud or 
misrepreseutation on the part of the financial institution which received the 
payment.”’. 

Sec. 9. Section 203 (d) of said Act is hereby repealed. 

Sec. 10. Section 204 of said Act is hereby amended by adding the following 
new subsection : 

“(k) Notwithstanding any other provisions of this section and sections 604 
and 904 of this Act, with respect to any debentures issued pursuant to sections 
204, 604 or 904, the Commissioner may (1) include in the debentures reasonable 
payments made by the mortgagee, with the approval of the Commissioner, for 
the purpose of protecting, operating, or preserving the property and taxes im- 
posed upon any deed or other instrument by which the property was acquired by 
the mortgagee and transferred or conveyed to the Commissioner, and (2) ter- 
minate the mortgagee’s obligation to pay mortgage insurance premiums upon 
receipt of an application for debentures filed by the mortgagee.”. 

Sec. 11. (a) Section 204 (d) of said Act is amended by striking, in the second 
sentence, the words “determined by the Commissioner, with the approval of the 
Secretary of the Treasury, at the time the mortgage was offered for insurance, 
but not to exceed 3 per centum per annum” and inserting in lieu thereof “estab- 
lished by the Commissioner pursuant to section 224 of this Act”. 

(b) Section 207 (i) of said Act is amended by striking, in the second sentence, 
the words ‘determined by the Commissioner, with the approval of the Secretary 
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of the Treasury, at the time the mortgage was insured, but not to exceed 3 per 
centum per annum” and inserting in lieu thereof the words “established by the 
Commissioner pursuant to section 224 of this Act,”. 

(c) Section 803 (f) of said Act is amended by striking, in the second sentence, 
the words “determined by the Commissioner with the approval of the Secretary 
of the Treasury, at the time the mortgage was accepted for insurance, but not to 
exceed 3 per centum per annum” and inserting in lieu thereof the words “estab- 
lished by the Commissioner pursuant to section 224 of this Act’’. 

Sec. 12. Section 207 (q) of said Act is hereby repealed. 

Sec. 13. Section 218 (d) of said Act is hereby amended by deleting the follow- 
ing from the last sentence of subsection (d) thereof: “, on a property or project 
of a corporation or trust of the character described in paragraph numbered (1) 
of subsection (a) of this section”’. 

Sec. 14. Sections 213 (e), 220 (f), 221 (g¢) (1), and 222 (e) of said Act are 
hereby each amended by striking “and (h) of section 204” and inserting in lieu 
thereof “‘(h), and (j) of section 204”. 

Sec. 15. Section 219 of said Act is hereby amended by striking the words “or 
the Section 220 Housing Insurance Fund” and inserting in lieu thereof “the 
Section 220 Housing Insurance Fund, the Section 221 Housing Insurance Fund, 
or the Servicemen’s Mortgage Insurance Fund”. 

Sec. 16. Section 226 of said Act is hereby amended by adding the following 
sentence: “Notwithstanding the first sentence of this section, the Commissioner 
is authorized to require, in connection with an mortgage where the mortgage 
amount is computed on the basis of the Commissioner’s estimate of the replace- 
ment cost of the property, that a written statement setting forth such estimate 
be furnished under this section in lieu of a written statement setting forth the 
amount of the appraised value of the property.”’. 

Sec. 17. Section 513 (e) of said Act is amended by striking clause (i) and by 
redesignating clauses (ii) and (iii) as (i) and (ii) respectively. 








[H. R. 6047, 85th Cong., ist sess.] 
A BILL To amend laws relating to housing, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That this Act may be cited as the “Housing 


mse 


Amendments of 1957 


TITLE I—FEDERAL NATIONAL MORTGAGE ASSOCIATION—MORTGAGE 
PURCHASES 


Sec. 101. (a) Section 303 (d) of the National Housing Act, as amended, is 
hereby amended by striking everything following “(2)” and inserting in lieu 
thereof the following: “an amount equal to the Association’s surplus, surplus 
reserves, and undistributed earnings, computed as of the close of the cutoff date. 
In addition to the preferred stock provided for in the first sentence of this sub- 
section, the Association is authorized and directed to issue and deliver to the 
Secretary of the Treasury, and the Secretary of the Treasury is authorized and 
directed to accept, preferred stock of the Association having an aggregate par 
value equal to $100,000,000.” 

(b) Section 303 (e) of said Act is hereby amended by striking everything 
following “(2)” and inserting in lieu thereof the following: “the release to 
the Association of any and all rights or claims which the United States might 
otherwise have or claim in and to the Association’s capital, surplus, surplus 
reserves, and undistributed earnings, computed as of the close of the aforesaid 
cutoff date. The preferred stock of the Association delivered to the Secretary 
of the Treasury pursuant to the second sentence of subsection (d) of this section 
shall be in exchange for a note or notes of the Association aggregating $100,- 
000,000 in principal amount (and upon which the accrued interest shall have 
been paid through the date of delivery) held by the Secretary of the Treasury 
pursuant to authority contained in section 804 (c).” 

(c) Section 304 (c) of said Act is hereby amended by striking the second sen- 
tence thereof, and inserting in lieu thereof: “The Secretary of the Treasury 
shall not at any time purchase any obligations under this subsection if (1) all of 
the preferred stock of the Association held by the Secretary of the Treasury has 
been retired, or (2) such purchase would increase the aggregate principal amount 
of his then outstanding holdings of such obligations under this subsection to an 
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amount greater than $1,700,000,000, or an amount greater than $1,350,000,000 if 
such purchase is made prior to July 1, 1957.” 

Sec. 102. Section 305 (b) of said Act is hereby amended by striking the second 
sentence thereof, and inserting in lieu thereof “Subject to the provisions of this 
section, the prices to be paid by the Association for mortgages purchased in its 
operations under this section shall be established from time to time by the 
Association.” 

Seo. 108. Section 305 (c) of said Act is hereby amended by changing the colon 
immediately preceding the proviso to a period, and by striking the proviso, and 
by striking “$200,000,000” and inserting in. lieu thereof “$450,000,000”. 

Sec. 104. Section 309 (c) of said Act is hereby amended by changing the period 
at the end thereof to a colon, and inserting immediately thereafter the following: 
“Provided, That in computing such equivalent amount, there shall be deducted 
from the gross income of the Association, with respect to such secondary market 
operations, all expenses and other deductions which would be authorized by the 
Federal income tax laws to be deducted if the Association were not exempt 
from such taxes with respect to such secondary market operations and any 
amounts paid to the Secretary of the Treasury as a return on his investment in 
the securities of the Association.” 


TITLE II—URBAN RENEWAL 


Sec. 201. Section 103 (b) of the Housing Act of 1949, as amended, is hereby 
amended by striking “$500,000,000, which limit shall be increased by further 
amounts of $200,000,000 on July 1 in each of the years 1955 and 1956, respectively” 
and inserting in lieu thereof ‘$900,000,000, which limit shall be increased by 
$175,000,000 on July 1, 1957.” 

Sec. 202. Said Act is hereby further amended by: 

(a) changing the second sentence of section 103 (a) to read as follows: 
“The aggregate of such capital grants with respect to all the projects of a 
local public agency on which contracts for capital grants have been made 
under this title, exclusive of projects referred to in the proviso hereto, shall 
not exceed two-thirds of the aggregate of the net project costs of such non- 
excluded projects: Provided, That the aggregate of such capital grants may 
exceed two-thirds but not three-fourths of the aggregate net project. costs 
of those projects which the Administrator, at the request of a local public 
agency, may approve on such a three-fourths capital grant basis. A capital 
grant with respect to any individual project shall not exceed the difference 
between the net project cost and the local grants-in-aid actually made with 
respect to the project.” 

(b) changing the period at the end of section 104 to a comma and adding: 
“and, with respect to projects referred to in the proviso in the second sentence 
of section 103 (a), local grants-in-aid shall not be required in excess of one- 
fourth of the aggregate net project costs of all projects of the local public 
agency on which contracts for capital grants have been made on the three- 
fourths basis.”. 

(c) adding before the first semicolon in section 110 (d) the words: “to 
defray expenditures within the purview of section 110 (e) (1) hereof’. 

(d) changing the period at the end of the first sentence of section 1110 
(e) to a colon and adding the following: “Provided, That with respect to.a 
project for which a contract for capital grant has been executed on a three- 
fourths basis pursuant to the proviso in the second sentence of section 103 
(a), that part of gross project cost under clause (1) of this subsection shall, 
in lieu thereof, comprise the amount of the expenditures by the local public 
agency with respect to the following undertakings and activities necessary 
to carry out such a project: 

“(i) acquisition of land (but only to the extent of the consideration 
paid to the owner and not title, appraisal, negotiating, legal, or any 
other expenditures of the local public agency incidental to acquiring 
land), disposition of land, demolition and removal of buildings and 
improvements, and site preparation and improvements, all as provided 
in subsections (1), (2), (3), (4), and (6) of section 110 (c) ; and 

“(ii) the payment of carrying charges related to the undertakings 
in clause (i), exclusive of taxes and payments in lieu of taxes, but not 
beyond the point where such a project is completed ; 

but shall not comprise the cost of any other undertakings and activities with 
respect to such a project including, but without being limited to, the cost 
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of surveys and plans, legal services of any kind, and all administrative and 
overhead expenses of the local public agency.’’. 

(e) adding within the parentheses in the second sentence of said sub- 
section 110 (e) after the words “or is hereafter executed” the following: 
**, other than a project on which a contract for capital grant is made on 
a three-fourths basis pursuant to the proviso in the second sentence of 
section 103 (a)”. 

Sec. 203. Section 196 (f) of said Act is hereby amended by adding the follow- 
ing at the end of paragraph (2): “Such rules and regulations may include provi- 
sions authorizing payment to individuals and families of fixed amounts in lieu 
of their respective reasonable and necessary moving expenses’”’. 

Seo. 204. Section 110 (d) of said Act is hereby amended by inserting in the 
second proviso of the first sentence after the words “under this section 110 (d)” 
the following: ‘‘with respect to any project covered by a Federal aid contract 
under this title’. 

TITLE ITI—COLLEGE HOUSING 


Sec. 301. Section 401 (d) of the Housing Act of 1950, as amended, is hereby 
amended by striking $“750,000,000”" and inserting in lieu thereof “$900,000,000’’. 

Sec. 302. Subsection (c) of section 401 of the Housing Act of 1950, as amended, 
is hereby amended to read as follows: 

“(ec A loan to an educational institution may be in an amount not exceeding 
the total development cost of the facility, as determined by the Administrator ; 
shall be secured in such manner and be repaid within such period, not exceeding 
fifty years, as may be determined by him; and with respect to applications filed 
after March 15, 1957, the loan contracts entered into shall bear interest at a rate 
equal to the total of one-quarter of 1 per centum per annum added to the rate of 
interest chargeable by the Secretary of the Treasury as provided in subsection 
(e) of this section.”. 

Sec. 303. Subsection (e) of said section 401 is hereby amended by striking the 
second sentence and inserting in lieu thereof the following: “Such notes or other 
obligations issued to obtain funds in excess of the aggregate amount required 
with respect to applications filed prior to March 15, 1957, shall bear interest at a 
rate determined by the Secretary of the Treasury which shall be not more than 
the annual rate for each calendar quarter as determined by the Secretary of 
the Treasury by estimating the average yield to maturity, on the basis of daily 
closing market bid quotations or prices during the month of February or May 
or August or November, as the case may be, next preceding each such calendar 
quarter, on all outstanding marketable obligations of the United States having a 
maturity date of fifteen or more years from the first day of such month of Feb- 
ruary or May or August or November, and by adjusting such estimated average 
annual yield to the nearest one-eighth of 1 per centum.”. 


TITLE IV—VOLUNTARY HOME MORTGAGE CREDIT PROGRAM AND 
MISCELLANEOUS 


Sec. 401. Section 610 (a) of the Housing Act of 1954 is hereby amended by 
striking “June 30, 1957,” and inserting in lieu thereof “June 30, 1960.” 

Sec. 402. The Housing and Home Finance Administrator shall exchange data 
relating to housing and urban planning and development with other nations 


where such exchange is deemed by him to be beneficial to the programs of the 
Housing and Home Finance Agency. 





{Subcommittee print, March 26, 1957] 
[H. R. , 85th Cong., Ist sess.] 


A BILL To extend and mend laws relating to the provision and improvement of housing, 
to improve the availability of mortgage credit, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That this Act may be cited as the “Housing 
Act of 1957.” 

TITLE I—FHA INSURANCE PROGRAMS 


SALES HOUSING INSURANCE FOR VETERANS 


Sec. 101. (a) Section 203 (b) (2) of the National Housing Act is amended 
(1) by striking out “and not to exceed an amount” and inserting in lieu thereof 
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“and, except as provided in subsection (j) with respect to mortgagors who are 
qualified veterans, not to exceed an amount,” and (2) by striking out “except 
that” in the second proviso and inserting in lieu thereof “, except as provided 
in subsection (j) in the case of a mortgagor who is a qualified veteran, and 
except that.” 

(b) Section 203 of such Act is further amended by adding at the end thereof 
the following new subsection : 

“(j) (1) In any case where the mortgagor is a qualified veteran (as defined 
in paragraph (2)) and the mortgage covers property to be owned by him and 
occupied as his home, and such mortgage is otherwise eligible for insurance as 
provided in subsection (b), the percentages representing the maximum ratio 
of loan to value as prescribed in clauses (i) and (ii) of subsection (b) (2) 
are increased from 95 and 75 per centum to 9744 and 87% per centum respec- 
tively. and the minimum amount of the mortgagor’s payment in cash or its equi- 
valent as prescribed in the second proviso of subsection (b) (2) is decreased 
from 5 per centum to 2% per cetnum. 

“(2) For purposes of this section, the term ‘qaulified veteran’ means an in- 
dividual who— 

“(A) served in the active military or naval service of the United States 
at any time (i) on or after September 16, 1940, and prior to July 25, 1947, 
or (ii) on or after June 27, 1950, and prior to February 1, 1955; 

“(B) has been discharged or released therefrom under conditions other 
than dishonorable after active service of ninety days or more, or by reason 
of an injury or disability incurred in line of duty ; and 

“(C) either (i) has not obtained a loan for any of the purposes described 
in subsection (a) or (c) of section 501 of the Servicemen’s Readjustment 
Act of 1944 which is guaranteed or insured under title III of that Act, and 
has not obtained a direct loan made under section 512 of that Act, or (ii) if 
he has obtained any such loan, has had the full amount by which his guar- 
anty entitlement under that title was charged on account of such loan re- 
stored to him, and has not thereafter obtained any snch loan. 

“(3) The Commissioner, in order to avoid abuses in connection with the 
insurance of mortgages to which this subsection applies, may in his discretion 
(A) establish a maximum sales price for any property covered by such a mort- 
gage, (B) issue a certificate setting forth the price so established for such 
property, and (C) require as a condition of insurance that the price for which 
such property is sold be not in excess of the price so established. 

“(4) Notwithstanding subsection (c) or any other provision of this section, 
no premium charge shall be required or imposed under this section for the 
insurance of any mortgage to which this subsection applies. 

“(5) The mortgagor under any mortgage to which this subsection applies 
shall have the right at any time, without premium, fee, or other charge, to pre- 
pay the entire outstanding principal amount of such mortgage plus accrued 
interest thereon or to prepay any part thereof which is equal to the full amount 
of one or more regular installments under the mortgage. 

“(6) If a mortgagor is a qualified veteran (as defined in paragraph (2)) and 
the provisions of this subsection apply to the mortgage at the time of its insurance 
under this section, such provisions shall thereafter apply to such mortgage with- 
out regard to whether or not any subsequent mortgagor under such mortgage 
is a qualified veteran (as so defined). 

“(7) If an individual is or has been the original mortgagor under a mortgage 
insured as provided in this subsection, the provisions of this subsection shall not 
apply to any other mortgage under which such individual is the original mort- 
gagor.” 

(c) Section 204 of such Act is amended by adding at the end thereof the 
following new subsection : 

“(k) Notwithstanding any other provision of this title, in the case of a mort- 
gage to which section 208 (j) applies, payment of insurance to the mortgagee 
under this section shall be made entirely in cash, from funds appropriated to the 
Commissioner for that purpose, rather than wholly or partly in the form cf 
debentures as otherwise provided by this section; but in all other respects such 
payment of insurance shall be subject to the provisions of this section as though 
it had been made in the form so provided.” 
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REQUIREMENT OF PRIOR APPROVAL FOR INSURANCE OF SALES HOUSING 


Sec. 102. (a) Section 203 (b) (2) of the National Housing Act is amended 
by striking out “(but, in any case where the dwelling is not approved for mort- 
gage insurance prior to the beginning of construction, unless the construction of 
the dwelling was completed more than one year prior to the application for 
mortgage insurance, 90 per centum)”’ 

(b) Section 203 (b) of such Act is amended by adding at the end thereof 
the following new paragraph: 

“(8) Cover a dwelling which is approved for mortgage insurance prior to 
the beginning of construction, or the construction of which shall have been com- 
pleted more than one year prior to the application for such insurance; except 
that the Commissioner, under such terms and conditions as he may prescribe, 
may waive the requirement of this paragraph.” 


OTHER PROVISIONS RELATING TO FHA INSURANCE PKOGRAMS 


Sec. 108. Section 2 of the National Housing Act is amended, effective with 
respect to payments made on and after January 1, 1958, by redesignating sub- 
section (zg) as subsection (h) and by inserting after subsection (f) the following 
new subsection : 

“(g) Any payment for loss made to an approved financial institution under 
this section shall be final and incontestable after two years from the date the 
claim was certified for payment by the Commissioner, in the absence of fraud 
or misrepresentation on the part of such institution.” 

Sec. 104. Section 204 of the National Housing Act is amended by adding after 
subsection (k) (as added by section 101 (d) of this Act) the following new 
subsection : 

(1) Notwithstanding any other provision of this section or of section 604 
or 904, with respect to any debentures issued pursuant to this section or sec- 
tion 604 or 904, the Commissioner may (1) include in such debentures reason- 
able payments made by the mortgagee, with the approval of the Commissioner, 
for the purpose of protecting, operating, or preserving the property, and taxes 
imposed upon any deed or other instrument by which the property was acquired 
by the mortgagee and transferred or conveyed to the Commissioner, and (2) 
terminate the mortgagee’s obligation to pay mortgage insurance premiums upon 
receipt of an application for debentures filed by the mortgagee.” 

Sec. 105. (a) The second sentence of section 204 (d) of the National Housing 
Act is amended by striking out “determined by the Commissioner, with the 
aproval of the Secretary of the Treasury, at the time the mortgage was offered 
for insurance, but not to exceed 3 per centum per annum” and by inserting in 
lieu thereof “established by the Commissioner pursuant to section 224”, 

(b) The second sentence of section 207 (i) of such Act is amended by striking 
out “determined by the Commissioner, with the approval of the Secretary of 
the Treasury, at the time the mortgage was insured, but not to exceed 3 per 
centum per annum” and by inserting in lieu thereof “established by. the Com- 
missioner pursuant to section 224,”. 

(c) The second sentence of section 803 (f) of such Act is amended by striking 
out “determined by the Commissioner with the aproval of the Secretary of the 
Treasury, at the time the mortgage was accepted for insurance, but not_to exceed 
3 per centum per annum” and by inserting in lieu thereof “established by the 
Commissioner pursuant to section 224.” 

Sec. 106. The unnumbered paragraph immediately following paragraph (3) 
of section 207 (c) of the National Housing Act is amended (1) by striking out 
“$8,100 per family unit’ and inserting in lieu thereof “$8,100 per family unit 
(or $8,400 per family unit in the case of projects to consist of elevator-type 
structures)”, and (2) by inserting before the period at the end thereof a comma 
and the following: “and may permit single elderly persons to use and occupy 
such units.” 

Sec. 107. Section 207 (q) of the National Housing Act is repealed. 

Sec. 108. The last sentence of section 213 (d) of the National Housing Act 
is amended by striking out “, on a property or project of a corporation or trust 
of the character described in paragraph numbered (1) of subsection (a) of this 
section.” 

Sec. 109. Sections 213 (e), 220 (f) (1), 221 (g) (1), and 222 (e) of the 
National Housing Act are each amended by striking out “and (h) of section 
204” and inserting in lieu thereof “(h), and (j) of section 204.” 
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Sec. 110. Section 219 of the National Housing Act is amended by striking out 
“or the Section 220 Housing Insurance Fund” and inserting in lieu thereof “the 
Section 220 Housing Insurance Fund, the section 221 Housing Insurance Fund, 
or the Servicemen’s Mortgage Insurance Fund.” 

Sec. 111. Section 223 (a) (7) of the National Housing Act is amended by 
striking out the second proviso and inserting in lieu thereof the following: 
“: Provided further, That a mortgage of the character described in paragraph 
(1),.(2), (8), (4), (5), or (6) shall have a maturity, a principal obligation, and 
an interest rate not in excess of the maximum applicable to loans insured under 
section 208, 207, or 213, as the case may be.” 


TITLD II—SECONDARY MORTGAGE MARKET 
FEDERAL NATIONAL MORTGAGE ASSOCIATION 


Sec. 201. (a) The first sentence of section 303 (b) of the National Housing 
Act is amended to read as follows: ‘The Association shall accumulate funds for 
its capital surplus account from private sources by requiring each mortgage 
seller to make payments of nonrefundable capital contributions, equal to not 
more than 2 per centum of the unpaid principal amount of mortgages purchased 
or to be purchased by the Association from such seller under section 304, as deter- 
mined from time to time by the Association, taking into consideration conditiuns 
in the mortgage market and the general economy; but payment of such capital 
contributions shall not be required in connection with any advance commitment 
to purchase such a mortgage unless the mortgage is actually purchased pursuant 
to such commitment.” 

(b) The second sentence of section 308 (d) of such Act is amended by striking 
out “$50,000,000” and inserting in lieu thereof “$150,000,000.” 

(c) The second sentence of section 303 (e) of such Act is amended by striking 
out “$50,000,000” and inserting in lieu thereof ‘‘$150,000,000.” 

Sec. 202. Section 304 (c) of the National Housing Act is amended by striking 
out *$1,350,000,000” and inserting in lieu thereof “$2,600,000,000.” 

Sec. 208. (a) The second sentence of section 305 (b) of the National Housing 
Act is amended to read as follows: “Notwithstanding any other provision of this 
section, the price to be paid by the Association for mortgages purchased in its 
operations under this section shall be not less than the unpaid principal amount 
thereof at the time of purchase, with adjustments for interest and any compara- 
ble items.” 

(b) Section 305 (b) of such Act is further amended by striking out the third 
sentence and inserting in lieu thereof the following: “The Association shall 
impose charges or fees for its services under this section, in an amount not to 
exceed 1 per centum of the unpaid principal amount of any mortgage for its 
commitment and its purchase of such mortgage, with the objective that all costs 
and expenses of its operations under this section should be within its income 
derived from such operations and that such operations should be fully self- 
supporting. Not more than one-half of the charges or fees imposed under the 
preceding sentence with respect to any mortgage shall be collected at the time of 
the issuance of the commitment with respect to such mortgage, and the balance 
of such charge or fee shall be collected at the time of the purchase of the 
mortgage.” 

(c) Section 305 (c) of such Act is amended to read as follows: 

“(c) The total amount of purchases and commitments authorized by. the 
President pursuant to subsection (a) of this section shall not exceed $450,- 
000,000 outstanding at any one time.” 

(d) Section 305 (f) of such Act is amended by striking out “$200,000,000” and 
inserting in lieu thereof “$500,000,000”. 

Sec. 204. Section 309 (c) of the National Housing Act is amended by adding at 
the end thereof the following new sentence: “In computing such equivalent 
amount, there shall be deducted from the gross income of the Association, with 
respect to such secondary market operations, all expenses and other deductions 
which would be authorized by the Federal income tax laws to be deducted if the 
Association were not exempt from such taxes with respect to such secondary 
market operations and all amounts paid to the Secretary of the Treasury as a 
return on his investment in the securities of the Association.” 


89342—57 2 
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INVESTMENT OF NATIONAL SERVICE LIFE INSURANCE FUND 


Sec. 205. (a) The Secretary of the Treasury is authorized to invest and reinvest 
not in excess of $1,000,000,000 out of the National Service Life Insurance Fund 
by purchasing, and (in the case of loans on new construction) by making com- 
mitments to purchase, mortgages to which section 203 (j) of the National Hous- 
ing Act applies and which are secured by property located in geographic areas 
where private capital is found by the Secretary to be generally available for 
such mortgages only at an excessive discount. The price to be paid for any 
such mortgage shall not exceed the unpaid principal balance thereof plus ac- 
crued interest. No such mortgage shall be purchased hereunder except from the 
original mortgagee prior to any other sale thereof. Any mortgage so purchased 
may be sold for an amount not less than the unpaid principal balance thereof 
plus accrued interest. If any mortgage acquired under this subsection by the 
Secretary of the Treasury shall default, and the Secretary determines the de- 
fault to be insoluble, the Secretary shall foreclose and take possession of the 
mortgaged property (or otherwise acquire such property from the mortgagor) 
as provided in the first sentence of section 2u4 (a) of the National Housing Act 
and, after the conveyance and assignment described in such sentence are made, 
the Federal Housing Commissioner shall pay to the National Service Life 
Insurance Fund (in the manner provided by section 204 (k) of the National 
Housing Act) the entire unpaid principal balance of the mortgage plus accrued 
interest and an additional sum equal to the amount of any reasonable expenses 
(including foreclosure costs) incurred in the liquidation of the property. The 
Secretary of the Treasury is authurized to make such regulations (including 
regulations prescribing additional conditions for the purchase of mortgages 
under this subsection) as he may deem necessary or appropriate to carry out 
this section. 

(b) The Federal National Mortgage Association shall act as the agent of the 
Secretary of the Treasury with respect to the purchase, servicing, and sale of 
mortgages under this section, The Secretary shall reimburse the Federal Na- 
tional Mortgage Association for expenses incurred by it in carrying out its func- 
tions under the preceding sentence from the income derived under such mort- 
gages; but such reimbursement shall not exceed an amount, payable from the 
interest portion of each monthly installment applicable to principal and interest 
collected, equal to three-fourths of 1 per centum per annum computed on the 
same principal amount and for the same period as the interest portion of such 
installment. 


TITLE IlI—SLUM CLEARANCE AND URBAN RENEWAL 


Sec. 301. Section 103 (b) of the Housing Act of 1949 is amended by striking 
out “$500,000,000, which limit shall be increased by further amounts of $200,- 
000,000 on July 1 in each of the years 1955 and 1956, respectively” and inserting 
in lieu thereof “$900,000,000, which limit shall be increased by $250,000,000 on 
July 1, 1957”. 

Sec. 302. Section 106 (f) (2) of the Housing Act of 1949 is amended by-adding 
at the end thereof the following new sentence: “Such rules and regulations may 
include provisions authorizing payment to individuals and families of fixed 
amounts (not to exceed $100 in any case) in lieu of their respective reasonable 
and necessary moving expenses.” 

Sec. 303. Section 110 (d) of the Housing Act of 1949 is amended by inserting 
in the second proviso after “under this section 110 (d)” the following: “with 
respect to any project covered by a Federal aid contract under this title”, 


TITLE IV—MILITARY HOUSING 


Sec. 401, Section 803 (a) of the National Housing Act is amended by striking 
out “June 30, 1958” and inserting in lieu thereof “June 30, 1959”. 

Sec. 402. Section 803 (b) (3) (B) of the National Housing Act is amended by 
inserting before the semicolon at the end thereof a colon and the following: 
“Provided further, That should the financing of housing to be constructed pur- 
suant to a single invitation for bids be accomplished by two or more mortgages, 
the principal obligation of any single mortgage may exceed an average of $16,500 
per family unit if the sum of the principal obligations of all mortgages for such 
housing does not exceed an average of $16,500 per family unit’. 
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Sec. 403. Section 410 of the Housing Amendments of 1955 is amended to read 
as follows: 

“Src. 410. In the construction of housing under the authority of this title and 
title VIII of the National Housing Act, as amended, the maximum limitations 
on net floor area for each unit shall be the same as the net floor area limitations 
prescribed by law (at the time such construction is begun) for public quarters 
built with appropriated funds under military construction authority.” 


TITLE V—MISCELLANEOUS 
COLLEGE HOUSING 


Src. 501. (a) Section 401 (c) of the Housing Act of 1950 is amended to read 
as follows: 

“(c) A loan to an educational institution may be in an amount not exceeding 
the total development cost of the facility, as determined by the Administrator, 
and shall be secured in such manner and repaid within such period, not exceeding 
fifty years, as may be determined by him; and with respect to applications filed 
after March 15, 1957, the loans entered into during any calendar quarter shall 
bear interest at a rate equal to the total of one-fourth of 1 per centum per an- 
num plus the rate determined by the Secretary of the Treasury (with respect 
to notes and obligations issued during such quarter) under the second sentence 
of subsection (e) of this section.” 

(b) Section 401 (d) of such Act is amended by striking out “$750,000,000” 
and inserting in lieu thereof “$900,000,000”. 

(c) The second sentence of section 401 (e) of such Act is amended to read 
us follows: “Such notes or other obligations issued during any calendar quar- 
ter to obtain funds in excess of the aggregate amount required with respect to 
applications filed on or before March 15, 1957, shall bear interest at a rate 
determined by the Secretary of the Treasury, which shall be not more than 
the average yield to maturity, as estimated by the Secretary of the Treasury 
on the basis of daily closing market bid quotations or prices during the second 
month preceding such quarter, on all outstanding marketable obligations of 
the United States having a maturity date of fifteen or more years from the first 
day of such second month, adjusted to the nearest one-eighth of 1 per cen- 
tum.” 

(d) Section 404 (b) of such Act is amended— 

(1) by striking out “and (2)” and inserting in lieu thereof “(2) any 
hospital operating a school of nursing approved by the appropriate State 
authority, or any hospital approved for interneships by such authority, if 
such hospital is either a public hospital or a private hospital no part of 
the net earnings of which inures to the benefit of any private shareholder 
or individual, and (3); and 

(2) by striking out “in clause (1)” and inserting in lieu thereof “in 
clause (1) or clause (2)”. 


VOLUNTARY HOME MORTGAGE CREDIT PROGRAM 


Sec. 502. Section 610 (a) of the Housing Act of 1954 is amended by striking 
out “June 30, 1957” and inserting in lieu thereof “July 31, 1958”. 


DISCOUNT CONTROL 


Sec. 508. The Federal Housing Commissioner shall fix reasonable limits on 
the charges, fees, and discounts imposed upon the builder, seller, or purchaser in 
connection with any mortgage insured under the National Housing Act. The 
Administrator of Veterans’ Affairs shall fix reasonable limits on the charges, 
fees, and discounts imposed upon the builder, seller, or purchaser in connection 
with any home loan insured or guaranteed under the Servicemen’s Readjust- 
ment Act of 1944. Such limits may vary in accordance with the quality of the 
mortgage involved, the geographical area in which the housing is located, and 
such other pertinent factors as the Commissioner or the Administrator deems 
advisable, Such limits shall be fixed by regulations, which shall require, as a 
condition of such guaranty or insurance, that the lender shall certify that no 
«charge, fee, or discount has been imposed by it in violation of any such regulation. 








12 HOUSING ACT OF 1957 


MORTGAGE CREDIT STUDY 


Sec. 504. The Housing and Home Finance Administrator, in order to obtain 
information and data which will enable him to assist more effectively in the 
provision and improvement of residential housing, is authorized and directed 
to conduct a study and investigation to determine (1) the extent to which the 
residential building industry is able to secure the mortgage credit, manpower, 
and materials required for the construction of residential housing of the types 
and in the quantities needed to satisfy the demand for such housing, and (2) 
the methods and policies by which such industry, without aggravating the over- 
all problem of controlling inflation, may obtain a greater share of the mort- 
gage credit, manpower, and materials which are now available but are being 
used for construction other than residential housing construction. The Ad- 
ministrator shall, on or before January 31, 1958, submit to the President and 
the Congress a full report on such study and investigation, including his find- 
ings and such recommendations as he may deem appropriate. 


FARM HOUSING RESEARCH 


Sec. 505. (a) The Housing and Home Finance Administrator is authorized 
and directed to undertake and carry out a program, in the manner provided 
in subsection (b), for the investigation and study of farm housing in the United 
States. Such program shall be designed to assist in the improvement of farm 
housing conditions in the United States by developing data and information 
on— 

(1) the adequacy of existing farm housing; 

(2) the nature and extent of current and prospective needs for farm 
housing, including the needs for financing, improved design, utility, and 
comfort and the methods by which such needs might best be satisfied; 

(3) the problems faced by farmers in purchasing and constructing ade- 
quate farm housing and in improving, altering, repairing, and replacing 
farm dwellings and other farm buildings; 

(4) the interrelation of farm housing problems and the problems of 
housing in urban and suburban areas; and 

(5) any other matters bearing upon the provision of adequate housing 
for the farm population of the United States. 

(b) The research, investigation, and analysis required to carry out the pro- 
gram described in subsection (a) shall be conducted by land-grant colleges estab- 
lished pursuant to the Act of July 2, 1862 (7 U. 8S. C., sees. 301-308), and such 
research, investigation, and analysis shall be financed with grants made to such 
colleges by the Housing and Home Finance Administrator on such terms and 
conditions, and standards as may be specified in regulations prescribed by 
him. 

(c) The total amount of grants made by the Housing and Home Finance Ad- 
ministrator under subsection (b) shall not exceed $500,000 during any fiscal 
year. 





SUMMARY OF SUBCOMMITTEE PRINT 
(Housing Act of 1957) 
TiTteE I—FHA INSURANCE PROGRAMS 
VETERANS’ PREFERENCE 


Section 101 sets up a veterans’ preference program under the sales housing 
program of the Federal Housing Administration. It would enable World War II 
and Korean veterans to buy homes under the FHA program with more favorable 
terms than those applicable to others. 

Section 101 (a) is a technical amendment. 

Section 101 (6b) is the heart of the veterans’ preference proposal. It would 
add a new subsection (j) to section 203 of the National Housing Act. The 
new subsection (j) would raise substantially the present permissive loan-to-value 
ratio in the case of a veteran’s loan. Under the present statute the maximum 
FHA loan is limited to 95 percent of the first $9,000 of value and 75 percent 
of the excess of value above $9,000. Under the new veterans’ subsection (j) 
these two factors would become 97%4 and 87%, respectively. Mathematically, 
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this would mean that the veteran’s minimum downpayment would be exactly 
one-half of the downpayment required of other mortgagors. This assumes 
that the sales price is equal to FHA’s appraised value—if the sales price is 
higher, the required downpayment would be increased correspondingly. (The 
attached table compares minimum downpayments at $1,000 intervals, under this 
and other proposed formulas. ) 

Present law requires that the mortgagor pay a minimum of 5 percent down 
in cash or its equivalent; the new subsection (j) would decrease this to 2% 
percent in the case of a veteran’s loan. 

Subsection (j) (2) would include as eligible veterans those who presently 
qualify under the GI program as World War II or Korean veterans. Eligibility 
for FHA veterans’ preference loans would not be available if the veteran has 
previously used his GI loan entitlement for either a VA-guaranteed or a VA 
direct home loan, 

Subsection (j) (8) would give the FHA Commissioner diseretionary authority 
to establish the maximum sales price which could be charged to a veteran under 
the FHA veterans’ preference feature, if he finds such action necessary to 
prevent price gouging. 

Subsection (j) (4) would waive the payment of a mortgage insurance premium 
in the case of a veteran’s loan (presently the mortgagor is required to pay a 
mortgage insurance premium of one-half of 1 percent of the outstanding balance 
annually.) The bill contemplates payment of any losses on defaulted loans by 
direct appropriation. (See also sec. 101 (c) below.) 

Subsection (j) (5) would give the veteran the right to prepay ail or part of 
his mortgage without penalty. This protection is a feature of the GI loan. 

Subsection (j) (6) makes it clear that provisions of the new subsection (j) 
will remain applicable over the life of the loan, even though the mortgage is 
later assumed by a nonveteran. 

Subsection (j) (7) would make it clear that a veteran could enjoy only once 
the use of the more liberal mortgage terms under the new subsection (j). There 
would, however, be no time limit on the availability of the new veterans’ pref- 
erence loan feature. 

Section 101 (c) would provide in the case of foreclosure for the payment of 
insurance to the mortgagee in cash (from appropriated funds) under the vet- 
erans’ preference loan feature, rather than in the form of the debentures used 
to pay claims in the case of other FHA-insured loans. 


PRIOR APPROVAL OF NEW CONSTRUCTION 


Section 102 would change the present law governing the eligibility of structures 
less than 1 year old which have not received Government inspection during 
construction. Under present law a new house which has not received FHA 
inspection is eligible for insurance, but the maximum loan is limited to 90 percent 
of the first $9,000 of valuation instead of 95 percent. The amendments in this 
section would amend the sales housing program under section 203 to deny 
eligibility completely to dwellings less than a year old which have not been 
inspected by FHA. To prevent possible hardship, however, the Commissioner 
would be able to waive this prohibition under such terms and conditions as he 
may prescribe. 


OTHER PROVISIONS RELATING TO FHA INSURANCE PROGRAMS 


Section 103 would prevent the Federal Housing Commissioner from demanding 
that a title I lender repurchase a title I home-improvement loan (because of 
lack of eligibility for insurance) if a period of 2 years has elapsed since the 
date the lender’s claim for loss was paid by the Commissioner. At the present 
time there is no statute of limitations and in many cases a long period of years 
may elapse before some type of information is discovered which indicates that 
the claim would not have been paid if all the facts had been known to the FHA 
at the time the lender’s claim was allowed. (In Talle bill.) 

Section 104 would permit the Federal Housing Commissioner to reimburse 
mortgagees for reasonable expenditures made to protect properties during the 
period beginning with the institution of foreclosure and continuing until such 
time as the Commissioner takes title to the property. A further provision of 
the section would permit terminating the mortgagee’s obligation to pay mortgage 
insurance premiums when an application for debenture has been filed. (In Talle 
bill.) 
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Section 105 would clarify existing provisions relating to FHA debenture in- 
terest rates. In conformity with the provisions of section 224, added in 1954, 
a debenture interest rate was established in December 1956 at 314 percent. In 
sections 204, 207, and 803, there remain references to the former maximum rate 
of “3 per centum per annum.” FHA has interpreted section 224 as being con- 
trolling and has published a debenture interest rate in excess of 3 percent not- 
withstanding the reference to 3 percent contained in sections 204, 207, and 805. 
To remove this point of confusion, section 105 of the bill would include an express 
reference to the section 224 interest rate formula in the other three sections. 
(In Talle bill.) 

Section 106 would amend the special provisions of section 207 of the National 
Housing Act for rental housing for the elderly, It would add a provision that 
the maximum amount of a mortgage could be in an amount up to $8,400 per 
family unit where the mortgage is given by a nonprofit organization to finance an 
elevator-type rental housing project which is to be used and occupied entirely by 
elderly persons. Under present law there is no provision for higher mortgage 
amounts per unit for elevator-type structures for the elderly, and the limit is 
$8,100 for all rental housing projects for the elderly financed under these section 
207 provisions. A provision would also be added to the section 207 special provi- 
sions for the elderly to make it clear that units in such housing could be designed 
for and occupied by single elderly persons. (In Talle bill.) 

Section 107 is technical, repealing an obsolete provision in the law. (In Talle 
bill.) 

Section 108 would permit an FHA cooperative housing mortgage to include 
commercial and community facilities in sales type and investor-sponsor-type 
projects. The law presently permits the inclusion of such facilities only in 
management-type projects. The section would have the further effect of limiting 
by law FHA sales type cooperatives to those having eight or more units. How- 
ever, because smaller sized cooperatives are generally not feasible, this limita 
tion is already in effect by regulation. (In Talle bill.) 

Section 109 would make the provisions of section 204 (j) of the National Hous 
ing Act (which are now applicable to individual home mortgages insured under 
sec. 203 of the act) applicable to individual home mortgages insured under sec- 
tions 213, 220, 221, and 222 of that act. Section 204 (j) permits termination of 
the mortgagee’s liability for payment of mortgage insurance premiums in those 
cases where the mortgagee forecloses on the mortgaged property but informs the 
Commissioner that it does not intend to convey the property to FHA in exchange 
for debentures. (In Talle bill.) 

Section 110 would authorize the transfer of moneys among certain FHA insur- 
ance funds. (It ‘oes not affect the sec. 203 mutual mortgage insurance fund.) 
The section 221 housing insurance fund and the servicemen’s mortgage insurance 
fund (sec. 222) do not come within section 219 of the National Housing Act 
which authorizes certain transfers of moneys among the several FHA insurance 
funds. The omission of these two sections from the provisions of section 219 
could create a situation which would make it necessary under unfavorable 
circumstances to call upon the Treasury Department to redeem debentures issued 
by the two funds even though ample resources for this need may be available in 
one or more of the other funds enumerated in section 219. Also, inclusion of 
these two funds within section 219 would permit transfers, as require, from these 
funds to other insurance funds which are now included under section 219, (In 
Talle bill.) 

Section 111 would make the terms of mortgages insured by FHA covering 
World War II, defense and veterans’ housing sold by the Federal, State, or local 
governments the same as mortgages insured under sections 208, 207, or 213. 
(In Talle bill.) 





TITLE II—Sreconpary MorTGAGE MARKET 


FEDERAL NATIONAL MORTGAGE ASSOCIATION REGULAR SECONDARY MARKET 


Section 201 (a) would amend the stock purchase provision of FNMA’s regular 
secondary market. Under present law FNMA can increase without limit the 
amount of stock which a mortgage seller must purchase; the only limitation 
is that it cannot be less than 1 percent. By regulation the present stock require- 
ment is 2 percent of the mortgage amount. Under this section the maximum 
eould not be higher than 2 percent. 
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Sections 201 (b) and (c) would increase the capitalization of FNMA’s regular 
secondary market operations by $100 million (this would be in addition to the 
$50 million increase recently authorized by H. J. Res. 209). To accomplish 
the increase FNMA would deliver to the Secretary of the Treasury an additional 
$100 million of its preferred stock in exchange for an equal amount of its notes 
held by the Secretary of the Treasury under the interim borrowing arrange- 
ments followed under the secondary market operations. The total borrowing 
authority under the 10-to-1 ratio (FNMA may borrow up to 10 times the sum of 
its capital and surplus) would thereby be increased by $1 billion, bringing the 
total borrowing authority to approximately $2.6 billion from the present level of 
approximately $1.6 billion. (Talle bill proposes $500 million additional bor- 
rowing, which would bring total borrowing authority to about $2.1 billion.) 

Section 202 would increase the maximum amount of FNMA’s secondary market 
operation obligations which the Secretary of the Treasury can acquire to $2.6 
billion, to correspond with the increased borrowing authority provided by 
section 201. 

This type of authorization provides principally a form of Treasury backstop 
which assures a ready source of funds under emergency conditions when private 
investors might be unable or unwilling to purchase FNMA’s notes. It also 
turnishes, of course, additional assurance to private investors that FNMA has 
a source of liquid funds with which to pay off maturing notes in any unforeseen 
circumstance in which neither liquidation of the portfolio nor refinancing might 
be feasible. 

FNMA’S SPECIAL ASSISTANCE PROGRAM 


Section 208 would amend FNMA’s special assistance program. Under the 
special assistance program FNMA uses public funds to support special loan 
categories which are deemed to deserve special assistance, such as disaster 
housing, military housing, urban renewal housing under sections 220 and 221, 
and cooperative housing. 

Section 203 (a) would require FNMA to purchase all special assistance mort- 
gages at par. Under present law FNMA may not pay less than 99 for such 
mortgages, a requirement which expires on August 6, 1957. The requirement 
for par purchase would be permanent. 

Section 203 (b) would place a ceiling upon the charges and fees which FNMA 
may make in connection with the commitment and purchase of special assistance 
mortgages. Under the amendment these fees and charges could not exceed 1 
percent, and the amendment also provides that not more than one-half of the 
charges and fees can be collected at the time the commitment is issued, with the 
balance payable at the time of purchase of the mortgage. Under present law 
there is no limitation on the fees and charges, and by regulation FNMA requires a 
tota] of 114 percent, 1 percent of the mortgage amount at the time of commit- 
ment and one-half of 1 percent at the time of delivery. (However, 1 percent is 
the present regulatory maximum for title VIII military housing loans, one-half 
of 1 percent at the commitment stage and one-half of 1 percent upon delivery. 
Thus the bill would make the more favorable terms governing title VIII loans 
applicable to all special assistance mortgages. ) 

Section 208 (c) would increase the authorization to buy special assistance 
mortgages from $200 million to $450 million. The new aggregate total of $450 
million for the purchase of home mortgages would supplant the present author- 
izations of (a) $200 million for the purchase of whole mortgages and (0) $100 
million for the purchase of 20 percent participation in mortgages. This authori- 
zation does not affect the special revolving funds which are available for coopera- 
tive housing and military housing. (In Talle bill.) 

Section 203 (d) would increase the FNMA special assistance revolving fund 
to purchase title VIII military housing loans by 8300 million, from the present 
ceiling of $200 million to $500 million. (The administration requested a $100 
million increase. ) 

Section 204 would change the formula for computing the amount which FNMA 
would pay to the Secretary of the Treasury, as the equivalent of Federal income 
taxes, with respect to its secondary market operations. It provides for the 
deduction from gross income of all expenses and other deductions which would 
be authorized by law to be deducted if the Association were not exempt from 
such taxes and any amounts paid by the Association to the Secretary of the 
Treasury as a return on his investment in the securities of the Association. 
The latter category includes payments made as a return on Treasury advances 
on account of notes, stock, or debentures. 
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Under the charter act, the preferred stock dividends are fixed by the Secretary 
of the Treasury, taking into account the interest rate on obligations of the 
United States. While FNMA therefore can never control the rate or amount of 
its preferred stock dividends, the contrary is customarily the case with respect 
to ordinary business corporations. Also, the investment of the Secretary of the 
Treasury in FNMA’s preferred stock will entitle him to an ultimate major share 
of FNMA’s surplus, an advantage not usually connected with preferred stock. 
(In Talle bill.) 


INVESTMENT OF NATIONAL SERVICE LIFE INSURANCE FUND 


Section 205 would authorize the Secretary of the Treasury to invest up to $1 
billion of the World War II national service life insurance fund in commitments 
or purchases of section 203 (j) veterans’ preference loans under the FHA pro- 
gram. Mortgage support operations would be confined to geographic areas where 
excessive discounts prevail for such mortgages. 

The price to be paid for mortgages would be determined by the Secretary of 
the Treasury except that in no case could it exceed par. Mortgages could be 
purchased only from the original mortgagee. 

In case of default the fund will be reimbursed in cash for the unpaid indebt- 
edness and for all foreclosure costs. Under the section the FNMA would act 
as agent for the Secretary of the Treasury in purchasing and servicing FHA 
veterans’ preference mortgages. In performing these functions, FNMA would 
follow its usual practice of utilizing local lenders as its agents. Payment to 
FNMA for such service would be limited to a maximum of three-fourths of 
1 percent. 

TitLe III—Stum CLEARANCE AND URBAN RENEWAL 


Section 301 would provide for an increase in the present $900 million capital 
grant contract authorizations of an additional $250 million on July 1, 1957. As 
of March 1, 1957, almost $854 million of the aggregate $900 million capital grant 
authorization was reserved or in the process of reservation for 441 local urban 
renewal projects and 18 demonstration projects to be assisted with capital grants 
under title I of the Housing Act of 1949. Only $46.2 million was available on 
that date for new reservations. (Talle bill would increase authorization by 
$175 million.) 

Section 302 would authorize the Administrator of the Housing and Home 
Finance Agency to make relocation payments covering moving expenses of indi- 
viduals and families without the necessity of investigating the actual costs 
incurred in each case, where the claim for such expenses does not exceed the 
amount specified in the regulations. In no event, of course, could any payment 
exceed the present $100 statutory maximum. This suggested procedure would 
relieve both the local public agency and the Federal Government of a consider- 
able burden of paperwork. In many cases, such paperwork can result in admin- 
istrative costs to the local public agency as high as the actual amounts involved 
in the moving expenses. (In Talle bill.) 

Section 303: As amended by the Housing Act of 1954, title I permits (for certain 
types of facilities offered as local noncash grants-in-aid for urban renewal 
projects) the estimated costs of local facilities to be deemed the actual costs if 
their construction is not completed at the time of final disposition of land in 
the urban renewal project area and if satisfactory assurance is provided that 
the facilities will be completed and available within a specified time. Section 303 
would make the same provision applicable in the case of slum-clearance projects 
carried forward under the terms of title I as amended prior to the Housing Act 
of 1954, Experience has demonstrated that application of this provision to 
original title I projects is desirable to avoid delay and expense resulting from 
the requirements that prevent the liquidation of these projects until the comple- 
tion of all public facilities being built by the community as local grants-in-aid. 


TITLE TV—MiILiTary HovusiInea 


Section 401 would extend the title VIII military housing program for 1 year. 
The program would then expire as of June 30, 1959. (In Talle bill.) 

Section 402 would make the statutory average maximum of $16,500 per unit 
under title VIII applicable to each project rather than each mortgage. It has 
been found necessary in order to obtain financing for large projects to divide 
the project into several areas and to have a separate mortgage covering the 
units in each of these areas. Since there are distinct areas for officers’ housing 
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and enlisted men’s housing, the mortgages in the officers’ area will range some- 
what higher than the average $16,500 family-unit limitation. This change would 
permit greater flexibility in project planning and financing. (In Talle bill.) 

Section 403 is a technical amendment. It would amend section 410 of the 
housing amendments of 1955. Section 410 requires that title VIII housing have 
the same floor area limitations which apply to appropriated funds housing con- 
tained in two existing statutes. The amendment eliminates the reference to the 
two existing statutes and limits the floor area of title VIII housing to the net 
floor area limitations prescribed by law for military housing constructed with 
appropriated funds. The proposed amendment would thus obviate the necessity 
of further amendments in the event any new legislation on this subject is 
enacted in the future. 


TITLE V—MISCELLANEOUS 


COLLEGE HOUSING 


Section 501 (a) would require the Housing Administrator, in making college 
housing loans, to charge a rate equal to that payable by him to the Treasury 
plus one-fourth of 1 percent. The present law provides for a similar spread, 
except that if the resulting rate is less than 2%4 percent, the higher rate must 
be charged. However, because of the different base to which the one-fourth- 
percent differential would be applied under the provisions of section 501 (c) 
(which changes the formula fixing the interest rate by the Administrator on 
funds borrowed from the Treasury for college housing loans) as compared with 
the present law, the net result, under November market conditions, would be 
to change the college housing loan interest rate from 2% percent to 3% percent. 
(In Talle bill.) 

Section 501 (b) would increase the college housing loan authorization by 
$150 million, from $750 million to $900 million). It is estimated that the un- 
committed balance of the present authorization will be, as of June 30, 1957, near 
$83 million. The increased authorization provided by the section, along with 
this estimated balance, would therefore permit new net commitments during 
fiscal year 1958 of over $230 million. (In Talle bill.) 

Section 501 (c) would provide that college housing funds borrowed by the 
Administrator from the Secretary of the Treasury shall bear interest at a rate, 
ealculated each calendar quarter, based on the current average market yield on 
all outstanding marketable obligations of the United States having a remaining 
maturity of 15 or more years. This formula would be in place of the formula 
now in the law which bases the interest rate on the average rate borne by all 
interest-bearing obligations of the United States, irrespective of maturity, as 
computed at the end of the preceding fiscal year, or 2% percent, whichever is 
higher. The rate proposed would currently result in the Administrator paying 
38% pecent on funds borrowed from the Treasury. Under the present law, the 
rate for fiscal year 1957 is 25 percent. (In Talle bill.) 

Section 501 (d) would extend eligibility under the college housing program to 
public and nonprofit hospitals in order to provide housing for student nurses 
and interns. 

VOLUNTARY HOME MORTGAGE CREDIT PROGRAM 


Section 502 would extend the voluntary home mortgage credit program for 1 
year. Under the present law the program would cease operation on June 30, 
1957. The VHMCP is intended for builders and home buyers in small communi- 
ties and rural areas where mortgage money is scarce and for minority groups 
in reneral without regard to the size of the communities in which they live. 
(Talle bill provides for a 3-year extension.) 


DISCOUNT CONTROL 


Section 503 would authorize and direct the Federal Housing Commissioner 
and the Administrator of Veterans’ Affairs to issue regulations to fix reasonable 
limits on the charges, fees, and discounts imposed upon the builder, seller, or 
purchaser in connection with FHA-insured and VA-guaranteed loans. Such 
limits may vary in accordance with the quality of the mortgage involved, the geo- 
graphical area in which the housing is located, and such other pertinent factors 
as the Commissioner or the Administrator deems advisable. The section would 
also require the lender to certify that he has not imposed upon the builder, seller, 
or purchaser any charges, fees, or discounts in excess of those permitted by such 
regulations. 
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MORTGAGE CREDIT STUDY 


Section 504 would authorize and direct the Administrator of the Housing and 
Home Finance Agency to conduct a study and investigation to determine (1) the 
extent to which the residential building industry is able to secure the mortgage 
credit, manpower, and materials required for the construction of residential 
houusing of the types and in the quantities needed to satisfy the demand for such 
housing, and (2) the methods and policies by which such industry, without ag- 
gravating the overall problem of controlling inflation, may obtain a greater share 
of the mortgage credit, manpower, and materials which are now available but 
are being used for construction other than residential housing construction. 

Findings of the study would be reported to the President and the Congress not 
later than January 31, 1958. 


FARM HOUSING RESEARCH 


Section 505 would authorize and direct the Administrator of the Housing and 
Home Finance Agency to undertake and carry out a program of farm housing 
research. The study would cover all phases of farm housing, but its basic objec- 
tive would be how to provide more attractive and more functional farmhouses 
at a lower cost. 

The research would be conducted by land-grant colleges, and the costs involved 
would be financed by grants to such colleges by the Housing and Home Finance 
Administrator. The total of such grants could not exceed $500,000 during any 
fiscal year. 

Mr. Rarys. The committee will be in order. 

We have met today to begin the hearings on the housing problems 
immediately before the Congress. The witnesses and the members 
have been apprised by letter as to the main subjects of discussion in 
which this committee will engage, and for the first time the committee 
has brought into play the rules and regulations of the Legislative Re- 
organization Act with reference to the presentation of testimony by 
members. 

We have concluded that these hearings should end, because of the 
emergency nature of the legislation, not later than the 15th of March. 
In order to hear everybody it is going to be necessary that we be brief; 
but not too brief, and, therefore, we are going to eliminate the usual 
reading of long, prepared statements. They will be placed in the 
record as part of the record, and we will expect summaries of any- 
thing other than short statements, and then there will be a question- 
and-answer period so that we can get at the problems which are of 
the most concern to the committee in writing its legislation. 

Thus far, the staff advises me, we have had good cooperation from 
all of the witnesses, and I hope it will continue. I believe we will do 
a better job if that is so. 

Also, to the members of the committee, we are going to begin the 
hearings as nearly on time as possible: we will adhere as closely as 
possible to the schedule of time for each witness. I ask your co- 
operation. 

At this time I would like to have placed in the record House Resolu- 
tion 86, which is the resolution authorizing the Subcommittee on 
Housing of the Banking and Currency Committee to do this study and 
investigation. 

(House Resolution No. 86 is as follows :) 


[H. Res. 86, 85th Cong., 1st sess.] 


RESOLUTION 


Resolved, That the Committee on Banking and Currency, acting as a whole 
or by subcommittee, is authorized to conduct full and complete studies and 
investigations and make inquiries with respect to any matter or matters in 
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the field of housing coming within the jurisdiction of such committee, including, 
but not limited to, (1) the status and adequacy of mortgage credit in the United 
States, (2) the current rate of construction of residential dwelling units in 
relation to housing requirements and demands, and the role of Government- 
assisted mortgage programs with respect thereto, (3) the operation of the 
privately financed military housing program, (4) the requirement of and demand 
for Federal assistance in the development of community facilities, (5) the 
operation of the slum-clearance and urban renewal programs, and (6) farm 
housing and the adequacy of farm housing credit. The committee shall not 
undertake any investigation of any matter which is under investigation by 
another committee of the House. 

The committee shall report to the House (or to the Clerk of the House if the 
House is not in session) as soon as practicable during the present Congress the 
results of its investigations and studies, together with such recommendations 
as it deems advisable. 

For the purpose of carrying out this resolution, the committee or any sub- 
committee thereof is authorized to sit and act during the present Congress at 
such times and places within the United States, its Territories and possessions, 
and the Commonwealth of Puerto Rico, whether or not the House is in session, 
has recessed, or has adjourned, to hold such hearings and to require, by subpena 
or otherwise, the attendance and testimony of such witnesses and the production 
of such books, records, correspondence, memorandums, papers, and documents 
as it deems necessary. Subpenas may be issued over the signature of the chair- 
man of the committee or by any member designated by such chairman, and 
may be served by any person designated by such chairman or member. The 
chairman of the committee or any member thereof may administer oaths or 
affirmations to witnesses. 

Mr. Ratns. The first witness before the committee this morning 
is Mr. John H. Arrington, Director of Family Housing of the Depart- 
ment of Defense. 

Is Mr. Arrington here? 

Mr. Arrineron. Yes, sir. 

Mr. Ratns. Come around, Mr. Arrington. 

I see, Mr. Arrington, that you have a rather long, prepared state- 
ment which I assume you want in the record, and you will summarize 
your statement and be ready for questions; is that right / 

Mr. Arrtneron. That is correct, Mr. Chairman. 

Mr. Rains. You may proceed, Mr. Arrington. 


STATEMENT OF JOHN H. ARRINGTON, DIRECTOR OF FAMILY 
HOUSING, DEPARTMENT OF DEFENSE 


Mr. Arrineton. All right, sir; as noted in our prepared statement, 
we have included a summary of the new title VIII program to date, 
under which we have approved some 90,000 housing units for develop- 
ment, and, as the statement shows, we already have 19 projects with 
5,026 units under contract, 24 projects with 11,000 units have accept- 
able bidders, 18 additional projects with 8,00 units are out for bid, 
and the balance of 166 projects are in various stages of development. 

We have made 4 or 5 principal recommendations in the course of 
our statement. The first is to increase the present FNMA purchase 
authority by $100 million from $200 million. The second is to extend 
the expiration date for the present title VIII authority from June 30, 
1958, to June 30, 1959. The third is to require the eligible bid to bear 
a reasonable relationship to the FHA estimate of replacement. cost 
imstead of to be not in excess of it, as is presently in the legislation, 
in order to provide flexibility in the program administration; and 
the fourth is to make the present maximum average mortgage per 
unit of $16,500 applicable to a project as a whole, rather than to specific 
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mortgages, in order to provide flexibility in financing. Our fifth 
recommendation is to modify the present mandatory-pur chase require- 
ment so that it would a »ply only in cases where the sponsor was will- 
ing to sell, and that is ae. we have two present instances, one in 
Hawaii, and the other in the Great Lakes, of sponsors who would 
prefer to retain in their own hands the Wherry projects, and yet under 
the present law we must. buy. 

We have also included a brief summary of progress under section 
809, which provides for housing for essential civilian employees at 
research and development installations, and one item which was not 
included in the statement but which I can touch on briefly is the 
implementation of Wherry tax legislation. 

Mr. Rains. Yes; what has been done about that ? 

Mr. Arrincton. We have issued the Department of Defense direc- 
tives and instructions on that, which included delegation to the Secre- 
taries of the military departments of the authority to make the appro- 

riate determinations in each instance, and the military authorities 
have] in turn issued their instructions to the field, and we are proceeding 
with a number of projects at the present time. The one which is the 
furthest advanced, I believe, is the naval air station at Squantum, 
Mass. Also the Air Force base at Westover, and the Air Force base 
at Keesler Field, are cases where the problem is currently pressing ; 
because unless we achieve this definition and get some relief, we are 
liable to be faced with heavily increased rentals because of the local 
tax situation. 

Mr. Ratns. You, of course, haven’t had any further court deter- 
mination, as to the tax angle since we met last year and had the discus- 
sion before the committee; have you? 

Mr. Arrreron. No, sir. 

Mr. Rarns. A great many of those installations, the Wherry instal- 
lations, have heavy local taxes assessed against them in many in- 
stances, do they not? 

Mr. Arrtneron. That is true. I understand at Squantum the order 
of magnitude of the tax increase would be something like $10 per unit 
per month—$30 per unit per month, sir. 

Mr. Rarns. In going over your written statement I note that it takes 
you about 14 months to get one of these projects underway. I note 
also that this committee, in its investigations in the field last year, re- 
ceived many criticisms from commanders about how long it takes to 
get these projects underway. 

Do you have any comment on that? What is the trouble? 

Mr. Arrineton. Well, sir, as you have noted from the statement, 
we find among the three services it takes an average of about 3 months 
to obtain the initial approval, and that is, of course, due to the fact 
that there are a number of different reviews which are required of the 
need for the housing. 

The installation commander prepares the necessary survey of re- 
quirements showing his gross need, his assets, and his net deficit. In 
the case of Navy and Air Force, his project application is processed 
up through channels, including review, at the various intervening 
levels of military command, through the Secretary of the military 
department, then it is referred to the FHA field office director with a 
request for concurrence and generally conferences are necessary with 
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the FHA to explain the need. Then it is referred back to the Office 
of the Secretary of Defense for final review and approval. 

Mr. Rains. I can understand how that much time might be neces- 
sary when you are finding your way with a program, pioneering in it 
like you have been in the recent months. Don’t you think, though, 
that you ought to be able to cut that timelag of 14 months now that 
you have the path hewn out and know where you are going ? 

" Mr. Arrineton. We hope so, and we are making every effort to do 
So, Sir. 

Mr. Rarns. About the overall cost of the unit—the overall cost in the 
bill is $16,500, yet you say the average cost per unit is $13,998, and 
you now advocate that we retain the $16,500 figure. I don’t quite 
understand why you can get the average cost unit for $13,998 and yet 
are concerned about the $16,500 per unit. 

Mr. Arrineton. Well, Mr. Chairman, though our average to date 
is still under $14,000, the unit average costs are constantly going up. 
For instance, in the Army program, Fort Bragg in North Carolina 
closed last June at an average per unit mortgage of $13,180. We had 
Fort Eustis last October at $13,800. Our average at the end of 1956, 
December 31, was $13,600, but as the Army program goes into 1957 
we have Fort Rucker, in Alabama, closing January 15 at $15,867; 
Fort Ord, Calif., the 7th of February at $15,798, and Fort Stewart, 
Ga., closing on March 1 at $16,057. So as you can see, although the 
average to date is low, because initially we had projects which were 
designed under the previous statutory limitation of $13,500, as new 
projects which were designed at a later date come into closing they 
are approaching the 

Mr. Rats. Is that cost caused by the increase in the cost of money, 
or is it caused by the fact of increased cost in design ? 

Mr. Arrineton. It is caused by the constant rise in construction 
costs over the last 2 years, which has leveled off a little recently, I 
believe, and also because the previous statutory limitation was not 
sufficient to allow the Army to put in certain additive items which 
they consider essential to good and proper housing, such as gutters 
and downspouts, and proper tile in the bathroom, and hardwood 
floors; items of that nature. 

Mr. Rarns. Mr. Arrington, the committee hears—in fact, the com- 
mittee knows, instead of hearing—that the first projects built under 
this title VIII housing have very poor architectural design, to put it 
frankly, it was just an architectural mess. 

What caused that kind of situation ? 

Mr. Arrtneton. Well, I have discussed that particular project 
with the Air Force and the Air Force admits that the design in that 
particular instance incorporated a number of undesirable features. 
Perhaps there is someone from the Air Force who could comment. 

Mr. Rarns. I also hear that the ones at places like Eglin Field, and 
other places, are beautiful in design, and all of the bugs in the first 
ones have been taken out; is that a correct statement ? 

Mr. Arrineton. We understand that the Air Force is taking action 
to make sure that the Abilene project is not repeated. 

Mr. Ratrns. Well, you reslisi, of course, that Congress with a 
516,500 limit on this type of housing unit, certainly will expect, and 
{ am sure will demand that the architecture and the house, itself, 
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or the unit be of sound design, construction, and shouldn’t have this 
butchered up job that we hear about in some of the early ones. 

I want to be sure that every precaution is being taken by the Air 
Force to see that this doesn’t happen again. 

One other question : Do you recommend that the Fannie Mae jack up 
be increased by only a hundred million? You say you are Sancta 
to recommend a substantial increase in that purchasing limit. Do 
you think that 100 million will be sufficient ? 

Mr. Arrincton. We recognize at the present rate of progress, and 
in the light of existing market conditions as they are today, there 
may be a need for as much as $500 million additional Fannie May 
purchase authority by the end of the year as you have included in your 
bill, but we do feel that there are signs that the present money market 
tightness is easing, and in that event there should be considerably 
less need for Fannie May commitments. 

Mr. Rarns. I notice the statement that it is easing creeps out of 
a good many of these statements. Tell the committee just what signs 
you see that the tightness of the money market is easing ¢ 

Mr. Arrtneron. From conversations with mortgage programs who 
participate in the title VIII program, we understand that there is a 
very small margin which would be required to make the mortgages 
acceptable now to the private market. I understand something on the 
order of 9714 or 98 would be available to us on the private market 
at the present time, which is very close to our 99, the net yield under 
the Fannie May purchase. 

Mr. Kixmiller mentioned to me this morning that there may be 
some hope that Bunker Hill Air Force Base, which is a fairly sizable 
project, can be placed locally at a price somewhat over the net Fannie 
May yield of 99, and also as recently as last week I was talking to a 
member of the Council of Economic Advisers who said that he feels 
that there are indications that the market is easing. 

We have to rely on those who are more expert in this field of finan- 
cial analysis than we, however, for the basic position. 

Mr. Rarns. Well, Mr. Arrington, as a Member of Congress I don’t 
want to push off on the military any excess amount of money, I can 
assure you of that, or any excess amount of credit, but the bill I 
introduced carried $500 million, where you have recommended a 
hundred million. And if that hundred million dollars doesn’t last, 
and we are out of session next fall, you are going to be at a standstill, 
unless the mortgage market does play to these small trends in the 
wind that you mentioned; isn’t that true? 

Mr. Arrrnoton. Yes, sir; but we feel that this program has to be 
balanced in the light of the overall economic picture, and there is a 
desire not to do anything which would add to the pressure toward 
inflation. 

Furthermore, we feel that it is inherent to the title VIII program 
that it is a privately financed program, and the provision for Fannie 
May purchase authority was essentially designed to carry us over 
possibly temporary rough spots in the private market. 

If the program should have to rely entirely on Fannie May purchase 
then we feel we would be departing from the original concept. 

Mr. Ratns. The thing that distresses me about ‘that st: atement, and 
I realize that it is basic in the legislation we are about to face now, is 
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we are told about housing, whether it is military or home building, 
we are told don’t go near that because that is inflation. 

Is there anything more basic to the maintenance of a real trained 
Air Force, than houses for those trained men to live in while they 
are in the services? Is there anything more basic in the military 
than that ? 

Mr. Arrineron. I can’t name anything more basic to you, sir. 
We agree that housing is extremely important in keeping our trained 
personnel in uniform. 

There have been surveys made from time to time as to why people 
fail to reenlist, and housing is always mentioned as one of 

Mr. Rarys. The outstanding reasons ¢ 

Mr. Arrineton. The outstanding reasons, yes. 

Mr. Chairman, may I return to a point we were discussing a moment 
ago, and that is with regard to our desire for greater flexibility in the 
application of the $16,500 mortgage limit. That is not because we 
desire to spend more money for building the units, it is in order to 
permit greater flexibility in financing. For example, in a $15 million 
project it may be much easier to place the financing if we divide it 
into three $5 million mortgages. In order to set up those mortgages 
we must divide the project physically, that is geographically into 
areas which each fall within the $16,500 limit, and inasmuch as the 
project is already divided into officer and enlisted units, and the 
officers being the higher cost, and the enlisted the lower cost, as the 
law is presently written, we would be forced to gerrymander, in effect, 
the project in order to make sure that each mortgage conformed to 
the present statutory ceiling. 

Mr. Rains. What you are saying is that you are not seeking, then, 
a higher cost for each particular unit, but you think it would help 
you to operate the act as far as financing the project better; is that 
right ? 

Mr. Arrineton. That is right. In other words, we would still 
adhere to the $16,500 for the project as a whole. 

Mr. Rarns. All right. Now, one other question. I was pleased to 
see down in Alabama, two of your projects have been financed by the 
teacher retirement fund of the State of Alabama. Of course, I agree 
that title VIII is a riskless investment, and I don’t think these trust 
funds would be going into it from States unless it was a riskless in- 
vestment guaranteed by the Secretary of Defense. That is right, 
isn’t it? 

Mr. Arrtneron. Yes. 

Mr. Rarns. Now, this question: If State funds can buy them, and 
we ask them to, why shouldn’t they be made eligible to be purchased 
by United States Government trust funds? 

Mr. Arrtnetron. That is a question that I am not prepared to com- 
ment on offhand, sir. I can’t see any objection. I salt give you a 
further statement for the record, if you desire. 

Mr. Rains. I have here a long list of questions, but I want to pass 
on to the other members. This long list of questions the commmittee 
would like you to answer, some hundred or so questions, and present 
back to the record for us; would you do that ? 

Mr. Arrineton. I would be glad to do that. 

Mr. Rarns. Then we would have that for the benefit of the record. 
I have a good many more things to ask, but I will defer to Dr. Talle. 
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(The questions and answers above referred to are as follows:) 


ASSISTANT SECRETARY OF DEFENSE, 
PROPERTIES AND INSTALLATIONS, 
Washington, D. C., March 22, 1957. 
Hon. ALBERT RAINS, 
Chairman, Subcommittee on Housing, 
Committee on Banking and Currency, House of Representatives. 


DeaR Mr. CHAIRMAN: In the hearings before your subcommittee on March 4, 
1957, relative to the proposed National Housing Act Amendments of 1957, you 
requested that this office provide, for the record, answers to a list of questions 
on the acquisition of Wherry housing as authorized by section 512 of Public Law 
1020, 84th Congress. 

The questions and our answers thereto are shown in the enclosure according 
to the numerical order of the list that was furnished. 

This office will be pleased to provide any additional information which you 
may require on this subject. 

Sincerely yours, 
FiLoyp 8. Bryant. 


QUESTIONS ON ACQUISITION OF WHERRY HOUSING RAISED BY SUBCOMMITTEE ON 
HovusiIneé, COMMITTEE ON BANKING AND CURRENCY, HOUSE OF REPRESENTATIVES, 
Marcu 4, 1957 


A. On approval of improvements to acquired Wherry projects 

1. What approval authorities, if any, will be required on the improvements to 
be made on the Wherry projects? 

Answer. The Secretaries of the military departments concerned and the Office 
of the Secretary of Defense. 

2. What level will have final approval? 

Answer. Office of the Secretary of Defense. 

3. Has any guidance been issued to the departments regarding this? 

Answer. Yes; DOD Instruction 4165.31 (Nov. 26, 1956) and DOD Instruction 
4165.33 (Jan. 9, 1957). 

4. Has any ceiling been established as to the amounts that can be spent on 
improvements? 

Answer. No. 

5. If so, what are they based on? Publiclaw? Policies? 

Answer. [Blank.] 

6. Does Public Law 1020 require congressional clearance on the improvements? 

Answer. No. 

7. Is it planned to send a list of proposed improvements to Congress for clear- 
ance? 

Answer. No. 

8. If so, what requires it? 

Answer. [Blank.] 

9. Has a standard list of improvements been arrived at by the three services? 

Answer. No. 

10. If not, has any attempt been made to bring the three services in line as to 
standardizing? 

Answer. Yes; criteria is being developed. 

11. Will the FHA be required to approve the improvements made to the projects? 

Answer. No. 

12, Will the improvements on the projects have to meet FHA standards? 

Answer. No. 

13. If so, have the services been so advised? 

Answer. [Blank.] 

14. What period of time will be required to amortize the improvements? 

Answer. Amortization not contemplated. 

15. What is the time factor based on? 

Answer. [Blank.] 

16. Will the determination of the improvements to be made by the services 
have any delaying effect on the acquisition schedule? If so, why? 

Answer. No. 

17. Is it required by Public Law 1020? 

Answer. No. 
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18. If so, who determined that this is necessary before clearance under 419 is 
requested? Why? 

Answer. [Blank.] 

19. At what point in the program will the repair and improvement projects 
be approved? 

Answer. In the case of mandatory projects, approval of the improvements may 
be obtained before or after requesting 419 clearance. In the case of permissive 
projects, an estimate of the cost of the improvements will be considered, as far 
as practicable, before requesting 419 clearance. 

20. Will the dollar amount of the improvements and repairs required have any 
effect on whether the project is approved for acquisition or not? Why? 

Answer. Not for mandatory. Yes, for permissive, as excessive cost of improve- 
ments would be a negative factor in determining whether to acquire a permissive 
project. 

21. What objections would there be to putting the units on a temporary rental 
basis while the units are being repaired and improved? Can this be justified? 

Answer. None. Yes; on the basis of inadequacy for use as public quarters. 

22. If not, why not? 

Answer. [Blank.] 

23. What effect will denying or delaying these improvements have on service 
families? 

Answer. No denial, nor unnecessary delay, is expected for reasonable improve- 
ments. Units may be occupied on a rental basis pending such improvements. 

24. Have the services been queried in this regard? 
Answer. Yes. 
2. If not, why not? 
Answer. [DBlank.] 
26. Do you consider it advisable to have the services’ opinion on this matter? 
Answer. [ Blank.] 


B. On funding of improvements to acquired Wherry projects 


27. What funds will be used to pay for the improvements and repairs? 

\nswer. Revolving fund for initial repairs. Maintenance and operation funds 
for subsequent repair and maintenance. 

28. Are there any limitations on the use of funds? 

\nswer. No. 

20. Has any guidance been issued to the services in this regard? 

Answer. Yes; DOD Instruction 4165.33 (Jan. 9, 1957). 

50. If not, why not? 

Answer. [Blank.] 

31. Have they been implemented by the services? 

Answer. Implementations now under preparation by the services. 


o2. If not, why not? 
\nswer. [ Blank. ] 


35. What are the delaying factors? 

Answer. Normal time required to issue formal instructions. 

34. How long will it be between the time the funds are requested by the services 
until they receive them to do the work? 

Answer. One or two weeks after approval. 

35. Do you anticipate any built-in delays? 

Answer. No. 

36. Has the BOB issued any instructions regarding the use of these funds? 

Answer. No. 

37. Have they placed any limitation on the use? 

Answer. No. 

38. What are the requirements before the funds will be released to the DOD? 

Answer. Normal apportionment processes. 

39. What are the requirements of the DOD before the funds are released 
to the Departments? 

Answer. Justification of cost estimates by project. 

40. Will they be time-consuming? 

Answer. Not necessarily. 

41. Will they delay the program? 

Answer. Not necessarily. 








26 HOUSING ACT OF 1957 


C. On funding of purchase of equipment not covered by the mortgage (the spon- 
sor’s maintenance and operation equipment and supplies necessary to run 
the project) 

42. Has the DOD made any plans to acquire the sponsor’s maintenance and 
operation equipment used in the operation of the housing project not covered by 
the mortgage? 

Answer. The DOD has authorized the services to acquire such equipment if 
needed. 

43. If not, why not? 

Answer. [Blank.] 

44. If so, what funds are to be used to acquire this equipment? 

Answer. Funds normally used for procurement of similar equipment and 
supplies. 

45. Have the military departments been advised? 

Answer. Yes. 

46. Have the sponsors of the projects been advised? 

Answer. Yes. 

47. If so, when and how? 

Answer. Copies of the DOD instruction which cover this subject were fur- 
nished to the Wherry Sponsor Association for distribution to sponsors. 

48. Does Public Law 1020 authorize the purchase of property not covered by 
the mortgage? 

Answer. Although Public Law 1020 authorizes the acquisition of land and 
housing, there is a legal question as to whether it authorizes the acquisition of 
“related property” not covered by the mortgage. This question is being referred 
to the Comptroller General for a determination. In the meantime, the services 
may acquire related property with funds normally used for such procurement. 

49. Have you issued any instructions to the services in regard to this? 

Answer. Yes. 

50. Will there be any limitations placed on the type and amount of equip 
ment that is to be acquired? Trucks, maintenance supplies, etc.? 

Answer. No. 

51. What guidance has been issued? 

Answer. DOD Instructions 4165.31 and 4165.33. 

53. If not, how do the services know what to do in this regard? 

Answer. [Blank.] 

53. If the equipment is not purchased, what effect will this have on the oper- 
ation of the project should the sponsor remove it immediately after acquisi- 
tion takes place? For instance, washing machines, dryers, spare parts for boiler 
plants, etc.? 

Answer. Very little. The time required for closing the acquisition proceedings 
would probably be sufficient to replace essential equipment and supplies, to 
the extent that these may be required. 

54. Do you think it would be economical if the equipment and supplies of 
the sponsor presently on hand are bought? 

Answer. Depends on need, condition of property and comparative cost. 

53. If not, how long would it take the services to acquire these supplies? 
At what cost? More or less than it could be purchased from the sponsor? What 
is the basis for your decision? 

Answer. For time factor, see answer to item 53 above. Many of the items 
necessary for operations are carried in stock at the station or can be procured 
under General Schedule of Supply. The question of comparative cost for pro- 
curement from sponsor or from other sources will have to be resolved by the 
military departments on a case-to-case basis. 

56. Have the services been queried? 

Answer. Yes. 

57. Why can’t the revolving fund be used to make these purchases? 

Answer. See answer to item 48 above. 

58. What is the objection for not using it, if any? 

Answer. See answer to item 48 above. 


D. On possible use of the projects by the military 

59. When the units are acquired, what courses of action are open to the serv- 
ices in the assignment of the units? In other words, can they be assigned as 
rental units? Must they be assigned as public quarters? Who determines this? 
What is the determining factor? 
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Answer. DOD policy is to designate as public quarters unless specifically justi- 
fied for exemption on an individual basis. 

60. What guidance has been issued to the services to help arrive at a decision? 

Answer. DOD Directive 4165.9 (October 23, 1956) and DOD Instruction 
4165.31 (November 26, 1956). 

61. What effect will the proposed substandard housing bill have on the assign- 
ment of these units as rental units? 

Answer. It is anticipated that H. R. 1056 if enacted will have no effect on the 
rental authority of Public Law 1020, 84th Congress. 

62. Will OSD allow any assignment other than as public quarters, whether im- 
proved or not? Explain. 

Answer. See answer to item 59 above. 

63. Will the proposed substandard housing bill prevent improvements to the 
acquired project? 

Auswer. It is anticipated that it will not if enacted. 

64. If the substandard housing bill is passed, will there be any changes in 
your present instructions? If so, what are they? Why? 

Answer. It depends on the form of the substandard housing bill when en- 
acted. 

65. Would any of the services prefer to follow a 100-percent rental policy 
for the projects, if acquired, with or without improvements? Why? 

Answer. Yes, the Department of the Navy has indicated its desire to rent all 
units. Because the emphasis in planning the Navy’s Wherry program was on low 
rents rather than space and amenities; Navy feels that considerable cost would 
be required to bring most of its Wherry units up to minimum public quarters 
standards. 

66. Does the present OSD policy allow the services to assign the units as 
rental units? 

Answer. See answer to item 59 above. 

67. If so, for how long? Any limitations? 

Answer. Generally, occupancy on a rental basis is contemplated pending im- 
provement to minimum public quarters standards. 

68, What are the services’ preferences on the courses open for assignment of 
these units? Have they been queried? 

Answer. The Army and Air Force contemplate occupancy as public quarters, 
except in that some cases temporary rental occupancy is desired pending rehabili- 
tation. For Navy views, see item 65. 

69. What are their reasons? 

Answer. In general, they do not consider it desirable to require full forfeiture 
of allowances for an inadequate unit. 

70. Do you feel that an officer occupying a Wherry unit should lose the same 
amount of quarters allowance as an officer of equal rank occupying a Capehart 
project? 

Answer. Yes, if the Wherry unit meets minimum public quarters standurds. 

71. What is the difference in value between the Wherry and Capehart projects? 

Answer. The average cost of Wherry housing was about $9,000 per unit. The 
limitation on Capehart is $16,500 per unit. 

73. What justification could the services use for taking away quarters allow- 
ances for Wherrys which are far substandard to Capehart? Particularly when 
they are on the same base? 

Answer. Forfeiture of full allowances for Wherry units which do not meet 
minimum quarters standards would not be justified. However, it is not consid- 
ered necessary to bring Wherry units up to full Capehart standards in order to 
justify occupancy on a public quarters basis. Capehart floor areas, for example, 
while normally averaging less than the maximum limitations established for 
appropriated funds construction, will exceed minimum standards. 

74. Are there any objections to allow the services to assign the Wherrys on a 
rental basis until they are improved up to or near the standards for Capehart! 

Answer. No objection to such action pending improvement to minimum public 
quarters standards. These are not as high as standards obtainable under 
Capehart. 

75. Do you think this would be a good policy ? 

Answer. See answer to item 74 above. 

76. Would it not improve living conditions for service families, raise morale, 
improvement of reenlistment rate? 

Answer. Improving Wherrys above minimum standards, to the standards of 
Capeharts, would further improve living conditions in some cases. As to the 
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possible raising of morale or the improvement of reenlistment rate, it is ques- 
tionable whether the benefits derived would justify the added one 
EF. On maintenance and operation of the projects after they are acquired 

78. Has any guidance been issued relative to the maintenance and operation 
of the projects? 

Answer. No special guidance has been issued; the established DOD maintenance 
standards apply to all facilities including family housing. 

79. What is your estimate of maintenance cost per unit per year? Per month? 

Answer. For units averaging 800 square feet, $640 per year is estimated. This 
amounts to $53.33 per month for maintenance and operation including utility 
charges. 

80. Where will the funds come from to pay these maintenance and operation 
costs? 

Answer, Maintenance and operation appropriations. 

81. Will there be any limitations placed on the amounts the services may) 
expend on maintenance and operation? 

Answer. Not as such. However, it is intended to follow actual performance 
very closely to see where economies may be achieved. 

82. Will the initial improvements and repairs be slanted toward reducing main- 
tenance costs? Such as storm windows, insulation, bulk utility rates? 

Answer. Yes. 

83. Have any surveys been made toward reducing utility rates? Is there a 
requirement to do so? 

Answer. This a continuing process for all military installations. 

84. Can the services provide utilities at a lesser cost than the sponsor? How 
do you know? 

Answer. Yes; where bulk purchasing is possible. We know through experience 
in similar undertakings. 

85. Have any maintenance standards for family housing been published by 
OSD? If so, when? If not, why not? 

Answer. Ye *s; the maintenance standards published by OSD apply to all struc- 
tures and facilities including family housing. 

86. How do FHA estimates of maintenance and repair compare with the 
services? 

Answer. They are not comparable, because maintenance and repair of military 
family housing is performed as a part of overall base maintenance. Additional 
services are provided, such as furniture repair. 

87. Have any comparisons been made or are they being made? By whom? 

Answer. Yes; but an exact comparison is not possible. 

88. Will the maintenance and operation costs have any effect on determining 
whether a project should be acquired or not? Why? 

Answer. Not in mandatory cases. Yes in permissive, because the funds for 
maintenance and operation are separately appropriated, and will not be derived 
from forfeited quarters allowances. 

Mr. Tati. Mr. Chairman; I believe, in your testimony, Mr. Arring- 
ton, you referred to the Squantum Gardens Housing project in Massa- 
chusetts. 

Mr. Arrtncton. That is correct. 

Mr. Tatxe. Will you tell us again what the difficulty is re 

Mr. Arrineton. I understand in that particular case, the Navy has 
made a determination of the appropriate tax deductions, that is in 
recognition of services performed by the Federal Government, which 
would normally be performed by the taxing authority, and also serv- 
ices performed by the sponsor which would normally be performed 
by the taxing authority, and it has advised the local municipal author- 
ities at Squantum of this determination, but we understand that the 
local municipality has failed to act on this determination. 

In other words, there is a reluctance on the part of the municipali- 
ties to accept the Secretary’s determination pursuant to this particular 
legislation. So at the moment we are at an impasse. 
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Mr. Tate. In other words, the local municipality wants more in 
taxes than the Federal Gover nment is prepared to offer; is that right? 

Mr. Arrineron. That is right. 

Mr. Tarte. Now, what does the Federal Government provide in 
the way of services in that project, such as schools, fire protection, 
police protection, and so on é 

Mr. Arrinetron. I can’t tell you specifically with regard to 
Squantum, but in the cases of many Wherry projects, the Federal 
Government does provide fire protection, police protection, and in 
addition it does provide for certain of the costs of educating the schoo] 
pupils who are dependents of military personnel through contribu- 
tions made by the Health, Education, and Welfare Department. 

Mr. Tatie. Well, whatever figure is proposed should be looked at 
in the light of what the Federal Government is doing in providing, 
we will say, schools, fire protection, police protection, services which 
are normally provided by the municipalities, so that in the event the 
municipality is not providing all of the services which are normally 
provided, then the Federal Government should not be asked to carry 
more than a reasonable burden. 

Mr. Arrineron. Yes, sir; we agree. 

Mr. Tatie. You are, no doubt, familiar with the decision of the 
Supreme Court in reference to the tax assessments for 1955 and 1956. 

Mr. Arrineron. The Offutt case; is that it ¢ 

Mr. Tatie. Yes. That is a case which I think would need some 
attention. 

Mr. Arrtneton. Yes, sir. 

Mr. Tatie. Thank you. 

Mr. Ratns. Mr. Barrett. 

Mr. Barrerr. Yes, Mr. Chairman, I would like to ask Mr. Arring- 
ton how he contemplates circumventing redtape in order to minimize 
the 14 months that are consumed in filing the application ? 

Mr. Arrinctron. We try to keep in very close touch with progress 
ander title VIII projects, and we try to act on them in our office as 
speedily as circumstances permit. We try to work more closely with 
the Federal Housing Administration so that they will be fully advised 
us to just why we need units. Let us say then re may be a strength 
buildup which they were not informed about, or there may be a re- 
quirement for military personnel to live on peas for reasons of mili- 
tary necessity, and if those things are known to the FHA director, 
why, generally he will go along with our request. 

By working more closely with the FHA, and by handling the cases 
as rs apidly as possible within the military departments and our office, 
we feel in the future we should be able to process them somewhat 
faster to: approv: al. 

Subsequent to approval by the Office of the Secretary of Defense, 
the projects vo into design, and the design and specifications are 
worked out in close consultation with the local FHA office. The case 
must be processed with the FHA office up to the point of an appraisal 
and eligibility statement. Many of these are time-consuming matters. 
We put as much emphasis on speed as we can, but at the same time we 
recognize there are certain things that must be done. 

After the appraisal and eligibility statement is issued we then take 
bids. A certain amount of time must be allowed for bidders to look 
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over the plans and specifications, do their cost estimates, arrange their 
financing, and submit a bid. A certain amount of time must be 
allowed for evaluation of the bids; and after issuance of the letter of 
acceptability to the winning bidder a certain amount of time must be 
allowed to him to form the mortgagor corporation and arrange his 
permanent financing and make : all nec essary efforts leading to a clos- 
ing. These are all complex and time-consuming things. We can only 
hope that by constantly staying with them we can cut time wherever 
possible. 

Mr. Barrerr. Mr. Arrington, we asked that question in the field on 
numerous occasions. We asked the field commanders if the delay was 
caused by FHA, or was it due to the delay caused by the Department of 
Defense / 

The field commanders advised us they could not cut down the 14 
months it takes to get one of these projects to the construction stage. 
What shortcuts could be taken in order to minimize that time ? 

Mr. Arrrneron. Well, sir, I will agree that a private project could 
proceed at a much more rapid rate, but it is very difficult to cut down 
below a certain point on the processing time for a Federal project, 
which these are. The military departments look on these as military 
construction contracts, and a certain amount of time is essential. 

Now, possibly if everybody worked—— 

Mr. Barrerr. Could you hold your point there ? 

Mr. Arrtneton. Yes, sir. 

Mr. Barrerr. Would it be possible for the Department of Defense 
to designate someone within the Department to assume the responsi- 
bility of regulating this program not only during the programing 
stage, but the construction stage as well? Could this be accomplished ? 

Mr. Arrtneron. Do you mean at the time the project is approved ? 

Mr. Barrett. Yes. 

Mr. Arrineron. I think it might be possible to cut the time required 
to bring the project from approval to development to something, for 
example, like 9 months instead of the 11-month average that I have 
mentioned ; but, for example, after a letter of eligibility is issued the 
sponsor may find that the source he was relying upon was no longer 
available, and so he has to look elsewhere. 

Mr. Rarns. We had better get along, our time is moving on. I see 
our chairman back there. 

Mr. Spence, come up and sit with us. 

Do you have another question ? Weare behind schedule. 

Mr. Wipnatt. Mr. Chairman. 

Mr. Rarns. Mr. Widnall. 

Mr. Wipnatt. Mr. Arrington, in your testimony that was submitted 
for the record, I believe you st: ited that purchase commitments have 
already been issued amounting to about $103 million, and that there 
are letters of acceptability out for 165 million more. 

Mr. Arrtneton. That is correct. 

Mr. Wipnatt. That would total about 270 million, and you have 
authorization presently for 200 million. 

Mr. Arrrneron. That is correct. 

Mr. Wipnati. Now, when you ask for a hundred million, actually 
you are just taking care of what you presently have on file by way 
of applications; isn’t that so? 
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Mr. Arrineton. If all of the balance of the presently approved 
projects have to go to Fannie May; in other words, if none of them 
are able to find private takeouts, that would be correct. 

Mr. Wipnau. So actually there isn’t much room for further devel- 
opment if you continue to get letters of acceptability amounting to 
the millions ? 

Mr. Arrincton. No; it isa tight situation. 

Mr. Wipnatu. Well, don’t you think it would be better to ask for 
more than a hundred million in order to take care of the possibility 
that the funds will not be available ¢ 

Mr. Arrtneron. We recognize that in only asking for a hundred 
million we may have to set up a priority system on the use of the 
available funds. In other words, make sure that we are able to pro- 
ceed with the more urgently needed projects and accept the fact that 
there may have to be some deferral on other projects where the 
urgency is less acute. 

Mr. Wiwnate. Mr. Arrington, when we had the testimony in con- 
nection with the C apehart program originally, I understood it was all 
urgent. I have been reading many statements in the Reader’s Digest, 
and other places, about how if we are trying to keep military personnel 
we must have decent housing for them. I wasn’t under the i impression 
that any of this was less urgent as to one project than another project; 
do you have them classified that way ? 

Mr. Arrincton. They are all important, we feel, but we do believe 
that there is a difference in urgency. For ex: imple, i in an isolated in- 
stallation where there is vir tually no housing available, your shortage 
is reflected in separated families, and we feel that that type of project 
falls in the most urgent category. 

At other localities, located adjacent to metropolitan areas of some 
size, the requirement may show up in the form of people occupying 
inadequate housing in the local community, or inadequate Govern- 
ment housing. We feel that while that requirement is an important 
one, it is less 1 urgent. 

Mr. Wipnacu. How would you characterize Hawaii, being urgent 
or less urgent? There are a number of projects that are w anted out 
there. 

Mr. ArrtnetTon. I would say that a portion of the Hawaiian require- 
ment would fall in the urgent category, and some of it would fall in 
the less urgent category, since the people are housed at the present 
time. 

Mr. Wipnatt. They are housed at the present time ? 

Mr. Arrtneron. Yes; in inadequate facilities. 

Mr. Wipna.u. We had a chance to see at close range recently what 
was going on out there, and they certainly have an urgent need in all 
of the forces. 

If you had an additional 200 million rather than a hundred million, 
wouldn’t that be a lot wiser toward carrying out this program ? 

Mr. Arrineron. It would assure the fact that if the change in the 
private market doesn’t materialize we would then be able to proceed 
with a greater portion of our present program. 

Mr. W IDNALL. If you limit it to a hundred million, then you are 
naturally within the Department going to be carefully se rutinizing 
the projects, and actually delaying construction of projects because 
of matching one against the other. 
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a) 


Mr. Arrineron. That is true. 

Mr. Wipnatt. That certainly isn’t the intent of Congress when it 
goes into this program. We are trying to take care of an urgent need 
all of the way through the military services. Earlier in your testi- 
mony you said something about costs had gone up because of change 
in design. Now, to what did you refer when you said change in 
design ¢ 

Mr. Arrinoton. For example, a number of the Army projects 
which were designed under the previous statutory limitation of $13,500 
were designed on a very spartan basis, without fully adequate insula- 
tion in the walls, for example. I can list for you some of the changes 
which the Army thinks are important to make in such projects. Pro- 
vide heavier sheathing in roofs, provide vinyl tile in kitchens, better 
quality plumbing fixtures, better quality light fixtures, two coats of 
paint in all interiors, combination screen-storm windows. Items of 
that type we feel are essential to any well-designed housing project, 
and also they provide for lower maintenance. 

In other words, there has been no redesign to provide for more 
elaborate facilities, as such. 

Mr. Wipnatui. Well, doesn’t that mean that the specifications in- 
clude items that you don’t normally have when you as a private citizen 
go out and buy housing ? 

Mr. Arrtneton. No, I would say not. We feel these are all quite 
basic. 

Mr. Wrnatt. Do you have any indications in the design of these 
structures they are trying to take care of all possible emergencies like 
hurricanes, tornadoes, and the like, where a private builder wouldn’t 
do it? 

Mr. Arrrneron. Do you mean from the standpoint of being too 
heavily designed ? 

Mr. Wipnaty, That is right. 

Mr. Arrineton. No, we have heard no indications of that. Per- 
haps if I could call on Colonel Trainer here. 

Mr. Rarns. I would suggest if he has something we will allow him 
to put it in the record. Do you want to elaborate on that question 
a little more ? 

Mr. Wipnatt. T have just one other question, Mr. Chairman. 

Mr. Rarys. All right. 

Mr. Wipnaty. On page 10 of your statement you only list 2 small 
projec a of 20 and 26 units upon which negotiations have been started 
by the Navy for acquisition, this refers to the Wherry program. 

Now, that is actually no performance at all. Why is it they are 
moving so slowly in the Nay v Department ¢ 

Mr. Arrineron. The Navy has had some difficulty in drawing up 
its further implementing regulations, and we understand that they 
have just been issued within the last week or two. The pressure there. 
of course, is somewhat less heavy than with Army and Air Force, 
because the Navy Capehart program is not so far advanced. 

We feel that they are on the safe side from the standpoint of being 
able to accomplish a¢ ‘quisition, however, in the mandatory cases prior 
to first occupancy of the new title VITT units. 

Mr. Wipnatr. Well, are there indications they are moving a lot 
faster now than they were ? 
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Mr. Arrinaron., We feel that they are stepping up considerably. 

Mr, Wipnatu. And you feel they are trying to cooperate now in 
seeing that the program is fulfilled ¢ 

Mr. Arrineron. Yes, and we are staying in very constant touch 
with them. 

Mr. Wipnaun. That is all, Mr. Chairman. 

Mr. Rains. Mr. Ashley has a question. 

Mr. Asuuny. Mr. Arrington, you are familiar with section 404 of 
tlie housing amendments of 1955, which was amended last year re- 
lating to acquisition of Wherry housing. Subsections (f) and (g) 
related to use of Wherry housing after acquisition by the Department 
of Defense, and subsection (@) to the use of the revolving fund. 

Now, the Congress when it enacted this legislation intended for 
the housing to be public quarters insofar as possible, but at the same 
time recognized that there would be cases where these units would 
not be up to standards established for public quarters, and in these 
cases we intended that such housing would be assigned as rental 
quarters until these units could be altered or improved so as to become 
acceptable for assignment as public quarters. 

It is your view, or that of the Defense Department, that this was 
the intention of Congress ¢ 

Mr. Arrrneron. That is correct. 

Mr. Asuiey. There is no question in your mind as to what was 
intended by subsection (f) of section 404? 

Mr. Arrinaron. Our implementing instructions provide that proj- 
ects which are acquired will be operated as public quarters unless an 
exception is made and exceptions will be made, of course, in order to 
allow time to rehabilitate and repair, in which case they can be 
operated as rental housing in the interim. There may be a few 
projects which are of such small size, as far as area is concerned, that 
it will be very difficult to bring them up to anything approaching public 
quarter standards. It may be that consideration will be given to 
operating them as rental housing projects, 

But, basically, the whole emphasis is on making them public quarters 
after acquisition. 

Mr. Asutey. Right. Now, I will just finish this question and read 
from subsection (f) : 

Amounts equal to quarters allowance for appropriate allotments of military 
personnel to whom such housing is assigned as public quarters under clause 1, 
in the rental housing is assigned as public quarters under clause 1, the rental 
charges realized under clause 2 shall be deposited in the revolving fund created 
by subsection (g). 

Does anyone in the Department of Defense doubt that funds in a 
revolving fund created by subsection (g) cannot be used for ex- 
penses incurred in the alteration, improvement, and rehabilitation or 
repair of units under this program, under this acquisition program ? 

Mr. Arrineron. No, sir; we feel they can be used to pay the cost 
for acquisition, that is the payment for equities, and also for rehabil- 
itation and repair. 

Mr. Asniey. That is all, Mr. Chairman. 

Mr. Rains. The questions I have given you relate mostly to the 
acquisition of Wherry housing. From the statements you made in 
your prepared statment, I gather that the military hopes the man- 
datory provision of acquiring Wherr y housing before title VIII hous- 
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ing can be build may be repealed. I have just exprssed my opinion 
in order that the record is clear that I don’t share the view that 

ou have. I do not believe Congress would be willing for you to 
build new military housing until title VIII and not do something 
about first acquiring FHA insured Wherry housing. 

Are there any other questions? 

Mr. Wipnatz. Mr. Chairman, I have one question. A number of 
people have said there was difficulty in getting construction money 
to get started on these projects; is that so? 

Mr. Arrineton. Yes, construction money is quite tight. However, 
we have been able to find construction money to proceed with all 
of the projects where we have had Fannie May takeouts, so, in other 
words, construction money is less of an urgent problem than the 
permanent financing. 

Mr. Wipnatu. But you have only been able to do it where you had 
Fannie May takeouts? 

Mr. Arrineton. Or a private takeout such as Fort Rucker. In 
other words, we have been able to get sufficient funds where we could 
get a private takeout. 

Mr. Wipnat. Has that been a deterrent ? 

Mr. Arrincton. Y es, it has delayed closings until the sponsor could 
find his money. 

Mr. McDonovenu. Mr. Chairman. 

Mr. Ratns. Mr. McDonough. 

Mr. McDonoveu. You said a moment ago that construction money 
was easier to obtain than long-term financing. 

Mr. Arrincton. Relatively so; yes, sir. 

Mr. McDonoveu. Well, do you give the go-ahead signal on any 
job where you have construction money and don’t have the long-term 
financing? 

Mr. Arrtncton. No, sir. 

Mr. McDonoven. Of the projects that are pending now, what is 
the situation as far as the possibility of getting them started in the 
next few weeks or months? 

Mr. Arrtneron. We are continuing to close projects. I think in 
the last several weeks there have been about two projects a week which 
have gone under closing. 

Mr. McDonoven. How many units per project, approximately / 

Mr. Arrincton. Well, I have some information here. 

Mr. McDonoven. I think I have that schedule here, Mr. Arrington. 

Mr. ArrtnctTon. They vary in size. 

Mr. McDonovcu. Now, wherever you find, wherever the bidders 
find financing and construction money, and there is a Wherry unit on 
the project, w vhat do you do with that? 

Mr. Arrineton. Where the new project goes under construction ? 

Mr. McDonoven. Yes, and there is a W Therry unit adjacent to the 
base, or in that vicinity. 

Mr. Arrtncron. That becomes a priority case under the mandatory 
acquisition provisions, and our instructions to the military depart- 
ments are that acquisition must be effected prior to first occupancy of 
the new project. 

Mr. McDonovuenu. And is that schedule going along pretty uni- 
formly ? 
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Mr. Arrineron. Yes, sir; we feel we are fairly safe except at one 
or two of the very earliest of the projects, as for example, Eglin Air 
Force Base in Florida, but I might say that the Air Force is pushing 
forward on the acquisition program very vigorously, and with a great 
deal of enthusiasm. 

Mr. McDonoven. In your experience with these projects, have you 
found that there is any difficulty in obtaining Fannie May takeout 
money for the project ? 

Mr. Arrtnaton. To the extent of the existing authority, I believe 
that Fannie May has been granting purchase commitments as fast as 
the applications are being received. 

Mr. Ratns. Gentlemen, we are a half hour behind. We could take 
a lot more time with you, Mr. Arrington, but we will look forward 
to the answers to those questions and you may be excused. 


Mr. Arrincron. Thank you. 
(The following letter was submitted to the subcommittee :) 


ASSISTANT SECRETARY OF DEFENSE, 
PROPERTIES AND INSTALLATIONS 
Washington 25, D. C., March 22, 195 
Hon. ALBERT RAINS, 
Chairman, Subcommittee on Housing, 
Committee on Banking and Currency, House of Representatives. 

Dear Mr. CHAIRMAN: Pursuant to testimony before your Subcommittee on 
Housing on March 4, 1957, by Mr. John H. Arrington, representing the Depart- 
ment of Defense, we are proposing herewith three technical amendments to title 
VIII of the National Housing Act, as amended by Public Laws 345 and 1020, 84th 
Congress, for inclusion in the National Housing Act Amendments of 1957. 

“Sec, ———. Section 803 (b) (2) of such act is amended by deleting the word 
‘and’ following clause (i) and inserting the word ‘or’ in lieu thereof.” The 
purpose of this amendment is to permit the development of title VIII housing 
at installations where the need is due either to military necessity or to a housing 
shortage in the area. Title IV of the Housing Amendment of 1955 provided for 
construction of housing for reasons of military necessity or housing shortage, 
but section 504 of the Housing Act of 1956 used the word “and” between clauses 
(i) and (ii), in prescribing new provisions under clause (ii). It is recom- 
mended that the proposed amendment be enacted in order to reinstate the provi- 
sions of the original legislation thereby making this program effective in meeting 
all types of need for military housing. 

“SEC. - -. Section 410 of the Housing Amendments of 1955, as amended, is 
amended by deleting everything following the world ‘prescribed’ and inserting 
in lieu thereof the following: ‘for public quarters built with appropriated funds 
under military construction authority’.”. This amendment will avoid the neces- 
sity of changing the title VIII legislation each time statutory floor area restric- 
tions for public quarters are changed, yet the provision that title VIII housing 
shall conform to limitations on public quarters is retained. For example, it has 
been found that the current floor area limit of 1,080 square feet for enlisted men’s 
public quarters is not sufficient to provide adequate four-bedroom units which 
are required to meet the needs of about one-sixth of all enlisted men’s families. 
Accordingly, the Department of Defense is planning to recommend to the Armed 
Services Committees of the Congress that military construction legislation be 
amended to provide that up to 15 percent of enlisted men’s quarters may contain 
floor area not to exceed 1,250 square feet. It is recommended that the proposed 
amendment be enacted because it would permit the construction of title VIILi 
housing in conformance with statutory provisions then applicable to public 
quarters. 

“Sec.——tThe first sentence of subsection (a) of section 404 of the Housing 
Amendments of 1955, as amended, is amended to read as follows: ‘Whenever the 
Secretary of Defense or his designee deems it necessary for the purpose of this 
title, he may acquire by purchase, donation, condemnation, or other means of 
transfer, any land or (with the approval of the Federal Housing Commissioner ) 
any housing financed with mortgages insured under the provisions of title VIII 
of the National Housing Act as in effect prior to the enactment of the Housing 
Amendments of 1955 and any related property necessary for the continued main- 
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tenance and operation of such land and housing’.” The addition of the itali- 
cized portion of the above language will make it clear that related property 
not covered by the mortgage may be purchased from funds contained in the re- 
volving fund authorized by subsection (g). 

Reference is made to the proposed amendment to section 8083 (b) (8) (B), as 
set forth in section 7 (b) of H. R. 5611, providing that the bid of the eligible 
bidder shall bear a reasonable relation to the FHA estimate of replacement cost. 
The Department of Defense continues to believe that this proposed amendment 
would be beneficial to the program, by permitting greater flexibility in adminis- 
tration and, consequently, still supports its enactment. However, in the event 
that it is considered desirable to place some limitation on this new provision, 
the following additional language might be added: “Provided further, That rea- 
sonable relation shall not be deemed to exist if the bid of the eligible bidder 
exceeds the Comimissioner’s estimate of replacement cost of the property or 
project by more than 5 percent.” 

Due to lack of time, it has not been possible to clear these recommendations 
with the Bureau of the Budget. However, you will be advised as soon as such 
clearance has been obtained. 

Sincerely yours, 
FLoYp S$. Bryant. 

Mr. Rarns. I see that our colleague, Mr. Patman of Texas, who is 
scheduled for today, has come in. He isa very busy man, as chairman 
of several committees. I am going to set aside the Veterans’ Admin- 
istration for a little later and hear Mr. Patman of Texas. 

Come around, Mr. Patman. 

Mr. Patrman. Thank you very much, Mr. Chairman. 

Mr. Rarns. We are glad to have you here today, Mr. Patman. 


STATEMENT OF HON. WRIGHT PATMAN, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF TEXAS 


Mr. Parman. Thank you,sir. 

Mr. Chairman, and members of the Housing Subcommittee of the 
Banking and Currency Committee of the House. I am happy to 
appear here this mor ning to testify on this important question of home 
financing. This subcommittee can make an important contr ibution 
by focusing attention on the serious plight of the home-building indus- 
try and the excessive burdens that have been imposed upon home 
builders and home buyers as a result of the uneven impact of general 
credit restraints. 

i-xpansion of home building in 1957 needed to provide an important 
prop to the economy. 

As chairman of the Joint Economic Committee, which recently con- 
cluded hearings on the President’s Economic Report for 1957, I can 
also tell you that the outlook for our economy this year pretty much 
depends upon what this subcommittee does with respect to easing the 
squeeze on home financing. Witnesses before our committee expressed 
some doubt about the economic outlook beyond the first 6 months of 
1957, based wpon the expectation that the expansionary force of the 
capital goods boom woul: d be leveling off soon. 

[In this connection, Dr. Martin Gainsbrugh. chief economist of the 
National Industrial Conference Board, testified : 

I am hopeful that in the light of what has been said this morning about some 
of the forces that will be tapering off as 1957 moves along, that housing 


and I wish you would notice this— 


that housing can become a sustaining if not expansionary force in terms of 
timing. 
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That was just a few days ago, January 30, 1957, so you see housing 
is being counted upon to prov ide a ver y important prop to our economy 
in 1957. 

Whether or not housing can make that contribution depends upon 
the availability of more funds at reasonable interest rates. Determi- 
nation of the total availability of credit rests with the Federal Reserve 
Board. What the Fed does determines whether you have enough 
credit to support a healthy level of home building or whether you 
have an inadequate amount of credit and a chaotic situation in the 
home-building industry. 

Unfortunately, the Federal Reserve Board has decided home build- 
ers are expendable. The vice chairman of the Federal Reserve Board, 
in a speech before the Mortgage Brokers Association in Dallas, ‘Tex. 
termed housing demand “post pon: able” along with schools and other 
projects with a similar high social priority. 

I have just received a letter, just. the last hour, from the chairman 
of the housing authority in a small town in the district that I have 
the honor to represent. He said there is no private capital there to 
build houses of any kind, and there have been less homes built in that 
town than any town in our section of the State in the last 10 years. He 
is asking for more public housing. So increased interest is in the 
direction of more public housing. 

In addition to that, Mr. Chairman, the school people also are in a 
crossfire. They are told to build their own schools. Yet they can 

not sell their bonds, although they are tax exempt, and some of — 
provide 4 and 5 percent. "They ‘have no market for them. And i 
they can’t sell them at that rate the »y are told to raise the interest r a 

Of course, people won't vote bonds that way, so that means that 
the Federal Government will be called upon not only for more money 
for public housing, but also more money for se hool construction be- 
cause of the prohibitive rate of interest. The policies of the Fed- 
eral Reserve Board have not only had an adverse effect on the home- 
building industry, but on farming, small business, and State and lo- 
cal government financing of public facilities, too. We need to find out 
more about how these Federal Reserve policies are determined, and 
whether their effect can be safely predicted in advance. That is one 
of the reasons I have introduced House Resolution 85. I hope if 
Ilouse Resolution 85 is approved the broad national monetary study 
which is envisaged under it will be able to find answers to these ques- 
tions. 

In the last few years the rate of new home building per capita 
has fallen significantly. Comparing 1956 with 1950, the per capita 

rate of home construction fell 27 percent. This means we are falling 
further and further behind in the job of providing every American 
family with a decent home. We are faced with a serious housing 
shortage, particularly in moderate priced units unless this trend is 
halted. 

There are those, however, who see the danger of a glut of lower- 
priced housing. 

I am placing in the record, with your permission, Mr. Chairman, 
an editorial from House and Home for December 1956 W ashington’s 
Best Known Secret, which discloses that an anonymous housing ex- 
pert in official Washington foresees an enormous surplus of che ap 
housing, even if no more low-cost housing is built. 
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Mr. Rains. That may go in the record at the end of your state- 
ment. 

Mr. Parman. Thank you, sir. 

There are certain logical implications which follow from this ex- 
pert’s forecasts. They add up to cutbacks under the VA and FHA 
financed programs and construction of high-priced homes. It is said 
that this anonymous expert is a top adviser at the Federal Reserve 
Board. 

There are other high officials 

Mr. Wipnatt. Mr. C hairman, could I interrupt at this point ¢ 

Who says that? You say “it is said.” 

Mr. Parman. Well, I can give you his name. I will put it in the 
record. 

Mr. Wipnatt. I would like that put in the record. 

Mr. Parman. Well, I will put it in the record, if that is satis- 
factory. 

(The following information supplied by Representative Pat- 
man :) 





I have been told by real-estate people that Mr. Winfield Riefler, assistant to 
the Chairman of the Federal Reserve Board, is the author of the study referred 
to in House and Home. 

Mr. Rarns. All right, you may proceed. 

Mr. Wipnat. Thank you. 

Mr. Parman. There are other high officials who welcome the cut- 
back in housing. Among them are the Under Secretary of the Treas- 
ury in charge ‘of debt management and monetary affairs. I would 
point out to ‘this subcommittee the speech delivered by the Under See- 
retary at the annual convention of United States Savings and Loan 
League, November 1956, in which he noted that there were certain 
adv antages in the tight money policy—certain advantages in the tight 
money policy— among them the fact that the market could absorb 
the heavy overbuilding of new homes. The tight money policy, which, 
according to the Under Secretary of the Treasury, is designed to keep 
housing costs from rising, is succeeding in doing just the opposite. 

Only recently I read in the Washington Evening Star that rents are 
being raised in anticipation of a housing shortage. Under the tight 
money policy we have had a persistent trend toward higher interest 
rates on home mortgages, a vicious mortgage discount practice, and 
outright refusal to make GI loans in many sections of the country. 

The typical administration answer to the problem in the field of 
mortgage financing is raise the interest rate. You may be interested 
to know that out in San Francisco recently a panel on the tight credit 
which I chaired, composed almost exclusively of home builders, includ- 
ing Republicans as well as Democrats, went on record as opposing any 
further increase in the GI mortgage interest rate. They viewed - 
higher interest rate solution as not a solution but a dangerous thre: 
to an ever-narrowing market for homes. 

An important contribution can be made toward the stabilization of 
the GI mortgage market, elimination of discounts, and maintaining 
the present AY, 1 yercent interest rate by utilizing a portion of the na- 
tional service life insurance funds. 


Both the chairman of this subcommittee and I have introduced bills 
directed toward this end. H. R. 22, the bill I introduced, would au- 
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thorize and direct the Secretary of the Treasury to invest 25 perent 
of the national service life insurance funds in VA-guaranteed mort- 
gages at par. An additional 2 billion of Fannie May special assistance 
fund i is also authorized for such purposes, if necessary. Thus, a total 
of $314 billion would be available for direct support of a VA-guaran- 
teed mortgage at 414 percent rate. 

There is no risk involved to the national service life insurance fund. 
Any GI mortgage that defaults after acquired by the NSLI fund 
shall be immediately purchased by the Administrator of Veterans’ 
Affairs. In addition, the return to the NSLI fund would be incre: ased 
50 percent from its present 3 percent on the special Treasury notes in 
which NSLI funds are invested to 414 percent on VA-guaranteed 
mortgages. 

H. R. 22 would put veterans’ funds to work for veterans and make 
possible higher nation: al service life insurance dividends or lower the 
insurance premiums to GI’s who contribute to the fund. 

Mr. McDonovucn. Will the gentleman yield at that point? 

Mr. Patman, did you appear before the Veterans’ A ffairs Committee 
and testify in favor of the ara I fund? 

Mr. Parman. Yes, sir; I did. 

Mr. McDonoveu. I have a bill and Mr. Rains has a bill. We ap- 
peared before the committee. Have you talked with your colleague 
from Texas, Mr. Teague, on this question ? 

Mr. Parman. Yes; I have. I have talked with him several times. 

Mr. McDonovcH. What are his views on this NSLI? 

Mr. Parman. I can’t speak for him. I would rather he spoke for 
himself. 

Mr. McDonoven. What is your view of the Treasury’s views on this 
question ? 

Mr. Patman. If you will permit me, I will get to that. 

Mr. McDonovucnH. You are continuing on that? 

Mr. Parman. I will cover some of that, if you please. 

Mr. McDonoveu. All right. 

Mr. Parman. Objections are raised that there is no precedent for 
investing money in Government trust funds and non-Government 
obligations. The fact is there are two precedents; both established 
under Republican administrations. 

In 1932, under President Hoover, the Federal Home Loan Bank Act 
was passed ; section 15, paragraphs 16 and 17, provides: 

Obligations of Federal Home Loan Banks issued with the approval of the 
Board under this act shall be lawful investments, and may be accepted as 
security for all fiduciary, trust, and public funds the investment or deposit of 


which shall be under the authority or control of the United States or any officer 
thereof. 


And it then states: 


All obligations of Federal Home Loan Banks shall plainly state that such 
obligations are not obligations of the United States and are not guaranteed by 
the United States. 

Thus in 1932 and for nearly 20 years thereafter, obligations of an 
agency that did not even have a line of credit with the Treasury were 
held to be lawful investments for public trust funds, although such 
obligations were not obligations of the Government or even guaran- 
teed ‘by the Government. 
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The second precedent is more recent. It was enac ‘ted by the Repub- 
licans in 1954. Section 311 of the Housing Act of 1954 declares that 
all FNMA obligations “shall be lawful investments” and may be ac- 
cepted as security for public funds, the investment of which shall be 
under control of the United States or any officer thereof. 

And section 304 requires that the Association plainly state that its 
obligations— 
are not guaranteed by the United States and do not constitute a debt of the 
United States or of any agency or instrumentality thereof SUK the Association. 

In contrast to these Republican precedents, H. R. 22 provides that 
NSLI funds be invested in Givtieeeit aecailesd. Seana mee and 
upon default of the mortgagees, they are required to be purchased by 
an agency of the United States. 

Another objection raised to the use of 25 percent of the NSLT fund 
for this purpose is that it will result in rate al losses if the Treasury 
obligations in which they are now invested are sold. 

The answer is simple: The Treasury may purchase its own oblig: 
tions, and does so. The Treasury can buy the special issues at var, 

It is objected further that Treasury will have to raise the additional 
funds in the market, thereby causing a further tightening of funds and 
higher rates. 

The answer is that the Treasury refinances close to $75 billion of its 
debt each year and over $1.5 billion each week. I am certain that the 
spreading out of $1.5 billion of additional borrowing, which may be 
needed if the NSLI fund is drawn down by that amount, will not be 
an insurmountable debt-management task. 

I would now like to comment on the mortgage discount problem. It 
isa scandal. It is challenge to every Member of this Congress to do 
something to stop that scandal, my friends. I am against it, and my 
bill prohibits such discounts in connection with home building aided 
by the VA and the FHA. 

Our great Government is being accused of being in a racket. Good 
citizens of our country in letters to me often make this statement or a 
similar one in connection with the big discounts that are being re- 
quired of them in order to sell a home or to buy a home. 

One letter from a supplier of home-building materials stated: 

I think it is a shame what is happening and the way it is being manipulated by 
the big finance companies demanding outrageous discounts on these type loans. 
We closed a VA loan the other day and it cost the veteran and ourselves on a 
$10,900 loan around $750. 

It is being said that there is tight money, etc., but I call it blood money, if you 
will give the big discounts there is plenty of money available for the paper. I 
feel like the lumbermen are all being used to steal from the veteran and give it 
to the finance companies. I noticed what you have to say the other day in the 
paper about straightening this deal out, and I think it is a good approach to it. 
We do not object to there being a 5 percent interest charge, but we certainly do 
object to being made to make the veteran sign a note for par value and then 
FNMA, itself, buy that piece of paper if they get a big discount—anywhere from 
4 to 7 percent. It makes a lot of us feel like our Government, itself, is in a 
racket; and we think that this matter should have something done about it 
immediately. 

I think the whole thing could be straightened out in 48 hours if you make 
money available to FNMA at par value for VA and FHA then let private capital 
handle it if they desire to; and I am sure in just a short time private capital will 
buy at par. 

I wish to let you know that we lumbermen appreciate the effort you are putting 
forth to get the matter straightened out, but it does need something done about 
it immediately as we are practically frozen at this time. 
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Mr. Wipnatu. Mr. Chairman, will the gentleman yield ? 

Mr. Parman. Gladly. 

Mr. Wipnatt. In the first part of that letter you said it costs the 
veteran and ourselves on a $10,900 loan around $750. How much 
did it cost the veteran, do you know / 

Mr. Parman. I don’t have a breakdown of it. 

Mr. Wipnat. Isn’t that limited to 1 percent ? 

Mr. Parman. I don’t have a breakdown. I did have a breakdown, 
but I don’t have it on this. 

Mr. Rains. I don’t think it is limited to 1 percent by law, but it 
may be by regulation. 

Mr. Wipnate. That is correct. 

Mr. Parman. | have a letter from one of my constituents in Tex- 
arkana, Tex., in which she states: 

I am writing regarding the GI home loan which you said you were going 
to bring up in Congress. 

We have sold our home and the buyer has been trying to get a GI loan. That 
is, we have everything completed, but the investor that is buying the papers 
wants us to discount our papers 8 percent, and we think that is outrageous. 

Could you please advise us concerning this bill? When are you going to 
bring this bill and do you think it will pass? Also, how long do you think it 
will be before it will be in effect? 

Mr. Patman, we would appreciate it very much if you could let us know about 
this matter as soon as possible. Thank you. 

Another letter from Houston, Tex., as follows: 


I am pretty doggone sore. You see, early last November I had an opportunity 
to buy a house here in Houston that I liked, at a price I liked, under a FHA 
414-percent loan. I accepted the deal. So did the owner. And I duly applied 
for the 414-percent FHA loan through the mortgage company that had got the 
commitment from the FHA and was willing to make the loan, provided I could 
qualify. 

All this was before the interest rate was raised to 5 percent. 

While my application was in the mill the FHA told the mortgage company 
it could sock me for even more interest than it had asked for in the first place. 

I hope I’m making this kinda clear: Seller, buyer, mortgage company, agent, 
even FHA, had all agreed on 4% percent, and application was made before 
the rate was changed on December 4. Yet when my loan was finally approved, 
somebody had arbitrarily authorized the moneylenders to knife me for an extra 
pound of flesh—ex post facto. 

At least that’s what the mortgage company says my Government has done 
tome, And they’re probably right, aren’t they? 

Authority to control discounts existed in the Housing Act of 1950. 
But this administration and the Republican 83d Congress succeeded 
in removing that protection from the Housing Act of 1954. 

I tried hard to keep that protection in there. When the admin- 
istration bill, H. R. 7839, reached the floor, I offered an amendment 
striking title II, which not only gave a broad grant of authority 
to the President to vary terms and rates on VA mortgages but also 
repealed the VA’s authority to prohibit discounts on VA- guaranteed 
mortgages. The House overwhelmingly approved my amendment, 
thereby restoring the VA’s authority to control discounts. 

It had, I think, the unanimous support of the members of this 
committee, ¢ 

When the bill went to the Senate, however, the administration 
persuaded the Members that the authority to limit discounts was 
no longer needed since the credit situation had been eased. Moreover, 
it was asserted the 1953 interest rate increase had made VA mortgages 
competitive with other long-term investments. 

89342—57——_4 
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A Senate amendment to H. R. 7839, adopted June 3, 1954, restored 
the repealer of section 504, which my amendment had deleted from 
the House bill. 

In the ensuing conference, I was necessarily absent. because I was 
engaged in a primary contest. Although I am not criticizing the con- 
ferees, I would have joined if I hadn’t joined in that report on the basis 
of the assurance given to the conferees, and I am not criticizing them. 

The House conferees agreed to the Senate repealer of section 504 

5 ao > UW ’ 
but the managers on the part of the House conferees made the follow- 
ing strong statement on the matter : 

The Senate amendment added to the House bill a provision repealing section 
504 of the Housing Act of 1950, which directed the Federal Housing Commis- 
sioner and the Administrator of Veterans’ Affairs to limit and control the fees 
and charges imposed by lenders upon builders and purchasers in connection with 
mortgages and home loans. A similar provision in the House bill was eliminated 
when title II of the reported bill (relating primarily to mortgage interest rates 
and terms) was stricken out on the floor of the House. Section 504 of the Housing 
Act of 1950 is no longer needed, since adequate authority for the control of these 
fees and charges is otherwise available. The conference substitute includes the 
provision added by the Senate amendment. This is intended in no way to re- 
move any protection afforded to veterans and other purchasers against excessive 
fees and charges in connection with VA and FHA home loans. The VA and FHA 
will continue to have adequate authority under other provisions of law to con- 
trol fees and charges paid by purchasers in connection with the initiation of 
such loans and the disbursement of loan proceeds, and it is the intention of the 
committee of conference that those agencies will continue to exercise their 
authority to protect veterans and other purchasers against excessive fees and 
charges (Rept. No. 2271, dated July 17, 1954). 

In other words, the House agreed to the repeal of section 504 because 
its conferees were led to believe that the practice of discounts would be 
controlled and that there was adequate authority on the part of the VA 
and FHA to do so without section 504. 

Mr. Wipnatu. Mr. Chairman, may I ask a question ? 

Mr. Ratns. If it is extensive questioning let us wait until he gets 
through, but if it is just one question, go ahead. 

Mr. Wipnau. Just one question. 

Is it your contention, Mr. Patman, that protection for the purchaser 
has been removed ? 

Mr. Parman. Yes, sir. 

Mr. Wipnatt. And that the discount practice affects the purchaser ¢ 

Mr. Parman. Existing facts disclose that there is no protection. In 
the Los Angeles market, on certain type mortgages, they are taking 
27 percent discount and on first mortgages as much as 12 percent. 

Mr. Rarns. The gentleman may proceed with his statement. 

Mr. Parman. In an interpretation of the Housing Act of 1954, put 
out by the Housing and Home Finance Agency, Detailed Summary of 
the Housing Act of 1954, at page 16, the following appears: 


Control of lenders’ charges and fees. 


Now, this was put out by the Housing and Home Finance Agency 
right after that was agreed to: 


Section 504 of the Housing Act of 1950, which directed the Federal Housing 
Commission and the Veterans’ Administrator to limit and control the fees and 
charges imposed by lenders upon the builders and purchasers in connection 
with mortgages and home loans, is repealed. This provision is no longer needed, 
and adequate authority for the control of those fees and charges is otherwise 
available. 
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Nevertheless, within a year after section 504 was repealed the prac- 
tice of discounting was revived, and in 1955 with the renewed hard 
money, high-interest rate drive, it reached scandalous proportions. 

On November 6, 1955, I called the attention of the Administration’s 
housing officials to discounts as high as 9 percent being charged on 
GI home loans, and a widespread practice of 5 points being charged 
in many sections of the country. I suggested that the FHA and VA 
issue regulations setting a maximum permissible discount fee pending 
i more satisfactory solution for handling the problem of channeling 
more funds into the home-building industry. 

No action was taken by VA or FHA to police the discount abuses 
despite the assurances given in 1954 to the Congress that adequate 
nuthority existed and despite the strong language in the report of 
the managers on behalf of the House conferees that their action was 
in no way ‘intended to remove protection afforded to veterans and other 
purchasers against excessive fees and charges in connection with GI 
und FHA home loans. 

Because the Administration acquiesced in these exorbitant discounts, 
lenders were encouraged and emboldened to demand higher ceiling 
interest rates on VA home mortgages. 

That is why we are confr onted with the problem that we now face 
regarding the financing of home construction under the VA- 
guaranteed home- -mortgage program. 

I hope that this subcommittee will act favorably on the bills, which 
have been introduced to eliminate the discount abuse on Government- 
sided mortgage loans. 

I have no pride of authorship, Mr. Chairman. I am offering these 
for the consideration of the committee, not insisting upon my partic u- 
lar bill. I wouldn’t do that. I just ‘want the idea included in any 
bill reported by this committee, if the committee believes it is right. 

I would now like to comment briefly on FNMA. In my judgment, 
(‘ongress made a mistake in 1954 when it converted FNMA into a 
mixed-ownership corporation instead of a Government-owned insti- 
tution. I opposed it, and I believe events have vindicated my position. 

FNMA has been operated like a conservative investment banking 
house since 1954. It has not been operated in the public interest. 
[t has not provided substantial support to the mortgage market. In- 
stead, it has unstabilized the market and contributed to the most 
vicious discount practice we have ever seen. 

Going on right here in the United States of America, my friends, in 
broad di iylight, and it should be stopped immediately. FNMA ac- 
tually has depressed the price of Government-guaranteed home 
inortgages, 

Let me read that over again. FNMA actually has depressed the 
price of Government-guaranteed home mortgages. FFNMA’s purchase 
prices discriminate against sections of the country that need credit 
the most. 

FNMA has been taking large discounts and financing charges out 
of the pockets of GI's and other home purchasers so that it can pay 
big dividends on its stock, which is privately held, as well as on the 
stock held by the Treasury. Since 1954 FNMA has declared $669,533 
dividends on Treasury-held preferred stock and $147,660 on privately 
held common stock. It has set aside in undiscriminated earned sur- 
plus, which will be available to the stockholders when it becomes 
entirely privately owned as the charter provides, $2,269,570. 
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In addition, it has paid to the Treasury $3,309,619 in taxes on its 
profits. 

Millions of dollars have been extracted from the pockets of home 
buyers since 1954 by FNMA in the form of discounts and builders’ 
fees for use of the facility. 

It is time for Congress to change this disgraceful situation. FNMA 
ean and should buy United States Government-guaranteed or insured 
mortgages at par. FNMA should be restored as a wholly owned 
Government institution. 

I should like to see FN as \’s special-assistance activity stepped up. 
In this connection, H. R. 22 provides that up to $2 billion of FNMA 
special assistance funds i pulled ized for support of the GL mortgage 
market at the 414-percent interest rate. 

Several bills have been introduced to maintain the veterans’ speci: al 
reference by permitting lower downpayments for them under the 

“HA program and to lower financial costs to the veteran by having 
the Government pay the annual FHA insurance premium. 

My position is that since many Korean war GI's have not yet had 
the benefits of the special housing preference provided by the Congress 
for veterans of World War II, we should do all we can to maintain 
veterans’ preference in housing for them. However, I want to make 
it perfectly plain that I am opposed to any program that contemplates 
the abolition of the VA loan guaranty program. 

The record of this administration’s handling of the financing of 
home mortgages underwritten by the Government has been one of 
imposing ever-higher interest costs on the home builder and hard 
pressed home purchaser, and diverting the money into the profits of 
the banks and other institutional lenders. 

It is time to call a halt to this policy before the home-building 
industry is strangled. If we do not act affirmatively now, the needless 
interest-boosting spiral will continue with one rate increase leading to 
still another and sooner or later the average GI’s family will not be 
able to meet the high monthly payments on a home. 

Instead of pricing more families out of the housing market by 
raising financing charges, there is an urgent need to lower the financing 
costs of housing so that families of modest means can afford decent 
shelter without having to curtail their essential food, clothing, and 
medical outlays. 

The No. 1 need of the home-building industry is reasonably priced 
mortgage credit. Congress must make certain that credit is forth- 
coming. Without a supply of such credit the home-building industry 
cannot undertake the volume production essential to provide GI's and 
their families and other home-buyers with decent housing within the 
means of their modest incomes. 

Legislation authorizing the use of NSLI funds to purchase GI mort- 
gages at par will not only put a brake on the interest spiral, but it will 
also help curb the scandalous discount practice. 

The VA-guaranteed GI mortgage is a safe investment and 414 
percent is a reasonable return on a ‘Government-backed investment. 

If we stand firm and hold the line I am confident that private in- 
vestors will adapt themselves to the 414 percent rate and we will find 
before long an ample flow of private funds into the GI housing market. 

(The material furnished by Mr. Patman is as follows :) 
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Now Let's LIStEN IN TOGETHER ON WASHINGTON’S Best KNOWN SECRE' 


Today’s best known secret in Washington is a sensational ‘‘foreglimpse” of 
future housing needs. Every one in the know has read it in mimeographed form ; 
every one in the know is talking about it and arguing about it; now House & 
Home is proud to print it for the first time on the pages which follow. 

Its anonymous author is the best informed housing expert in official Wash- 
ington. He calls it an “exercise” because “there are too many delicate assump- 
tions involved to classify it as a forecast or even a projection.” But as an ex- 
ercise, he says, “It helps to bring out certain logical implications that may be 
expected from current trends.” 

Most sensational of these “implications” are: 

1. By 1960 America will have an enormous surplus of low-cost housing 
even if no more low-cost units are built. To be precise, the 1960 surplus 
of cheap housing will be 4,580,000 units if we assume that each family will 
choose to live in a home worth roughly 1 year’s income. See Table 6. The 
surplus will be very much bigger if we assume (as FHA usually does) that 
a family can afford a home that costs a little less than 2 years’ income. 

2. Because of this great surplus of low value units, price declines in the 
lower price range ‘‘will probably be large.” This will make it harder than 
ever to sell cheap new houses. 

3. In the higher price ranges demand will be very strong. 

Perhaps the best thing House & Home has done for its readers has been to 
warn them again and again (beginning as far back as October 1952 with the 
round table report on the too cheap house) that the market for cheap houses 
would soon be overbuilt, but that an enormous new quality market was opening 
up for builders smart enough to offer home buyers a very different and much 
more attractive house, 

Much of the time House & Home has been alone in warning its readers they 
must learn to sell the quality market if they want to continue in home building. 
Now the Government’s No. 1 housing economist is saying the same thing. 

On the following pages you will find the “exercise,” printed in full except for 
a few sentences left out to save space. The headlines are ours: so are the com- 
ments interpolated in italics. And we have changed the order to let readers who 
do not want to wade through all the statistical caleulations get quickly to the 
point, 


rMIS EXPERT STUDY OF FUTURE HOUSING NEEDS SUGGESTS BIG CHANGES IN UNITED 
STATES HOUSING POLICY 


Says the anonymous author in conclusion: 


What light does all this shed on current public policies in the housing field? 
The following points stand out: 

1. The emphasis on the “minimum house” which has dominated public 
and private policy in housing (and still does) is about to become obsolete. 
Existing housing, adequately maintained, will soon provide plenty of mini- 
mum housing of acceptable standards and still leave the country with a 
huge problem of converting and demolishing a large part of the existing 
stock. 

2. The emphasis on public housing will probably decrease. (This is a 
very cautious understatement. The “exercise indicates that in 1960 there 
will be 21,730,000 dwelling units available with a capital value of $5,600 to 
$5,700 of 19583 value (85,000 of 1950 value—see table 4. But this country 
is wiping out poverty so fast that by 1960 there will probably be less than 
>} million nonfarm families left with family incomes under $3,000.—EA.) 

3. The emphasis on urban rehabilitation as contrasted with slum clear- 
ance will grow. 

4. The FHA and VA programs are due for radical and fundamental re- 
design to remove or reduce incentives for the “minimum house” and to in- 
crease incentives (a) for better quality new construction with more living 
space and amenities, and (b) for upgrading existing housing. 

5. The 30-year amortization may have to be curtailed for the “minimum 
house” (because minimum houses acill probably depreciate so much faster 
than better houses that minimum houses acill probably be worth less than 
the mortgage balance for the first 15 years of a 30-year low-down-payment 
loan). 
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THE BIG NEW DEMAND FOR HOUSING WILL COME FROM UPGRADING AND FASTER 
OBSOLESCENCE 


Some of the market implications of this foreglimpse are: 

1. In the lower price ranges, where supplies will be very large compared with 
demand, declines in value will probably be large. In the higher price ranges, 
where demand will be very strong, price declines should be small or absent 
altogether. 

If the 2 percent depreciation rate assumed (in the calculations in table 11) 
is about right on the average, the rate in the $15,000 and over group might average 
only 1 percent, and that in the $5,000 to $10,000 group 3 percent or more. In view 
of the plethora of structures in the “less than $5,000” group, their market prices 
are likely to reflect mainly land values and suitability of the sites and structures 
for upgrading or conversion to other uses. 

2. Just to keep up with new family formation, an annual rate of 1,100,000 
starts would be sufficient in each decade up to 1980. 

3. The large growth indicated in the demand for residential construction will 
a in response to obsolescence of existing housing rather than growth of house- 

olds. 


TABLE 1 
| Gross ad 
Increase in | tions - 
Decade households | _housin: 
stoc kk 
| demande 
Millions 
a ata ata wllsakal Sele rh ag a aca > aes ~ 9.4 | 15.1 
ee es , 8.5 11.8 
a . 10.2 20 


Biistunenise shows up as being very heavy in the current decade 1950-60, 
probably refiecting in part the extraordinary volume of low-value makeshift 
housing units that were registered in the census of 1950. Some of this large 
number may be traceable to the low level of residential-construction activities 
during the decade of the 1930's and the first half of the 1940’s. The surplus 
of unwanted units standing in 1960 will not be greatly increased during the 
decade of 1960-70. A surplus of large proportions, however, will develop in the 
decade of 1970-80. It will exist predominantly in the $5,000—-$10,000 value cate- 
gory of the 1959 census, the category that includes most of the “minimum 
housing” erected under the stimulus and spiral incentive of national policy 
immediately following the war. 

4. Only part of the demand for better quality housing will be reflected in 
“st ompletely new construction. Part of the demand will be met 
by rebuilding and upgrading the existing housing stock, so not all of the units 
that appear as “surplus” in table 3 will be demolished or vacant, and not all of 
the gross additions will be new. 

5. In each decade, as can be seen from table 2, a larger proportion of the high 
valued units demanded than of the low valued must be met from new construc 
tion (obviously, construction under $5,000 is neither needed nor possible-—Ea.) 





TABLE 2.—Proportion of demand to be met by new construction cach deeade, 
1950-80, by value 


| Supplied by new construc 

Demanded tion (during decade) 

Value at end of decade (end of 
decade) (in 


thousands) 


Decade 


| 


Number (in Percent of 








| 
| 
thousands) | demanded 
aes - i, — - =a _ | sxeeneteEEESSESEEEE » 7 EE — 
1950 to 1960... .| $5,000 to $9,999 15, a9 6, 650 42 
| $10,000 t 0 $14,999 ; 7, 540 4, 600 61 
| $15,000 and over . . 5, 840 | 4, 590 79 
1960 to 1970_...-.-.--.| $5,000 to $9,999. _ _- . = 18, 900 4, 980 2% 
| $10,000 to $14,999. --...-.---.-- 8, 910 3, 170 36 
| $15,000 and over. cs ; 6,910 | 3, 520 51 
1970 to 1980_....._._--| $5,000 to $9,999- _ _- : : 21, 150 4, 690 22 
| $10,000 to $14,999- - _- one . 12, 550 5, 760 | 16 
9, 670 71 


| $15,000 and over. 5 13, 680 
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HOUSING DEMAND IS SHIFTING SHARPLY UPWARD; BY 1960 WE WILL HAVE FAR 
TOO MANY CHEAP HOMES 


With larger household incomes, people in general will want much better 
housing than is provided in the “less than $5,000” category if their spending for 
housing as compared to other outlets of expenditures remains the same as in 
1950 (i. e., if we assume people will continue to live in homes worth only 1 
year’s income). 

This contrast is brought out in the following table, where housing demand 
for 1980 is projected on the basis of the population and income projections given 
above. 





TABLE 3 

as once ‘<n 3 a 

| Excess (+) or 

Capital values 1980 demand 1950 housing | deficiency (—) 

for housing | stock in 1980 of demand in 

units | 1980 

————— —_ —— —__—— __--_—_——— — = —— canes —_—|—_—_—————— 
Under $5,000_____--- NP eet | 17,820,000} 24,920,000 | + —7, 100,000 
$5,000 to $9,999... ....-. ‘ pigatring eunccousse| 21, 150, 000 5, 620, 000 | +15, 530, 000 
$10,000 to $14,999. ....-..----- _ ‘ euscsesesas } 12, 550, 000 12, 550, 000 +11, 290, 000 
Over $15,000. ._.---- om <ciabieiipiceek 13, 680, 000 | - 4-13, 680, 000 
| 31,800,000 | +33, 400, 000 


i: — scp apueaieiienieiaaiieetin ae aeimdiadiae ian 65, 200, 000 


The contrast presented by the above computations is rather startling. It 
— that— 

The demand for new housing will be 40 percent larger than would be 
BB by the increase in households alone. 

2. Unwanted, surplus, empty housing untis may constitute a major prob- 
lem in the years ahead. 

3. New home building will absorb a much large volume of America’s 
economic resources than would be expected on the basis of starts, because 
the market will demand a rise in the quality and real cost of housing. 

The above figures, which contrast the 1950 situation with the tentative 1980 
situation, are not adequate to portray the full extent of this problem. They 
span the 30 years as a whole, 30 years in which the rate of increase in households 
will be greatest toward the end, 30 years also in each of which many housing 
units will be built, which in turn will have depreciated in value by 1980. 

To squeeze the most light out of this exercise, data for the period have been 
broken down by decades and analyzed in the same manner described above. The 
following table uses these results to show by decades the rate at which the prob- 
lem of empty, surplus housing units may be expected to appear. 

It indicates the development of a huge supply of obsolete, surplus housing in 
the current decade 1950—60, a position approaching balance in the decade 1960-70, 
and another huge surplus, equivalent to 40 percent of the demand for this class 
of housing, in the decade of 1970-80. 


TABLE 4.—Housing stock valued at less than $5,000 by decade, 1950-80 


1950-60 } 1960-70 1970-80 
Standing at beginning of decade ! a 18, 680, 000 17, 156, 000 | 20, 286, 000 
Standing at end of decade ? 3 ’ ane : a 21, 730, 000 21, 140, 000 | 25, 000, 000 
Demanded at end of decade ‘ ; : 17, 150, 000 20, 280, 000 17, 820, 000 
Surplus at end of decade 4, 580, 000 860, 000 7, 180, 000 
Surplus as percent of stock demanded at end of decade 27 4 | 40 


| After dropping surplus developed during preceding decade. 
2 After allowance for casualty loss and depreciation in value but before allowance for withdrawal for lack 
of demand. 
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The same methods used to derive these surplus estimates can be used to 
indicate the number and price ranges of the new housing units that will need 
to be built each decade between 1950 and 1980. The relevant table follows: 


Tasie 5.—Additions to housing stock demanded each decade, 1950-80 
Value (at end of decade 1950-60 1960-70 970-R0 


vanded at end of decade 
$5,000 and over 99 360, 000 34. 720, 000 17. 380. 000 














00 to $9,999 : 15, 980, O01 18, 900, 000 21, 510, 000 
$10,000 to $14,999 7. 540. 000 &. 910, 000 12. 550, 000 
$15,000 and over 9, 540, 000 , 910, 000 13, 680, 000 

In existence throughout decade 
$5,000 and over 13, 520, 000 ’ 50. OOF 97, 260, 0 
$5,000 to $9,999 1, 330, OOU 13, 920, 000 16, 460, O01 
$10,000 to $14,999 2, 940, 000 9, 740, OO ©, 780, O00 
$15,000 and over 1, 250, 000 JU, U 1 U, YUU 

Additions required during decadk 
$5,000 and over 15, 840, 000 11, 670, OOF 20), 120, 000 
$5,000 to $9,999 6, 650. OOF 4, GSO, 000 +, 690, 000 
$10,000 to $14,999 4 600, OOF , 170, 000 760, OOO 
$15,000 and over 4, 590, OOF 5, 520, 9, 670, 000 


HERE ARE THE FIGURES AND THE ARITHMETIC THAT LEAD TO THE CONCLUSIONS 
rOLD ABOVI 
In 1950 there were 37 million nonfarm households in the United States; the 
census shows that the value of housing they occupied tended to vary with house- 
hold income as follows: 
TABLE 6 


Household inecorne households of housing 


Less than $5,000 18.7 $43 
$5,000 to $9,999 11.9 7 Ri 
$10,000 to $14,999. __. 4.2 12, 390 
$15,000 and over 9 3 18 340 
All incomes a7 | 1 070 


(4 rery important point to note here is that in 1950 the average family lived 
ina home whose value was only about 1 year’s income, whereas FHA experience 
shows that the cost of houses bought is now averaging nearly 2 years’ income. 
In other words. from FHA income statistics, the average family could hav 
afforded twice as good a home.—Hditor. ) 

This tendency of value of housing to vary with the income of the occupants 
opens up an opportunity for an interesting exercise that may throw light on 
several problems. 

For example, most of the adults who will head up households between now and 
1980 are already born, so we have the basis for fairly adequate projections of 
the numbers of households that will be demanding housing each decade through 
1980. One such projection, based on population projections made by the Census 
sureau (projection A), indicates that the total number of consumer units may 
increase from 48.9 million in 1950 to million in 1980, and the number of 
nonfarm households from 37.1 million to 65.2 million: 


t 
‘ 





TABLE 7 





Por ion Consumer Nonfart 
in millior unit n household 
llions) in millions 
1950 151.7 18.9 37.1 
1960 177.8 54.4 46.5 
1970 204. ¢ 62.0 55. 0 
1980 240. 0 71.2 65.2 


Percent change, 1950—S/ 5S if 76 





of 
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We are also becoming increasingly familiar with projections of gross national 
product and personal income based on certain stated assumptions with respect 
to growth of the labor force, rate of unemployment, growth of productivity, and 
average hours worked. If we make such projections in 1953 dollars, also de- 
riving the growth of the labor force from a census projection, and assuming 
unemployment as 4 percent of the labor force, growth in productivity at 2% 
percent per annum, and a decline in average hours worked of one-half percent 
per annum, total and average income of consumer units will increase between 
1950 and 1980 as follows: 


Table 8.—Income of consumer units (before tarves, at 1953 prices) 


Total in Average per 
billions consumer 
unit 

1950__ $239 $4, 888 
1960. : 335 6, 204 
1970_. ‘ 472 7, 613 
1980 640 &. 989 
Change, 1950-80 +401 +4, 101 


Now, if the 1950 relationship between household income and the capital value 
of the house occupied should continue to hold, this large rise in average income 
per consumer unit would indicate a substantial increase not only in the total 
demand for housing arising out of population growth, but also in the demand 
for better housing. To estimate how large this would be and the price brackets 
in which it would fall requires first an estimate of the distribution of the 
increased income as between different income groups. The estimates of this 
distribution assume that the present relative distribution is maintained in 
table 9. 

Table 9 below indicates an enormous decrease by 1980, from 35.2 million to 
20.4 million in the number of consumer units with incomes of less than $5,000, 
and an-even greater increase in the number of consumer units with incomes 
above $5,000. This shift in income distribution should be accompanied by a 
shift in the quality of housing demanded. 


TABLE 9.—WVillions of consumer units by income group 1950-80 


Income group 1950 1960 1970 | 1980 Change 

1950-80 
All income 18.9 54.4 62.0 | 71.2 +22.3 
Under $5,000 35, 2 26. 6 22.8 | 20. 4 —14.8 
$5,000 to $9,999. - i aden 11.3 21.6 26.8 | 29. 6 18.3 
$10,000 to $14,999 a | 1.5 | 3.8 8.4 | 13.8 12.3 
Over $15,000 ee! | 1.0 | 2.3 4,2 7.3 6.3 


This raises questions about the future demand for our present housing stock. 
How far will it go in meeting our future housing needs? How much new resi- 
dential construction should we expect, not only to house our increasing popula- 
tion but also to meet rising standards of living? The reverse of this picture 
raises questions about the amount of demolition we may face, the magnitude of 
the emerging problem of slum clearance, and the necessity for improving and 
upgrading rather than merely maintaining our existing housing. 

To get at this problem requires a series of projections even more tenuously 
constructed than those presented above. We know from the 1950 census a few 
things about the housing stock as it existed at that time. There were 37,110,000 
nonfarm housing units occupied at that time, and they were valued as follows: 


TABLE 10 
Number 
(millions) 


All values. ‘ ina ttle 


Less than $5,000 ree eh re tie Sekt ose a Lor 
$5,000 to $9,999_____ ce r xe Se REE NS BRT Olen bh TVS SES) (ee 
Sauce Ge erenoe. ts J te ee oe. a) A ded 4.2 


$15,000 and over zi : 7 ‘oie nee sda aoe 
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The noteworthy fact is that half of our housing stock in 1950 was valued at 
less than $5,000, the general category where these projections would indicate 
that demand is going to decrease sharply by 1980. 

We cannot compare directly this stock with projected 1980 demands, however, 
since housing depreciates. Let us assume that over 30 years from 1950 to 1980 
the 1950 stock deprec iates at a rate of 2 percent per year. Unfortunately, we 
have little empirical evidence from whic h to draw a defensible depreciation rate, 
and the proper rate may be higher or lower than 2 percent. We do know it is 
probably wrong in one respect. In what follows, it has been applied to the 1950 
value of both house and land. With a rapidly growing population, there will 
be many cases in which the land included in the estimate will not depreciate, 
but will be unchanged or appreciate. Because of the tenuous nature of the 
depreciation estimates, the magnitudes in the memorandum which are affected by 
the depreciation computation are subject to a considerable margin of error. 

Taking the figures as they are, however, and allowing for some disappearance, 
due to fire, flood, and demolition not related direc tly to housing market develop- 
ments, as well as for depreciation at the rate of 2 percent per annum, it becomes 
apparent that by 1980 the great bulk of the stock of housing in existence in 1950 
would be valued at less than $5,000. This is indicated in the following table: 


TABLE 11 


Housing | 1950 housing 
Capital value | stock 1950 | stock in 1980 Change 
(thousand (thousand 1950-80 
units) units) 
Less than $5,000 18, 680 24, 920 6, 240 
$5,000 to $9,999 ; 11, 930 5, 620 -6, 310 
$10,000 to $14,999 4, 160 1, 260 —2, 900 
Over $15,000. _- 2, 340 : —2, 340 
Disappeared ° 5, 310 5, 310 
Total. 37, 110 37, 110 


Mr. Rays. I want to thank the gentleman for his statement. I 
have a few questions. Last year as the gentleman knows, I introduced 
and so did my friend, Mr. McDonough, a bill similar to the NSLI 
which the gentleman has which is going to be considered by this com- 
mittee. I appreciate your good, strong support of it. I share your 
opinion, in that it is not the money of the Government of the United 
States, but the money of the veteran himself. We are using his own 
money to help him build a home; isn’t that true? 

Mr. Parman. That is exactly right. 

Mr. Ratns. And for that reason, since his trust fund will receive an 
added profit or will help lower the rate of insurance he will pay, it 
is difficult to see ae anyone could oppose it. 

Mr. Parman. I don’t think they can oppose it and I think the ad- 
ministration is in a very inconsistent attitude in opposing it in view 
of the two precedents that I have shown here where the mortgages in 
that case, our obligations were not even Government obligations, they 
were not even guaranteed by the Government. 

Mr. Rats. Yes, I was glad the gentleman pointed that out in his 
statement . We were aware of the fact that those provisions had been 
made to where you could invest trust funds of the Government and 
therefore the argument that it is not safe to use mortgages in this fund 
falls flat when you realize they are guaranteed mortgages. 

One other thing that I wanted to mention. I, of course, remember 
the experience that the gentleman related in the conference concerning 
discounts and, of course, I remember the report which the House con- 
ferees brought back. I note in your statement that you are vigorously 
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opposed to excessive and unfair discount rates, and somewhere in your 
statement you made one observation which I think is the meat in the 
coconut. I suggested that FHA and VA issue regulations, setting a 
maximum permissible discount fee pending a more satisfactory solu- 
tion. That leads to this question: Do you think it is possible, abso- 
lutely possible in the free play of the money market to bar all dis- 
counts ¢ 

Mr. Parman. Yes, I do. 

Mr. Rarns. I would like to know that. I don’t share your opinion 
on that and therefore I w ould like to have you tell me briefly. 

Mr. Parman. If the rate is sufficient there is no reason why there 
should be discounts, in fact the lenders will probably pay money in 
order to purchase the mortgages. 

Mr. Rains. That is true if there was not only an adequate but more 
than adequate supply of mortgages, then there wouldn’t be any need 
for any discount at all; isn’t that correct ? 

Mr, Parman. Well, if you are going to give a discount, Mr. Chair- 
man, I think it should be written into the law, and it should be super- 
vised. I am not in favor of any. But if you are going to recommend 
them, I think it should certainly be regulated in some way. 

Mr. Rats. I am not in favor of them either, but I face the hard 
facts in the present situation in which we exist, that if you say that 
all mortgages shall be handled at par, I am wondering if you will 
get any money at 414- or 5-percent loans on homes when they can 
get more money for it in other types of investments. I am talking 
about the free market now, not the Government-guaranteed market. 

Mr. Parman. That is right, I am, too. Here is the reason. A lot 
of money is on strike now. As interest rates go up, people who have 
money wait for higher and higher rates. That is perfectly natural. 
That is what they are doing, they are holding back. 

Mr. Rarns. That is all true. 

Mr. Parman. But, any time we pass a law here, stabilizing the rate 
at 4144 percent, and telling the lenders, now if you want it, you can 
get it, but if you don’t, we are going to make these loans ourselves, 
the Federal Government is, then ‘they will come in the market. They 
have no incentive to come in as long as the rate is going up, up, up all 
of the time, they just have an incentive to wait and get a higher rate, 
and that is what they are doing. 

Mr. Rarns. A discount is not the same as an interest rate. 

Mr. Parman. No; it is not the same. Of course, they get that from 
when you borrow a hundred dollars and the bank discounts 5 per- 
cent and you pay it then, that is really about 9.7-percent interest but 
may I give you 1 more illustration of that. In Kansas City a couple 
was moved by a large corporation to Omaha, Nebr. They had been 
gone about 2 years and they wanted to sell their Kansas City home. 
It was a $10,000 home, they had paid $2,000 on it, and the people who 
were selling that home in Kansas City were demanding of them $1,500 
of that money before they could make the sale to the purchaser. Now, 
that is just an illustration of what is going on all over the country, 
that is 15 percent from the seller. Now, of course, the buyer is pay- 
ing something, too. It is a scandalous thing. 

Mr. Rarns. It is plain highjacking. Now, getting back to one 
other phase. You know the VA and the FHA have always—I think 
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I can say that they now contend in statements that I see, that you 
cannot regulate discounts by law. I, of course, realize that conten- 
— is made because they say you must have a free play of the market, 
but don’t you believe that ¢ ‘ongress could write a Jaw in which it said 
that the eas discount on a VA or FHA loan would be two 
points and that it could be enforced ¢ 

Mr. ParmMan. W hy,certainly. We havea right to make laws against 
swindling. 

Mr. Rarns. Well, that isn’t the point. 

Mr. Parman. That is what it is, it is swindling. 

Mr. Rarns. I wonder if it will operate if you give as low a discount 

‘as small a discount as 2 percent. 

Mr. Parman. Well, I am not agreeing to any discount because 414- 
percent Government-guaranteed paper is an awfully high rate of 
interest. 

Mr. Ratns. Of course, we would finally wind up with straight direct 
Government-guaranteed loans if we didn’t have enough money with 
which to operate the free market, wouldn’t we, Mr. Patman ? 

Mr. Parman. Well, of course, the free market would come in, when 
we gave them some assurance. Like it is now, we are giving them 
every encouragement, Mr. Chairman, to hold out, hold out, hold out for 
more interest. We are giving them that encouragement, but any time 
we put our foot down and say we are going to fix a rate, a 414-percent 
Government-guaranteed rate, and if the private lenders want to come 
in, all right, we prefer them to come in, but if they don’t we want to 
protect these veterans. We will let them have this money at 414 
percent, and they will come in, because it is a Government bond in 
effect. 

Mr. Ratns. Of course, if we can get into the NSLI fund for about 
a million and a half dollars and we can liberalize FNMA considerably 
along the lines you have suggested, that would certainly make a 
nucleus of credit available for these loans, vou think that don’t you? 

Mr. Parman. That is right, and whenever you stabilize the 414’s, 
the conventional rate at 5 should sell at a premium. 

Mr. Ratns. I would like to see that. I wish I could share your 
opinion that that is what would happen, but I agree with you that 
one thing we must do is make more money available for these guar- 
anteed loans and at the same time curtail the discount rates in every 
way possible. 

Mr. Talle—— 

Mr. Tatzr. Mr. Chairman, on page 10 of your statement, Mr. Pat- 
man, certain charges are made against FNMA. I will read one of 
them: 


O 


~ 


FNMA has been taking large discounts and financing charges out of the 
pockets of GI’s and other home purchasers so that it can pay big dividends on 
its stock, which is privately held, as well as on the stock held by the Treasury. 

Have you figures on what those dividends have been and are? 

Mr. Parwan. I haven’ fioured it out very much. Of course, the 
only stock that is outstanding privatel) held is where they have made 
them take a 2-percent discount on the payments se that 2 percent 
was used in payment of stock and as to who paid that 2 percent I 
don’t know. I don’t know whether the veteran eventually pays it or 
not. But that stock is selling on the free market today at only about 
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55 cents on the dollar, so evidently they must consider that Congress 
is not going to let them get by with that or the stock could be selling 
for alot more. My prepared statement shows the amount eventually 
available, which I consider “big.” 

Mr. Tatie. Well, inasmuch as you say in your statement, and I quote 
again, “So that it can pay big dividends on its stock,” I am interested 
in knowing how big those dividends have been and are. 

Mr. Parman. Well, any amount that they get is almost velvet. 

Mr. Tauxie. Is almost what ? 

Mr. Parman. Velvet, because it is one of these involuntary invest- 
ments of 2 percent of the amount that is paid and I a" know whether 
the people who get the benefit of it actually pay it or not. I don’t 
know what the score is, but any aad that is paid I ada consider 
is almost velvet to them. 

Mr. Tarte. Well, my interest is to find out how large the dividend 
must be in order to be big. 

Mr. Patman. I don’t know about that, Dr. Talle 

Mr. Tate. That is all, Mr. Chairman. 

Mr. Rains. Mr. Ashley informs we he has to go to the Supreme 
Court and he has a question he would like to ask. 

Mr. Asuury. Mr. Patman, I agree with you that there certainly 
isn’t any action at the present time under the VA program. I am 
wondering if you would support, as an alternative for the veteran, 
a revised FHA program which would establish a veteran’s preference 
through a low downpayment, let’s say half of the present established 
VA downpayment. 

Mr. Parman. I am sorry I cannot support that. In fact, I wouldn't 
be in favor of : abolishing the V A, I think the VA has done a wonderful 
job, in fact a better jobi in many ways than FHA, 

Mr. Asutey. I agree, or at least that is not my question. My 
question is, may we, without abolishing the veterans program, write 
into our present FILA law a veteran’s preference as a supplement for 
the Korean and World War II veteran. We agree, and you vourself 
have said, that there is no action under the present veterans’ program. 

Mr. Parman. Well, if that would help the credit situation and the 
veterans, | would be in favor of it, but I would want to see it first. 
[ wouldn’t want to commit myself until I knew more about it. Do 
you have it in language / 

Mr. Asutry. No, this is a proposal that I think will come before 
this subcommittee. 

Mr. Parman. I think it is worthy of consideration, but I wouldn't 
like to commit myself on it until I could see it. 

Mr. Asutey. Thank you, Mr. Chairman. 

Mr. Rarns. Mr. McDonough. 

Mr. McDonoven. Mr. Patman, in the early part of your testimony, 
when you were referring to insurances, you referred to a town in 
which someone had written to you and said that there was no home 
financing institutions available for the financing of home construction. 

Mr. Parman. That is right, yes, sir. 

Mr. McDonoveu. You didn’t name the town. 

Mr. Parman. No, I wouldn’t mind naming it. It is Naples in my 
(listriet, in Morris County, Tex. 
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Mr. McDonoveu. Well, have they ever attempted to seek the advice 
of the voluntary mortgage credit committee in that respect? We 
set that up as a means of finding money for isolated areas like that. 

Mr. Parman. I think they have explored all possibilities. Now, 
let me read you just the three little paragraphs here: 

Being chairman of our local housing board, I would like to relate to you the 
situation in Naples. We have 16 white and 4 colored units now and are asking 
for approximate!y 16 colored and 4 whites more. 

Mr. McDonoven. That is public housing you are talking about? 

Mr. Parman. That is right. And they are people that do not 
ordinarily believe in public housing. They don’t want public housing. 
They want privately built homes. ‘But he adds here there is no private 

capital here to build houses of any kind. 

Mr. McDonoveu. What is the population of that town ? 

Mr. Patman. It is about a thousand people, maybe a little more, 
probably 1,500 people. 

Mr. McDonoveu. Well, what is the demand for houses there? 

Mr. Parman. There is a big demand that all little towns in the 
country, I guess, because people are coming in from farms, they can’t 
make a living on the farms and they have to move in and that is 
making quite a housing shortage, too, and if they can’t get capital, 
they will have to call on the Government for public housing. 

Mr. McDonoven. Well, we have means of financing homes on 
farms, too, in present legislation. 

Mr. Parman. Well, there is becoming a surplus of houses on the 
farms in many sections of the Nation. 

Mr. McDonoveu. Well, you don’t know for sure that these people 
have asked for voluntary credit. 

Mr. Parman. I think you can rest assured that they have because 
they usually explore all opportunities before writing to their Con- 
gressman, it has been my experience. 

Mr. McDonovcu. Now, in reference to the use of the national life 
insurance fund for the purchase of mortgages, which I agree with 
you on, the Treasury Department says if they were to dispose of a 
certain amount of their holdings in order to make available 20 percent 
of that fund that they would have a capital loss. 

Mr. Parman. Where would you get a capital loss? 

Mr. McDonoven. That is what I am asking you. What are they 
going to sell in order to provide the 200 million ? 

Mr. Parman. As the veterans pay in this money on their premiums, 
the Treasury uses the cash and just puts an IOU in the national serv- 
ice life insurance trust fund bearing a rate of interest at 3 percent, a 
Treasury obligation. All they have got to do to take those out of 
there and replace them with VA guaranteed GI mortgages at 414 
percent and certainly it is in the interest of the veterans to do it, 
because they would get 50 percent more. It is not against the interest 
of the country, because the veterans would have an opportunity to buy 
homes that they need. This would not present a serious financing 
problem. You read the papers every week, the New York Times, or 
the Herald Tribune, the Wall Street Journal, or the Journal of Com- 
merce, every one of them will have a table in there during the week 
showing the Treasury obligations that must be refinanced during the 
next 12 months. They aggregate usually about $75 billion or a billion 
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and a half ee a week. Any government that can refinance $75 
billion a year and a billion and a half dollars a week without any 
trouble, shoul not have any trouble refinancing a billion dollars or a 
billion and a half over a long period of time, and that is particularly 
true when there is money coming in every day, that this bill provides 

can be used for that purpose. It might be some ‘time before they would 
have to actually take out any of those 3- percent special issues. 

Mr. McDonovuen. What is the average weekly payment on national 
life insurance pr “spear: do you know ¢ 

Mr. Parman. I don’t know the amount; no, sir. 

Mr. Rarns. It is quite a considerable amount, though. 

Mr. McDonoven. Yes; I should think so. 

Mr. Parman. That will be enough to take care of the needs for 
awhile. 

Mr. Rains. I think you are correct. 

Mr. McDonovucu. Without selling any present holdings ? 

Mr. Parman. That is right. 

Mr. McDonoven. But if they sell their present holdings and buy 
guaranteed 414 percent GI loans they would have better security, more 
return on their investment. 

Mr. Parman. Why certainly. Why should the Treasury want to 
deny these veterans from getting 50 percent more, and I think the 
Treasury had just as well recognize if they are going to have high 
interest as a permanent policy, that all of these trust funds will 
eventually want to get the benefit of it. 

Mr. McDonovueu. Do you know whether the Secretary of the Treas- 
ury has present authority to do this without legislation ? 

Mr. Parman. He has authority, I am convinced, but I am not con- 
vineed that he would do it without a law. 

Mr. McDonoucu. Now, referring to your testimony on no discounts, 
wouldn't a no-discount policy favor the builder and it certainly 
wouldn’t penalize the purchaser ne ‘ause the discount, in oe of all 
of the testimony to the contrary, I don’t agree with you, I don’t see 
where the buyer is affected by the discount. I am talking about the 
buyer on the original pure ‘hase of a home. Whatever discount is made 
on that mortgage after he signed the contract is suffered by the 
builder, not by the buyer. 

Mr. Parman. I know that is what you say. 

Mr. McDonoven. And if you have a no-discount rate, then you are 
not helping the buyer a bit, you are just guaranteeing to the builder 
that he can’t lose. 

Mr. Parman. Well, there is something that is more fundamental 
and more important than that, and that is why should we let scalpers 
take discounts or be permitted to get discounts on United States Gov- 
ernment securities in this particular case. 

Mr. McDonoven. Well, I can’t disagree with you on that, especially 
the market in California. It is open season out there to take big dis 
counts, but the discounts are hurting the builder so that he can’t re- 
finance another tract of houses to give the veteran a chance to buy a 
home. 

There is where the veteran is suffering. 

Mr. Parman. Well, these builders are pretty smart fellows or they 
wouldn’t be in the building business. They are not losing at all. 

Mr. McDonoven. Oh, yes. They are really in a tight situation, a 
very difficult situation. | 
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Mr. Tatie. Mr. Chairman, may I ask a question / 

Mr. Rarns. Y es, sir. 

Mr. Tarxe. If 25 percent is a good thing as to the insurance funds, 
would 100 saciid which is 4 times as great be 4 times as good ? 

Mr. Parman. Well, if it is needed, but why obligate it when it isn’t 
needed. There is no reason to do that. The fund, I think, is around 
$6 billion. It is between 514 and and 6 million dollars, so that is 
between 114 and 11, billion dollars available, and I think surely with 
the premiums being used as they come in and with the understanding 
that this is a revolving fund, as it is paid back it goes right back in, 
you would never need more than that, Doctor. 

Mr. Rarns. May I interrupt’ There is another point, too. You 
have to keep the fund completely liquid, because there are claims that 
come in which must be paid out. Therefore, you couldn't use the 
entire amount. You would have to keep part of it in assets so they 
could pay out these claims. 

Mr. Tate. Should there be a need in the future, would the gentle- 
man be in favor of a hundred percent ? 

Mr. Parman. I don’t see any reason why we should project that 
into the future, down the road, around the curves, and over the hill 
where we can’t see when it is not necessary. We can see if in the fore- 
seeable future it is not needed and why should we go beyond the fore- 
seeable future. 

Mr. McDonoven. Of course, I wouldn’t agree to a hundred percent 
use of the fund. However, we do charter investment institutions in 
this country, both at the State and Federal level, that provide that 
a hundred percent of their funds go into the purchase of mortgages, 
and they are buying mostly guaranteed Government loans; aren't 
they ? 

Mr. Parman. Not only a hundred percent, but a thousand percent, 
10 times the capital stock. 

Mr. McDonoven. That is right. 

Mr. Rarns. Any other questions, gentlemen ? 

Mr. Berrs. I would like to ask a question. 

Mr. Ratns. Mr. Betts. 

Mr. Berrs. To get something clear in my own mind now. As I 
understand it, in connection with VA loans you would be in favor of 
limiting it toa straight 414 percent; is that right ? 

Mr. Parman. Yes. 

Mr. Berrs. And then do away with guaranteed loans and have the 
Government making direct loans; is that correct ? 

Mr. Parman. I didn’t say direct loans. I said that the national 
service life insurance fund could be used up to the extent of 25 percent 
to purchase these mortgages if private investors did not want to do it; 
in addition to that, it could be used as a revolving fund which is im- 
portant, too. 

Mr. Berrs. Well, the reason I ask is as I understand it there were 
about $5 billion worth of Government guaranteed loans, is that correct, 
last year ? 

Mr. Parman. I don’t have the exact figures. Iam sure people who 
will be here today to testify will have the exact figures. 

Mr. Berrts. I was just wondering if the Government would be in a 
position to step into that field, if it was as large as $5 billion. 
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Mr. Parman. Well, I think you are assuming that they would all 
be available. I don’t agree that they would all be available for 
purchase. 

Mr. Berts. Now going back to Fannie May, I just wanted to ask 
this question: You listed a lot of—you made a lot of statements there 
as to what Fannie May has done that you don’t approve of because it is 
practically a private investment institution. However, on the credit 
side, all expenses of Fannie May are paid out of these private funds, 
aren’t they, so there is no expense on the Government. 

Mr. Parman. Yes; they are taken out of the veteran, that is what 
the veteran said, blood money. Now you can’t justify that. Now you 
take a veteran, he signs a mortgage for $10,000, and then Fannie May 
buys that mortgage for $9,350 and makes that veteran pay a full 
$10,000, and that difference of $650 is the blood money that this veteran 
was talking about, making him pay this tax to the Treasury and this 
increased interest to the Treasury and this dividend to the private 
holders who took a 2 percent stock with Fannie May. You can’t 
justify that. That name, blood money, is just as exact as you could 
call it. Itisterrible. It is disgraceful. 

Mr. Berrs. But there should be something on the credit side of the 
ledger, that Fannie May is paying for its own concern. 

Mr. Parman. Yes; but we don’t want to license people to do that to 
any of our citizens and certainly not to the heroes of our wars. That 
is a terrible thing. 

Mr. Berrs. Well, of course, there will be some representative of 
Fannie May here, I take it, Mr. Chairman. 

Mr. Rarns. Yes; we will go into every facet of it before we get 
through. Any other questions? Mr. Patman, thank you very much 
for appearing before our committee. You gave us some very en- 
lightening testimony and we will be seeing you in about 2 or 3 weeks 
back around this table. 

Mr. McDonovuen. Mr. Chairman, I ask unanimous consent that 
this statement by Mr. Balderston that Mr. Patman referred to be—— 

Mr. Rains. Oh, yes, it may be incorporated at the end of his state- 
ment. 

Mr. McDonouen. There is no objection ? 

Mr. Rarns. No objection. 

Now the next witnesses are Mr. Sweeney and Mr. Stone of the Vet- 
erans’ Administration. Will you come around together, gentlemen ? 
First, gentlemen, I want to express my appreciation for your waiting. 

Now before you start, this is a very expansive, well prepared, and 
intelligent statement of some of the hard problems we have before us. 
There is a summary of it. They will give it in summary and then 
we will try to give all of the time possible for questions. We may have 
to ask you to come back after lunch. I have read this statement care- 
fully, and it has a lot of meat in it. 

You gentlemen can proceed in any manner you desire. 


STATEMENTS OF RALPH H. STONE, CHIEF BENEFITS DIRECTOR; 
AND THOMAS J. SWEENEY, DIRECTOR, LOAN GUARANTY SERV- 
ICE, VETERANS’ ADMINISTRATION 


Mr. Stone. Mr. Chairman, I am the Chief Benefits Director of the 
Veterans’ Administration, Administration Director for all of the 
89342—57——5 
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veterans’ benefits program. Mr. Sweeney is the Loan Guaranty 
Director. We have with us Mr. John Dervan and Mr. Phil Brown- 
stein of Mr. Sweeney’s staff. Mr. T. F. Daley is the Assaciate General 
Counsel for epiifiative Services in the Office of the General Counsel 
of the Veterans’ Administration. 

I will read, if that is the way you desire it, the summary statement 
which is a summarization of the long one that we have presented to 
your committee. 

The Veterans’ Administration is pleased to report to your commit- 
tee on the various matters which were discussed in your letter of 
February 15, 1957, requesting our appearance at these hearings. 

I will summarize the facts contained in our written statement 
which was transmitted to the committee on February 28, 1957. 

One of the topies which you have requested that we comment upon 
is the subject of the control of discounts. The control of discounts 
charged against builders and sellers in connection with GI and FHA 
home mortgage loans has a considerable legislative and administr: re 
history. That bac kground material has been presented in exhibit 
of our written statement. 

The experience of the VA in administering section 504 of Public 
Law 475, 81st Congress, providing for the control of fees and charges 
indicates that (a) investors make a sensitive evaluation of the quality 
of specific mortgages offered for sale and also operate to reflect geo- 
graphic variances in the supply of mortgage funds available; (0b) the 
discount and premium mechanism is a “nec essary and proper device 
for adjusting yields on fixed rate mortgage obligations and should, 
therefore, be recognized as an inherent and legitimate part of mortgage 
lending activity: (¢c) prohibition of the payment of any discounts 
whatever is not feasible and strict regulatory controls on marketing 
charges tend to shut off the supply of mortgage capital because in- 
vestors and lenders become apprehensive of consequences which may 

result from violations even though they may be entirely inadvertent. 

We understand your committee is also considering legislation to 
prevent excessive or unreasonable charges, rather than absolute pro- 
hibition of discounts. Any proposal to control excessive or unreason- 
able discount charges is fraught with administrative difficulties be- 
cause there are many factors that enter into the price that an investor 
is willing to pay for a mortgage. The list is a long one and is com- 
posed largely of judgment elements which make it unlikely that a 
third party, namely the Government, will arrive at the same judgment 
decision as is reached by the private parties to each transaction. 

Experience has indicated that as in any judgment evaluation, legiti- 
mate differences will arise on the proper pricing of mortgages. More- 
over, the regulation of excessive or reasonable charges would entail 
the creation of a new type of price control which we believe to be 
unnecessary for the protection of the parties to mortgage sales trans- 
actions both of whom may be presumed as knowledgeable and well 
informed. 

Past experience has demonstrated that where controls over discounts 
fail to conform to market requirements the flow of mortgage capital 
is impeded. Moreover, the creation of such impediments gives rise 
to a wide variety of devices to circumvent the controls. The problem 
presently would be more confusing and compounded by the continua- 
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tion of the 414-percent interest rate. With this rate being entirely 
noncompetitive at the present time, the difficulty in determining the 
reasonable discount on 414 percent mortgages would require the wis- 
dom of a Solomon to administer. 

Your committee also asked for comment regarding the proposal to 
use part of the reserves of the national service life insurance fund as 
2 source of providing mortgage money for loans to veterans. The 
Veterans’ Administration has consistently opposed any proposals to 
employ NSLI reserves as an investment in GI loans. ‘The reasons for 
the VA position have been set forth in the VA comment on various 
bills proposing to use NSLI reserves as a support for veterans’ loans. 

Your letter also requested the views of the Veterans’ Administra- 
tion on the proposal to establish a veterans’ preference program with- 
in the framework of the National Housing Act. 

It is evident that the primary if not the sole purpose to be served 
by such a proposal would be to find another route by which an interest 
rate of 5 percent might be charged on loans to veterans without 
requiring legislative action on the interest rate itself. Because there 
are many provisions of the Servicemen’s Readjustment Act and VA 
regulations which have the effect of providing a better contract from 
the viewpoint of both the veterans and the lenders than are available 
under the National Housing Act and counterpart FHA regulations, 
the most satisfactory financing plan for veterans will be preserved 
by Congress authorizing an interest rate on GI loans of 5 percent. 

In our opinion the effect of the proposal to create a veterans’ loan 
program under the National Housing Act would result in a substan- 
tial dilution of other benefits and protections. Since the veterans with 
service during the Korean conflict have nearly 8 years remaining in 
their statutory rights of loan guaranty entitlement, and since only a 
small percentage of this group have thus far obtained GI loans, they 
would bear the primary brunt of an accelerating phasing out of home 
loan activities under title IIT of the GI bill. 

Our statement attempts to show that the charges of substantial 
added costs imposed on builders as a result of parallel activities per- 
formed by both FHA and VA are relatively minimal when consider- 
ing the marketing and other advantages to the builder. Most of the 
pressures in the past for a transfer of VA loan guaranty activity to 
FHA have come from those who have sought the abandonment of the 
reasonable value protection extended by VA’s appraisal. We also 
pointed out in our statement that the proposal to reimburse veterans 
for mortgage insurance payments that would be made to FHA under 
a veterans loan program within the National Housing Act would 
probably cost the Government more than $600 in the average or typical 
mortgage loan. ‘This figure contrasts with the VA experience of a 
cost of about $36 on the basis of the experience to date with 5 million 
GI loans, indicating that the cost of mortgage insurance would be 17 
times as great as the cost of the VA method of guaranty. 

In summary our statement attempts to show that nothing would be 
gained by establishing a veterans preference program in FHA, as a 
substitute for or in addition to the loan guaranty program, which 
could not be accomplished directly through an authorized increase in 
the VA rate. 

We do recognize that with the phasing out of the VA loan guaranty 
program it may be necessary to afford some other measure for liberal- 
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ized credit in order to maintain proper levels of residential construc- 
tion activity. In order to attain this objective, we do believe it 
proper that consideration be given to some liberalization in the FHA 
terms. 

That is the summary, Mr. Chairman, of our prepared statement 
with the various charts that we have for you. 

Mr. Ratns. Thank you, Mr. Stone. Before we start to question the 
witness, I would like to state to members of the committee that I asked 
for permission to sit during the general debate. Today as you know, 
is consent calendar day and we have witnesses set for this afternoon 
and we would like to go along with them if none of you has any 
objection. Do you have objection to sitting if there are no bells ring- 
ing or anything of the sort? I thought it might be well to get per- 
mission. We only have two afternoons that we are attempting to 
hear witnesses, and each one of them will appear when we don’t have 
anything on the floor. Is that all right? 

Now, Mr. Stone, I want to compliment you first on the presentation 
of your testimony. It is a long statement, and will be placed in the 
record along with all of the c harts and the total information that you 
have given in support of this summary. 

I have a few questions for you. The first one is on the subject of 
discounts. We have been through this discount business for a long 
time, those of us on the B: anking and Currency Committee, and we 
recognize the fact that the 1953 attempt to control discounts ended in 
somewhat of a fiasco. I don’t think you can repeal the facts of life 
about the mortgage market discounts. 

However, I don’t share your opinion that discounts can’t be con- 
trolled. I didn’t say eliminated, I said controlled. And I think that 
I would like to state for the record that it is the sentiment of the Con- 
gress, and I have talked to a great many Members, that something 
has to be done about it. So between the VA and those of us on this 
committee, we have to work out something which will work to stop 
some of these excessive discounts. So with that background, I would 
like to make a few suggestions and see if you agree. 

In the first place, you say in your statement that you want to continue 
the VA loan guaranty program. I know you will agree with me that 
the only way you could continue that program at 41% percent interest 
rate would be to allow something more than just ordinary discounts 
in the face of a 5 percent on an FHA market, that is true, isn’t it? 

Mr. Strong. That is right. 

Mr. Ratns. In other words, at the present situation, with 5 percent 
on an FHA loan, the 41% percent rate is totally unrealistic, it won’t 
get any money. 

Mr. Srone. That is right, sir. 

Mr. Rarns. And if it were to be retained at that figure as Mr. Patman 
and some others have suggested, you would admit that it would require, 
in order to get a play in the free market, considerable discounts on that 
41% percent in order to get the money, ‘wouldn’t it? 

Mr. Srone. Under present conditions, yes. 

Mr. Rarys. Under present current conditions. That being true, 
and since the rate in FHA is 5 percent, and if the Congress does not 
increase the 414 percent VA rate, won’t we have to allow some veterans’ 
preference and liberalizations in FHA ? 
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Mr. Sronr. There is nothing to be gained, sir, and it would be a loss 
to the Government. 

Mr. Rarns. I don’t think I can follow you on that. You say first 
of all that you can’t get any money without heavy discounts at 414 
percent against a 5 percent rateon FHA. We agree on that. 

Mr. Stone. Yes. 

Mr. Rarns. And I think we ought to agree that the Congress is not 
going to: allow to continue the type of discounts that we now hear about. 
T hey may do the wrong thing about it, but they intend to do something 
about it, I think we can agree on that. Now in the event Congress 
does not increase the 414 percent rate, where would VA be if neither 
of those other things are allowed or happen ? 

Mr. Stone. They would be out of business. 

Mr. Ratns. Now it would be better for the veteran for him to receive 
veterans’ preferences in FHA at 5 percent, than it would be to be out 
of business in VA, wouldn’t it? 

Mr. Sronr. W ell, what is the difference, what is the advantage? 
You are going to have to pay an insurance fee of a half percent if 
you have that guaranty, and you might just as well raise the VA 
rate to 5 percent and end it, and you save the veteran a half percent 
of interest. 

Mr. Rarns. What I am stating, Mr. Stone, is not necessarily my 
own viewpoint. I am trying to relate what appears to be the cir- 
cumstances of the situation. Of course, I realize that moving the 
veteran into FHA would mean a 5 percent rate, but if this committee, 
in its bill, said the Government is going to pay that insurance rate, 
that wouldn’t be a 5 percent rate. 

Mr. Stone. If they pay the 14 percent for the insurance? 

Mr. Rarns. Yes. 

Mr. Stone. That would add, as I have tried to explain here, 17 
times the cost of the VA loan. When the veteran could make a loan 
with VA guaranty at 5 percent and the Government would avoid 
payment of Vy percent. 

Mr. Ratns. From the action of another committee in this Con- 
gress, which reported a bill recently, mostly on direct loans and 
did nothing about increasing the interest rate on the guaranteed 
loans, and ‘from what I hear, among the Members of Congress, I 
don’t know this to be a fact, but it doesn’t sound to me as if the 41%4 
percent is going to be inc reased on the VA rate. If it is not increased, 
what can this committee do to help the veteran ? 

Mr. Stoner. Well, there is nothing that you can do te help him. 

Mr. Rarns. Do you mean to tell me now—let’s get it down to 
brass tacks—do you mean to tell me then that the only way you can 
help the veteran is to increase his interest rate ? 

Mr. Stone. You are going to increase it by what you are going 
to let him do, let him go into FHA, so why don’t you increase it for 
VA guaranty and let it go at that ? 

Mr. Rains. This committee doesn’t have that jurisdiction. I just 
stated that to you. We are now talking about our problem, not some 
other problem. We don’t have the jurisdiction of increasing that 
interest rate. 

Mr. Stoner. I was speaking of Congress as a whole. 

Mr. Rarns. If Congress as a whole doesn’t do it, and this committee 
facing the facts of what may happen, what then can we do for it. 
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Mr. Srone. As you stated, you could put it into FHA and that 
would give him 
Mr. Rats. You would say that would be the court of last resort. 

Mr. Stone. It would be a very foolish decision for the Government 
as well as the veteran. 

Mr. Rarys. I want to agree with you that I think the VA has many 
advantages for the veteran in the type of loan guaranty program that 
they have and as far as I am personally concerned, I would like 
to retain it at 414 percent and see yy of money for it to go on. 
That is my own feeling about it. I don’t want you to interpret my 
questions as criticisms of the VA. 

I am trying to find the way out of what may be a hard dilemma. 

Mr. Stone. I appreciate that. 

Mr. Rains. One other thing about discounts. You know that if 
we carry on, that this committee must do something about discounts, 
and you do say that we cannot eliminate them completely and have 
any free play in the market. I agree with that. Kut suppose, for 
instance, that we said they could not exced a certain maximum amount, 
say 2 or 3 percent, what would happen then in your operation, Mr. 





Stone? 

Mr. Srone. Well, under the VHMC program, we have allowed a 
2-percent discount to induce money into rural areas and it has been 
rather successful. They have, I think, $176 million of loans which 
have been consummated in the rural sections. 

Mr. Rarns. Would it be hard to administer ? 

Mr. Stoner. Well, I think the history of the other, 1950-53—I was 
not a part of this business then, I think Mr. Sweeney and Mr. Dervan, 
especially have several points that they could bring out showing what 
they went through trying to administer the other law. Mr. Dervan, 
would you like to state some of the problems if the committee so 
desires / 

Mr. Ratns. I would like to point out that under the regulation in 
1953, as I remember it, it was complete abolition of discounts. I am 
talking about the possibility of not complete abolition but a limited 
maximum, 2 or 3 percent. 

Mr. Sronr. Well, the points of the old law would be very germane 
tothe 2 to3 points. 

Mr. Rarns. Very well, I would be glad to hear that. Who did you 
say could answer ? 

Mr. Stone. Mr. Dervan. 

Mr. Dervan. As you pointed out, sir, it is quite true that the old 
law peeeennten discounts or at least both VA and FHA so interpreted 
the Jaw and endeavored to administer it in accordance with that 
intent. 

Our experience was, sir, as money became tight, various methods 
were sought by the industry to find ways and means of circumventing 
the limitations which we had on the fees and charges properly pay- 
able. More common among those, sir, was the payment of the dis- 
count by the real-estate agent who had been engaged by the builder to 
effect the sale of the property. I might point out that the section 
504 of the Housing Act, itself, did not authorize the regulation of 
charges against parties other than the seller or builder or purchaser 
of the property, so where vou had a third party such as a real-estate 
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agent, it was legal under the statute for the lender making the GI 
loan to make a charge against the real-estate broker. 

That was very commonly resorted to, sir. Again you had situa- 
tions where the mortgage lender also happened to be a licensed real- 
estate broker and served in a dual function of making the GI loans 
to the veterans purchasing the properties and also serving as the sales 
agent in the transaction and thus collecting a fee from the builder- 
seller in that way which, of course, was used to compensate for the 
discount involved. 

Mr. Rarns. Now if there were to be some legislation to control dis- 
counts, you would have to have flexibility in being able to vary it geo- 
graphically and as to areas and all; would you not 

Mr. Dervan. In my opinion; yes, sir. 

Mr. Rats. And also as to the quality of the mortgage, you would 
have to have that. 

Mr. Dervan. Decidedly, sir. 

Mr. Ratns. Now if you had that and would require that a certificate 
be given that the discount to the buyer, I mean to the veteran, did not 
exceed a certain amount, could you require that, could you operate 
under that kind of setup? 

Mr. Dervan. We would have to have authority, sir, to make the 
certificate so tight, in my opinion, that it would include not only direct 
charges, but indirect methods of re: ilizing a charge in place of a direct 
charge, sir. 

Mr. Ratns. I could see that it would be trouble to administer, but 
I will go back and recall one thing for you. I remember when I pro- 
moted so heavily the warranties for veterans on shoddy housing, I was 
told by everybody I couldn’t make it work, but you gentlemen made it 
work and I think it turned out to be a good deal. 

So if we gave you some leeway in the law, even though it would be 
tough to administer, you believe you could curb part of these excessive 
discounts; don’t you é 

Mr. Dervan. I think I would have to answer “yes.” As for the 
consequences, policywise, I think I should leave that up to Mr. Stone 
and Mr. Sweeney to discuss. 

Mr. Rarns. Mr. Sweeney. 

Mr. Sweeney. Mr. Chairman, anything is feasible, and I thank 
you for your commendation about the warranty. We did get over 

that hump, but when you impose a regulation, whether you peg it at 
2 or 3 points, you have many lenders in the country that are always 
skeptical wh: at the reaction will be in case somebody along the line 
in processing that mortgage has done something in derogation of the 
legislative regul: tions or requirements. I have to revert back to the 
tail end of 1953. We had many lenders in there when we were very 
aggressive about prohibition of any discounts and our tight certifica- 
tion, there were many attorney advisers to the lender telling him to 
stay out of the GI loan program regardless of whether you are buying 
them for 1 or 2 point discount at that time because they were e afraid 
that—well, while Mr. Dervan didn’t amplify any of the other gim- 
micks they got into—but they were just skeptical to make GI loans 
because they know in some postaudit operation, they might be gotten 
over the barrel. They were not only worried about the public-rela- 
tions angle but they were worried that the Government would go 
in and abrogate their guaranty. 
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Now I agree that some pegs should be made on this traffic in the 
GI loan. We feel from a liquidity standpoint with the Government 
protection, it should be at close to par, but we do think to put the vet- 
eran in a competitive position today that it would be well to consider 
the 5 percent rate. We don’t advocate that it would bring in any 
new money, but we do think that in many areas it would soften up 
the discounts, and I think that would be the more direct approach to it. 

However, as I understand it, this isn’t in the province of the commit- 
tee, although we don’t like to recommend direct loans or Government 
intervention in private industry, it seems that would be the only 
alternative. 

Mr. Rarns. In other words, you say that unless Congress raises the 
interest rate as you see it, the only alternative to carry the program 
on as is now would be direct loans. 

Mr. Sweeney. Well, sir, that is as a temporary expedient until such 
time as this demand for money is lessened and investors come back 
into the mortgage-loan field. I hae think an aggressive move to in- 
crease the interest rate—the first move, and then as a temporary 
expedient to give some encouragement. 

When I say direct loans, I think you have the standby Government 
secondary facilities of FNMA, and although I think this committee 
has taken some action on that, further consideration could be given 
to use that facility as a temporary measure as we have in the past. 

Mr. Rarns. Mr. Stone, or Mr. Sweeney, in reading over your long 
statement carefully, I have to say that you really have every single 
argument that there is in support of the loan-guaranty program and 
against the possibility that this committee might have to liberalize 
FHA if Congress doesn’t take action. 

Now, I commend you for it, because they are good reasons, I un- 
derstand those reasons, but in the light of reality, which I tried to 
state awhile ago, do I understand that you prefer to have us liberalize 
it across the board so that everyone, veterans and nonveterans alike, 
would just share the same situation? Is that what you say ? 

Mr. Datry. Mr. Chairman, my name is T. F. Daley, I am Asso- 
ciate General Counsel for Legislative Services at the Veterans’ Ad- 
ministration. Mr. Chairman, ¥ just wanted to make the observation 
that the report that we have made in answer to your request deals with 
subject-matters rather than legislation as such and for that reason 
you will probably note that there is no statement in there concern- 
ing any reaction of the Bureau of the Budget to any statement that is 
made in its relationship to the program of the President. We as- 
sumed that you wanted our best judgment on these v ar ious matters, 
from the standpoint of the experience of the Veterans’ Administra- 
tion in this overall program, and I merely wanted to emphasize that 
we are not in a position to be able to recommend any change in Gov- 
ernment program of any kind. We have our given program. We 
are concerned with the state of the money market today and its impact 
on the GI loan program and are hopeful of being of as much assist- 
ance as possible to the committee in its deliberations, but there is no 
clearance in what we have said from the Bureau of the Budget, sir. 

Mr. Ratns. I have no criticism of your statement at all, in fact it 
was a well prepared and fully detailed statement, but the thing that 
we are up against, as a committee, is having to take some action in the 
light of certain circumstances that may happen and I was trying to 
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get your opinion as to what you would recommend with reference to 
FHA liberalization. If it is liberalized at all shall it be liberalized 
for the veterans with veteran’s preference or shall it be liberalized 
across the board ¢ 

Mr. Sweeney. Mr. Chairman, we recommend that the World War 
II entitlement fade out and, whether the Congress takes action in 
this session or the next session. for those boys that have not used their 
entitlement, we recommend that some liberalization be made to take 
care of them, sir; with respect to the Korean veteran, as you well 
know, you have a younger group. A good many of the Korean vet- 
erans are in school, a lot of them are getting married, some of them 
are just becoming gainfully employed “and, i in fact, a good many of 
those, I don’t know whether they have the idea right now or in the 
next 2 or 3 years, to buy a house, but following the } pattern of World 
War II as they got a little more mature and | got their income level 
up to the point where they wanted to buy a home, we maintain to 
let the Korean veteran not to fade out, but as far as the World War II 
veterans, those that need housing and liberal credit—in fact, we 
advocate as far as the non-GI that sometime in the future let them 
all come in in a parity, sir. 

Mr. Rats. What you are saying is if we are compelled by circum- 
stances to liberalize FHA that the World War II veteran should 
just share and share alike in it; is that right ? 

Mr. Sweeney. Yes, sir. 

Mr. Stone. After July of 1958. 

Mr. Rains. I would like to call one thing to your attention. This 
committee, as all committees of Congress, is concerned about what 
happens to veterans, but when we raise the interest rate on the Korean 
veteran up to 5 percent, we are not giving him as good a break as 
those who got 4 and 41% percent, but circumstances change, so you 
have to give different consideration and different preferences. 

Mr. Sweeney. That is true, but if we keeep this high economy and 
the level of wages where it is, 1 would think that the Korean veterans 
coming into the market are coming in at a higher level of income 
than World War II did back from, say, 1945 until about 1950. It 
is true we had these intervening levels, but I do think the Korean 
veteran, if we are maintaining as high an aggressive economy for 
the years to come, I think that ‘the Korean veteran will be in a better 
position than the World War II veteran when he came out of service. 

Mr. Ratns. If the Congress does not raise the GI rate and we don’t 
know, would you deny low downpayments to veterans of World War 
II under FHA? 

Mr. Sweenry. If you are asking me, sir, I wouldn’t deny them 
anything. That would be up for the Congress to consider. 

Mr. Rats. I will defer because, as a matter of fact, other members 
have questions. 

Mr. Barrerr. One question. Mr. Stone, on your statement at the 
bottom of page 5, you list your arguments attacking the idea of vet- 
erans’ preference under FHA, I was quite interested by your first 
point at the bottom of page 5. You point out under FHA-VA pro- 
grams the veteran is protected against paying an unfair price by the 
requirement of the law that the s¢ ales price of the housing cannot exceed 
the V.A’s estimate of reasonable value. 
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If a veteran’s preference were established in FHA there would be no 
such protection under the FHA program, since the FHA merely places 
a ceiling on the mortgage and does not attempt to set a reasonable 
ceiling price. Now, I think you have a valid point there, but if 
Congress sets up a very low downpayment loan for veterans’ prefer- 
ence under FHA, it might be necessary that we will have to write a 
similar protection for the veterans under the FHA program as they 
now enjoy under the VA program. Would you recommend that we 
do this? 

Mr. Sroner. Well, I think it would not be necessary if you are going 
to continue the veterans’ benefits that Congress has passed for them 
in the future. Two different philosophies are involved in FHA and 
VA appraisals. They appraise for the insured value they are going 
to place on the mortgage, while we appraise to establish what the vet- 
eran will payand nomore. Wesetaceiling price. They can appraise 
for $10,000 and they can sell for $20,000, if they want to, but not with 
VA. 

Mr. Barrerr. But you would recommend giving the same protection 
to the veteran under FHA as they now have under the VA? 

Mr. Srone. It would be necessary unless you want to take away a 
benefit that has been passed by Congress. About the only benefit that 
is involved here is the one-half-percent surcharge that the FHA has 
for insurance cost. 

Mr. Rarns. I think I should point out, Mr. Stone, if you will permit 
me, that the VA program is going to expire in 1958 anyway. 

Mr. Srone. For World War IT. 

Mr. Rains. And the other is a small program in comparison to it 
and builders and everybody tell us you are going to be out of business 
even if you have plenty of money by August of this year, and if we 
are going to do anything for the veterans we either have to raise the 
interest rate and keep you in business as is, or we have to do something 
else in the FHA. That is what Mr. Barrett was asking you about. 
Do you agree we have to do it one way or the other? 

Mr. Srone. If you are going to give them the benefit, yes, indeed. 
Of course, there are very many questions involved in this that don’t 
appear on the surface. You can go into a half-hour discourse upon the 

various benefits and the mode of operation and everything else for the 
VA-guaranty program. It is much different, altogether different 
than the FHA. We have been very hesitant to say anything at all 
because we don’t want to be in the position of promoting it to stay with 
VA but we do want the veterans protected and we want them protected 
to the best of our ability. 

Mr. Barrerr. Well, would it be possible also to amend the National 
Housing Act for the Government to absorb the one-half of one percent 
charged for insurance ? 

Mr. Stone. You have a proposition here that they would pay 5- 
percent interest, wouldn’t they, right off to start with. 

Mr. Barrerr. Well, we are anticipating on the basis of 414. 

Mr. Stone. Nothi ing would be : accomplis shed by it at all, then, under 
present-day circumstances, and in addition the Government would be 
out the one-half percent or 17 times our cost of handling the contract. 

Mr. Rarns. You know, Mr. Stone, I think somebody ought to come 
up and recommend to this committee, because we are going to be faced 
with action on 414 percent. If it is passed, you will be in business. If 
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it is not passed, you are going to be out. I recognize the fact that you 
are not in a position to recommend on any of this, but we are going 
to want to know before the 15th of March as to what you or the Vet- 
erans’ Administration recommend if Congress doesn’t take the action 
to increase the interest rate. I wish you would be thinking about that. 
You are leaving us hanging out on a limb with no recommendations 
at all. 

Mr. Sronr. Well, Mr. Rains, of course, the President has recom- 
mended an increase to 5 percent. We feel that that is the only way 
under present conditions that will bring money and put the veteran 
and the GI mortgage into competition for use of money, and we see 
no advantage in trying to force a 414 percent at this time. The only 
thing it would do is take away the right of the benefit from the veteran. 

Now, he can go into convention: 1 loan- many of them are—he can 
go into FH A~—many of them are—but the person that is working with 
the VA loan is perhaps the lower income bracket veteran, and we 
want to do everything that we can. We have studied it, thought about 

talked about it very carefully, and we cannot see where there is any 
advantage in any other way at this time. We feel that if we were 
allowed to raise to 5 percent and money does become freer and there 
is plenty in 6 months, naturally the interest rate would go down. Of 
course, the Congress or the President gave to FHA the right to go to 
6 percent on F HA-insured mortgages. The rate has been at 41% right 
along. Some state that if they establish a ceiling, that ceiling becomes 
the minimum: but that is not true. They could still go to 6, and, of 
course, they nught have to, if they are going to get money into the 
building program. 

Mr. Rarys. Let’s hope they don’t. Dr. Talle—— 

Mr. Tatix. Mr. Chairman. Mr. Stone, the institution, if we may 
call it that, that 1s known as discount, is a very old one; isn’t it? 

Mr. Sronr. Yes, sir. 

Mr. Tair. Just as old as interest. 

Mr. Sronr. That is right, sir; just as old as business. 

Mr. Tatie. That is right. My question is this: Do you think that 
discounts perform an economic function when the fixed mortgage 
rate is not effective in the market? 

Mr. Stone. I don’t know that I understand your question. 

Mr. Tarte. I will repeat it. Do you think that discounts perform 
an economic function when the fixed mortgage rate is not effective in 
the market ? 

Mr. Stoner. Yes; of course, they do. There is one question here 
that I think you raise, and also Mr. Betts, about the discounts that I 
wanted to bring up before I forget it, and that is that the veteran does 
not pay the discount. In the former appearance here of Mr. Patman, 
he stated that the veteran had to pay $750 discount. That is not right. 
Of course, they do attempt to get the veteran to pay a discount, but we, 
of course, protect them as much as we can, and we will not guarantee 
a loan in any way, shape, or manner, if we know there is a discount 
to be paid by a veteran. ‘The seller must assume the discount and. of 
course, discounts are—money is a business the same as anything else, 
and the price for its use varies. 

Mr. Tati. If the fixed-mort mage rate is not effective, then the dis- 
count isa way of Reo french hy, sn’t it? 

Mr. Stone. That is right. 
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Mr. Tattz. Now, what would happen if we did not change the in- 
effective rate and prohibited discounts? That has been talked of here. 

Mr. Srone. That would be wonderful, if you could do it. Cer- 
tainly no one wants a higher interest rate. We have not been favor- 
able to it at any time. We do not like the discounts. We don’t know 
how to combat them. Shoes are going up. Automobiles are going 
up, and everything else, and why shouldn’t money go up along with 
it; everybody that has investments in home savings and loan or their 
bank stocks, they want as much interest as they can get in the way of 
dividends. We can’t blame the banking people for buying these mort- 

gages for just as low as they can get them, because the y show a better 
story to their stockholders, and when there is a need for builders or 
bankers or anyone to sell mortgages people are going to buy them at 
the lowest price they can. 

Mr. Tatu. If this would stop the program in the absence of a 
Government direct loan or mortgage-purchase program, how much 
lending or purchasing authority would the Government have to pro- 
vide in order to keep the program on the same basis ? 

Mr. Stone. Our business last year was $5,800 million. The pre- 
vious year it was better than 7 or approached $7 billion. Now, prob- 
ably the World War II boys’ entitlement will be going out in a Nittle 
over a year, and it probably will be in the neighborhood of 5 to 6 
billion dollars a year—that is, if we had had the money available 
starting January 1. It wouldn’t be that now. Probably dropping 
down to around 2 21% to 8 billion through the rest of the program, until 
the Korean boys were cleared through. That is purely a guess with- 
out any figures on it. 

Mr. Tattr. I think you have answered my next question, which is 
about the 4% percent rate. If we hold to that, I believe your state- 
ment as that there won’t be any money available at that rate. 

Mr. Stone. Presently. Right now everybody is holding off to see 
what happens. I wouldn’t say that there wouldn’t be any money ¢ 
month or 2 or 3 from now. As I have been hearing, big business ad 
commercial interests have curtailed building of churches and other 
programs of that nature; have curtailed building. Money is going to 
be wanting a place to rest probably very soon. Your financial people 
are stating that the savings are increasing greatly, so maybe in 2 or 3 
months a 41/ 6-percent loan would be a pretty good thing; maybe not. 
No one knows. 

Mr. Tatie. Well, I think history is on your side in that. 

Mr. Stone. Yes. Another question that has been used a great deal 
by legislators is the fact that the 5-percent raise wouldn’t do any good. 
Go back to 1953, I believe it was, or a little prior to that, when the 
interest rate was raised from 4 to 414 percent; GI building jumped 
way out of bounds. We have a diagram in the chart here to show how 
vastly it improved after the interest rate was raised to 414 percent. 

Mr. Rarns. A year later, though. 

Mr. Stone. It takes pretty close to a year for builders to get going, 
to get commitments from lenders to complete their drawings and plans, 
their purchases—at least 6 months. You never see much progress 
from a building plan until at least 6 months after that. That is the 
danger of the situation now. 
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Mr. Rats. I was here at that time, and there was a business reces- 
sion in 1954. In the uptrend we are in now, do you expect the same 
thing to occur again ? 

Mr. Srone. To a limited extent; yes. At least we put the veterans’ 
mortgage into competition with all others, and that is the main object. 

Mr. Taxus. And isn’t our basic difficulty this, Mr. Stone: That we 
are trying as a nation to do too many great big things in a short while? 

Mr. Stone. Possibly so, sir. 

Mr. Tatie. Thank you. 

Mr. Rarns. Mrs. Sullivan has a question, and after she is through 
ye will adjourn for a while and ask you gentlemen to come back. 

Mrs. Sullivan 

Mrs. Sutuivan. Mr. Stone, gentlemen, I would like to have one item 
cleared up. At the top of page 6 in your list of arguments under 
veterans’ preference, under FHA, you say that, and I quote: 


V 


< 





New construction is not eligible for a VA guaranteed loan unless it is inspected 
during the course of construction by a VA or FHA compliance inspector, 

Now, isn’t essentially the same protection available under FHA or 
do you have in mind the fact that a new house not inspected by the 
Government is not eligible at all under the VA program, but is not 
completely ruled out under the FHA program where the only penalty 
is a lower loan-to-value ratio. I would gather from your argument 
that you think the Congress should correct this 1-year problem and 
make the FHA the same as VA, namely, that the new construction, 
that is housing less than 1 year old, will not be eligible at all unless 
(;overnment inspected. 

Mr. Strong. Oh, no. We wouldn’t advocate that for FHA at all. 
FHA is a different situation from ours altogether. We want to know 
and we are charged by Congress to see that that house is built well, 
and we can’t tell without having inspections that the house has been 
constructed according to minimum property requirements, unless 
we go in and tear it all out and see the structure. 

Mrs. Suuxivan. I believe, though, that is included in the new ad- 
ministration housing bill. 

Mr. Strong. Possibly. I wouldn’t advocate that it be eliminated 
positively at a year. We have to know how the house is constructed. 
For FHA it isn’t necessary, but they take away from it by having 85 
percent of insured value instead of 90, for example. , 

Mrs. Sutnivan. I see. Thank you. 

Mr. Ratns. Gentlemen, we will take time out for lunch. We would 
like you to come back at 1:45 for a few more questions. The com- 
mittee is in recess until 1: 45. 

(Whereupon, at 12:50 p. m., the hearing was recessed to reconvene 
at 1:45 p. m., the same day.) 


AFTERNOON SESSION 


Mr. Rarns. The committee will be in order. 

Mr. McDonough had some questions that he wanted to ask you 
gentlemen on NSLI. I don’t see him. Has he come in yet? 

You testified before the Veterans’ Affairs Committee on the subject 
of NSLI? 

Mr. Sronr. We have. Mr. Daley will speak on it. 
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Mr. Datey. We testified in connection with H. R. 21, Mr. Chair- 
man, I believe the excerpt bearing upon the use of the NSLI fund 
in that report is incorporated in the major statement that was sub- 
mitted to the committee. 

Mr. Rains. Yes; I noted the statement which you prepared. 

It. is true that the reserves of the NSLI are primarily invested in 
Treasury securities at 3 percent. That is a fact; isn’t it? 

Mr. Datey. Yes, sir. 

Mr. Rarns. Among other things, in an effort to get some mortgage 
credit to be utilized for GI loans which are in a distressed state, I 
favored this amendment. In fact, I introduced the first one last year, 
aus you know, and I have been of the opinion that it would be good 
for the veterans to increase the earnings of their fund, and these 414 
percent guaranteed mortgages would increase the earnings of that 
fund ; wouldn’t it? 

Mr. Danny. There would be a segment of the veteran population 
who are policyholders who would have exchanged for the interest 
security that they presently have, which is a guaranteed 3-percent 
return on the fund on a 100-percent security—you would have in ex- 
change for that a security which is guaranteed up to a certain amount, 
not the full amount of the loan, but the portion of the loan. 

Mr. Rains. We are not talking about taking out the full amount of 
the reserves. You must remember that, when we are talking about 
maybe a billion and a half dollars. The fund would be liquid if we 
took a billion and a half dollars for mortgages. 

Mr. Darter. The loan is guaranteed by the Veterans’ Administra- 
tion up to 60 percent of the loan, not exceeding $7,500, so that if you 
had a home loan for ten or twelve or fifteen thous: and dollars, the pres- 
ent guaranty extends to 60 percent, or $7,500—in that case it would 
be $7,500. 

Mr. Ratns. I understand that, but let’s get down to brass tacks. 
You know the Government of the United States has money in that 
instance which is not the Government’s money. It belongs to the vet- 
erans of the United States. It doesn’t belong to the Government at all. 

Mr. Daury. That is right. 

Mr. Rarns. Therefore, there is no moral obligation on the part of 
the veteran or on the part of the Congress, for that matter, either to 
see that it is invested in Treasury bonds only. There is the moral 
obligation on the part of the Congress to see that the fund is made 
sound and secure. In other trust funds which the Government is obli- 
gated for just as much, they are invested in securities that are not 
guaranteed. 

Mr. Patman related two of them this morning. It is a fact that is 
the Jaw and it is authorized by the law. I don’t know that they are now 
invested, but they are authorized to be invested in other funds. 

So you are not trying to tell the committee that it would jeopardize 
the security of the trust fund by using a billion and a half of this for 
that, are you, Mr. Daley? 

Mr. Datry. Well, we have to consider, I think, Mr. Chairman, the 
nature of the trust fund and the method of operation under the trust 
fund. It is invested in Treasury securities, and, as was brought out 
in the testimony before your sister committee, in order to utilize those 
funds it would be necessary for the Treasury to borrow additional 
funds. 
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They would have to sell the Treasury securities in which it is pres- 
ently invested, and, as was testified to by spokesmen for the fiscal 
people of the Government, that would entail a financing obligation 
that would be imposed. I am merely advising now what was said and 
the consistent position that has been taken by the Veterans’ Admin- 
istration concerning the fund. Now, whether you want to utilize—— 

Mr. Rarns. [I am not too much concerned with the complaint of the 
Treasury that they have some trouble refunding it. They have that 
trouble all of the time anyway, every day of every week. The point 
I am interested in and I think you ought to be, with the Veterans’ 
Administration, is trying to get as muc h money available as possible 
at a time of distress to help the veteran and GI home builder. It is 
difficult for me to see how you can be against it. 

Mr. Davey. Well, Mr. Chairman, of course I can only bespeak the 
position of my superiors, namely the Administrator of Veterans’ 
Affairs, and the point of view of the Bureau of the Budget, reflecting 
= views of the administration and the program which the adminis- 

ration will support. 

But I think I should recall to the chairman the philosophy that 
underlies the Serviceman’s Readjustment Act, title III, program, 
namely, that it was a program designed to afford assistance to veterans 
in obtaining home, farm, and business loans with governmental guar- 
anty and utilization of the private credit agencies. 

Mr. Ratns. You are not opposed to F NMA supporting it, are you? 

Mr. Davey. Well, there was never any intent, as far as the Veter- 
ans’ Administration title IIIT program was concerned, any intent on 
the part of the Congress that there would be a substitute program ex- 
cept when it came to the point where it was determined that the vet- 
erans in rural and semirural areas were not obtaining the credit from 
the private credit sources which the Congress expected in the first 
instance that they would have, and there was a temporary standby 
direct-loan program authorized by the Congress. 

So you are confronted with the question, are you to have a govern- 
mental supported program in its entirety or are you still going to 
invoke the utilization of private credit sources. 

So when you come to utilization of trust funds or straight Govern- 
ment support, you have a rather different program and I think it re- 
quires an exploration of the original intent of the Congress and the 
intent to ore it wants to change the program. 

Mr. Ratns. I disagree with that comp yletely. I don’t think that has 
one thing to do with it, and I don’t think that is an answer. 

I think this: I think the thing the Congress was interested in doing, 
und I know I am, is not having a direct-loan program out of the 
Treasury of the United States, and vet | was the author of the first 
one that was introduced, but I believe it should be limited to a very 
small segment where you can't get to it otherwise. 

Unless we get some money out of trust funds, whether Goverment 
trust funds or pension funds or what not, unless we do, there is not 
enough mortgage credit available, even at 5 percent, to carry on the 
GI program, in my judgment. 

So I think what we are going to have to do, if you believe in homes 
for veterans and others, is to try to tap the trust funds legally in a 
way that the trust fund will be totally preserved, and I ¢ all attention 
to the fact that the bill that I introduced before Mr. Teague’s com- 
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mittee provided that, if any loan went into default, that the VA 
to pick that loan up. So you can’t say that kind of program w sald 
endanger the trust fund. It just couldn't do it. 

Mr. Datey. In other words there, Mr. Rains, you would utilize 
governmental appropriations to salv: age the loan that went sour! 

Mr. Rains. That is exactly what you do now. 

Mr. Datry. So you raise the question there with respect to the use 
of the trust fund versus the use of appropriations. If the Treasury 
has to go out and get the money to replace the funds that are utilized 
in the trust fund, wouldn’t—and this has been our position, I am just 
repeating what has been said in our reports—wouldn’t it be just as 
logical to appropriate sufficient funds to carry on the program in 
that fashion ? 

Mr. Rarns. No; it would not, because in the first instance you are 
appropriating the funds of all of the t taxpayers of America. They 
are not all veterans, and in this instance you are using money that 
belongs to the veteran himself, so there is a great deal of difference. 

What you are doing now is to take the taxpay ers’ money and pick 
up any GI loan that is in default, and that is all right. But here we 
offer you a situation where you take his own money—not the tax- 
payers’ money generally across the country—and we want to utilize 
that, and you say you would rather use taxpayers’ money to do the 
same thing, and that doesn’t make sense to me. 

Mr. Datey. I was just raising the question, Mr. Chairman, whether, 
under those circumstances, if you were going to expand the program, 
whether it would be desirable, and, of course, Mr. Chairman, I am 
speaking the position of the Administrator. 

Mr. Rarns. I understand that. There is one other question, but I 
will defer to Mr. McDonough at this time. 

Mr. McDonoven. The situation as I understood it before we re- 
cessed for lunch, that is, your testimony, was that unless we raise the 
GI rate of interest to 5 percent, we are in a stalemate on this market? 

Mr. Stone. Presently, yes. 

Mr. McDonoven. We are doing no good for the veteran. The 
market won’t take = 41%, percent loans and we are not building 
homes for veterans. Now do you object to the appropriation of funds 
for direct loans for the veterans at 414 percent ? 

Mr. Srone. We prefer, of course, that the Government be out of 
the lending business; that private industry provide the funds for the 
purchase of homes. I believe that is the principle, the desire, of most 
everybody. We don’t want our Government to be continually borrow- 
ing and lending money. 

“Mr. McDonoven. Then you would prefer the increase in the rate of 
interest, rather than the increase in the fund for the 414-percent loan ? 

Mr. Stone. That is correct. Our debt is very great now. We can’t 
see the purpose of increasing it by four or five billion dollars annually 
for lending purposes. 

Mr. McDonoven. Insofar as the 414-percent or 5-percent loan for 
the veteran, you would prefer the 414-percent loan if the market 
would afford that? 

Mr. Stone. Naturally; yes, sir. 

Mr. McDonoven. Then suppose the NSLI funds were made avail- 
able to purchase 414-percent mortgages, wouldn’t that relieve the 
market ? 
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Mr. Stonr. Yes; I presume it would. 

Mr. McDonovcu. That would not increase the veterans’s loan to 
5 percent, it would leave it at 44% and it would give the NSLI fund a 
better investment than they are now getting for the Treasury notes 
they are buying; isn’t that true? 

Mr. Stone. Yes; that is true. 

Mr. McDonovucu. Well, now, do I understand you to say that you 
would then agree to the use of NSLI funds for the purchase of 414- 
percent mortgages in preference to an increase to 5 percent in GI loans? 

Mr. Srone. No; I can’t state that I agree, and I cannot talk on the 
insurance matter because within my Department is the pension and 
the guardianship program, the education program, and the loan 
guaranty; insurance is a separate department of VA and will have 
to be answered by Mr. Daley. 

Mr. McDonoveu. I see. 

Mr. Daley, what do you think of using NSLI fund for 414-percent 
GI loans instead of increasing it to 5 percent ? 

Mr. Datry. At the risk of a rusty needle, Mr. McDonough, I can 
only bespeak the position the Administration has taken on that pro- 
gram and it has not favored it. It has been under consideration now 
for several Congresses, and on each occasion, the position has been 
adverse. 

Mr. McDonovueu. What is the basis for their objection; do you 
know ¢ 

Mr. Datery. I believe we have summarized most of our thinking on 
the subject in connection with our statement that Mr. Stone has pre- 
sented to you this morning, in which we advert to the last report that 
the Veterans’ Administration made on H. R. 21. 

In the meantime I might say that the Committee on Veterans’ Af- 
fairs had considered a clean bill, H. R. 4965, affording the Committee 
on Veterans’ Affairs an opportunity at its last executive session to con- 
sider anew the proposal to utilize the fund and the committee rejected 
that proposal. 

Our prior report on the subject was incorporated in H. R. 21, and 
if you will remind me where the exhibit is, Mr. Stone, I will read it. 

We say in our statement proper 

Mr. Rarns. You don’t mean you are going to read all of your ob- 
jections to it? We have already had that in the summary. 

Mr. Datry. I was going to read the summary in the statement, Mr. 
Rains, it might prove helpful. 

In summary, the VA has consistently opposed any proposals to 
employ the reserves of the national service life insurance program 
as an investment carrier of GI loans instead of Government bonds. 
The reasons for this position are detailed in the VA comments referred 
to above, and, to repeat, the most recent bill on this subject considered 
by your sister committee, the House Committee on Veterans Affairs, 
was H. R. 4965, 85th Congress. This measure proposes to amend 
the National Service Life Insurance Act to provide for the invest- 
ment of 20 percent of the national service life insurance funds in 
making direct home loans to veterans, and in purchasing loans guaran- 
teed under the Servicemen’s Readjustment Act. According to the 
Congressional Record Daily Digest of February 19, 1957, the commit- 
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tee in executive session on that date voted not to report H. R. 4965. 
And the letter proper, Mr. McDonough, states: 


The bill would amend section 605 of the National Service Life Insurance Act of 
1940 to authorize and direct the Secretary of the Treasury to invest not in 
excess of 25 percent of the NSLI fund by purchasing or making commitments 
to purchase home loans and guaranteed subsequent to the enactment of the bill 
by the VA under section 501 of the Servicemen’s Readjustment Act, as amended. 
The price paid for such loans would be the unpaid principal balance plus aeerued 
interest, and loans so purchased could be sold for an amount not less than the 
unpaid principal balance plus accrued interest. Whenever the Secretary de- 
termined that any loan so accrued was in insoluble default, it would be assigned 
together with the security therefor to the Administrator of Veterans’ Affairs 
who thereupon would pay the entire unpaid principal balance plus accrued 
interest on the loan into the NSLI fund. 

It appears to be intended that the money available to the Administrator for 
the purchasing of loans pursuant to section 506 of the Servicemen’s Readjustment 
Act would be available for this purpose. The purchase, servicing, or sale of 
such loans would be handled by the Federal National Mortgage Association as 
agent for the Secretary of the Treasury with reimbursement for expenses in- 
curred thereunder made from loan income up to three-fourths of 1 percent per 
annum of the outstanding pincipal balance of the loan. Under section 501 of 
the act, loans made to veterans for the purchase, construction, repair, alteration, 
or improvement of homes, including the purchase of land on which there is a 
farmhouse, construction of a farmhouse on land owned by the veteran, and the 
repair, alteration, or improvement of the farmhouse, may be guaranteed by the 
Government in an amount equal to 60 percent of the loan, but not to exceed 
$7.500. The rate of interest on these loans would not exceed 414 percent per 
year. 

The current assets in the fund are approximately $5.6 billion and, therefore, 
under the proposed bill around $1.4 billion of this amount would be available 
for investment in home loans guaranteed by the VA irrespective of whether 
such loans are originated in rural or urban areas. To the extent that the use 
of this amount for the purchase of GI loans by the fund at par would be 
successful in stabilizing the prices at which GI loans are generally salable to 
investors, the result would be to make GI mortgage finnacing easier for the 
veterans to obtain. 


Mr. Rains. May I interrupt there. That is already in the record, 
Mr. McDonovueu. 

Mr. McDonoveu. Is this the letter of the Department to the com- 
mittee ? 

Mr. Datey. This is our letter to the Committee on Veterans’ Af- 
fairs. 

Mr. McDonoveu. The Department’s letter to the Committee on 
Veterans’ Affairs which includes its negative position on the use of 
the money ? 

Mr. Stone. Yes. 

Mr. McDonovenr. Well, of course, I don’t agree with your opinion. 

Now, this letter is Mr. Higley’s letter to the Veterans’ Affairs 
Committee ? 

Mr. Datry. With clearance through the executive branch. 

Mr. McDonovueu. So he was then expressing the Treasury Depart- 
ment’s opinion, as well ? 

Mr. Darey. He was expressing his own opinion and our procedure 
is whenever we make a legislative report we are directed to clear 
that with the executive branch. 

Mr. McDonoveu. The thing that I can’t understand is that where 
insurance companies and stabilized and high-qualified investment 
houses find these mortgages good investments, the Treasury Depart- 
ment, the Veterans’ Affairs Department, finds them not secure, and 
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still there is every evidence that a greater return would be obtained 
with the use of the premium funds than in the present use of the 
funds in the buying of Treasury notes. 

Now, another point that I think, Mr. Stone, in your testimony this 
morning you discussed, was you talked about the restriction to dis- 
counts, ‘that Mr. Patman referred to. You don’t agree with the no- 
discount policy, or do you / 

Mr. Stone. Oh, I would love it; yes, sir. It would be wonderful 
without discounts, but that isn’t normal business procedure. 

Mr. McDonovaen. Well, wouldn't the no-discount policy bring about 
a situation similar to the situation we had on price control, which 
restricted to the production of goods? 

Mr. Stone. It would have the same effect. 

Mr. McDonoueu. You would have the policy but you wouldn't 
have any business ? 

Mr. Stone. That is right. 

Mr. McDonoven. That is all, Mr. Chairman. 

Mr. Rarys. I wish we could talk further with you, but Mr. Burgess. 
from the Treasury is here and he has a very important meeting ‘at 3 
o'clock, so, gentlemen, we excuse you now, and we appreciate your 
presentation. 

Mr. Datey. May we have permission to add to the record a break- 
down on this? 

Mr. Ratns. You have permission to extend or revise, but you can’t 
put in any new material except what goes with this line of questioning. 

Mr. Daxey. I appreciate that, sir. I failed to give you all of the 
items incorporated in the Veterans’ Administration report, and I 
wanted to supplement my testimony, if necessary. 

Mr. Rains. Very well. 

Mr. Stone. Thank you, sir. 

(The complete statement of Mr. Stone is as follows :) 


STATEMENT OF RALPH H. Stone, CHIEF BENEFITS DrrRecToR, VETERANS’ 
ADMINISTRATION 


The Veterans’ Administration is pleased to report to your committee on the 
various matters which were discussed in your letter of February 15, 1957, 
requesting our appearance at these hearings. 

This statement will be confined to comment on these specific topics in which 
you expressed interest. A more extensive and detailed report on the loan 
guaranty and direct loan programs was recently made to the a on 
Veterans’ Affairs, House of Representatives, on January 24 and 25, 1957. 

One of the topics which vou have requested that we chen upon is the 
subject of the control of discounts. 


CONTROL OF DISCOUNTS 


Control of the discounts charged against builders and sellers in connection 
with GI and FHA home mortgage loans has a considerable legislative and ad- 
ministrative history. As this committee is aware, Congress authorized and 
directed both the VA and FHA to regulate discounts on such loans in April 1950 
This authority and directive were contained in section 504 of the Housing Act 
of 1950. In June of 1953, Congress amended section 504 to provide that the 
control regulations of such agencies should not be construed to prohibit an 
originating mortgage lender from requiring a seller or builder to reimburse 
the lender for any loss suffered in a “bona fide sale or pledge or an agreement 
to sell the mortgage.” In August 1954, Congress repealed section 504 of the 
Housing Act of 1950 in its entirety and since that repeal both VA and the 
FHA have regulated only the fees and charges imposed against borrowers. 
The legislative history of section 504 and a statement of the VA administrative 
experience thereunder are set forth in exhibit A of this statement. 
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Experience of the VA in administering section 504 indicates that— 

(a) Sensitive evaluation of the quality of specific mortgages offered for 
sale to an investor is made possible through the discount device, but more 
important is the salient fact that geographic variances in the supply «f funds 
available for investment in home loans bearing a fixed rate of interest 
necessarily compel yield adjustments through the discount and premium 
mechanism. 

(b) The discount and premium mechanism is a necessary and proper 
device for adjusting yields on fixed rate mortgage obligations and for sensi- 
tive evaluation of mortgage quality and should, therefore, be recognized 
as an inherent and legitimate part of mortgage market operations. 

(c) Prohibition of the payment of any discounts whatever in the face of 
geographic variances in the supply of available mortgage money is not 
feasible. 

(d) Strict regulatory controls on marketing charges tend to shut off the 
supply of mortgage capital due to the apprehension of investors and lenders 
with respect to possible infringements of the control limitations. 

However, we understand that your committee desires the comments of the 
VA relative to the enactment of legislation authorizing the VA to regulate against 
the charging of “excessive” or “unreasonable” discounts. 

With respect to the proposal under study by this committee some preliminary 
comment would appear to be in order. 

At the outset it is to be observed that mortgage originations are of two types: 

(a) Mortgages made which are retained by the originator in its own 
investment portfolio, and 

(b) Mortgages originated which the originator sells to an investor. 

Discounts may be charged against the builder or seller of the dwelling unit on 
either type of mortgage origination. 

The underlying reasons for the sale of any mortgage at a discount may be 
grouped under two major categories : 

(a) The geographic variance in the availability of mortgage money. 

(b) The yield produced in relation to other comparable investments. 

In addition, certain sales occur which may be considered as “forced” sales 
involving a seller who is compelled to dispose of his holdings and has no alter- 
native but to accept the price offered. 

Currently 414-percent GI loans simply are not considered by investors to be 
competitive in relation to alternative comparable investments. But even in those 
periods when there was generally an abundant supply of mortgage money, 
certain GI mortgages in some areas were traded at discounts. In some cases 
this was due to the quality of the particular mortgage. More often, however, 
discounts were due to the geographical variance in the availability of mortgage 
money. Areas which depend upon capital drawn from other parts of the country 
are the first to feel the pinch in the tightening of the supply of money. This 
is generally felt more acutely on the west coast, the southwestern section of the 
country, and in areas removed from metropolitan centers. 

The basic reason that GI home mortgages are traded for prices below par is to 
produce a yield which will make the mortgage attractive to the investor. Dis- 
counts and premiums are the means by which mortgages and other securities 
having a fixed rate of interest are made to produce a yield which is competitive 
in the field of investment. It is not uncommon, due to geographical variance in 
the availability of mortgage money, to have mortgages of comparable quality 
selling at different prices in different areas. In respect to prices it is also impor- 
tant to note that there is a variance in price, depending upon the arrangements 
made between the seller of the property, the originator of the mortgage and the 
ultimate investor, if different from the originator. Ordinarily there will be a 
difference in the price of mortgages available for immediate delivery and those 
on which a future purchase commitment is sought from the investor. The latter 
have a lower quotation. 

What is sometimes overlooked is the fact that the private secondary sale of 
residential mortgages does not take place in an organized exchange as do the 
sales of large corporate stock and bond issues and many commodities. Mortgage 
sales are mostly arranged privately by the buyer and seller concerned, with a 
single transaction occurring which usually involves a block or group of individual 
home loans. Since large institutional investors often purchase such blocks from 
different sellers, the prices they agree upon are frequently referred to as market 
prices, when one of the parties to the transaction voluntarily discloses the price 
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agreed upon. Undoubtedly many sales, if not most, are made without disclosure 
of the terms. This fact is mentioned in order to place the reports of mortgage 
sales that are publicly disclosed in proper perspective. It will be recognized that 
there are occasions when disclosure will serve the best interests of one of the 
parties. There are other occasions when the best interests of both parties are 
served by not disclosing the terms of the sale. Consequently, there are more rea- 
sons for disclosure of distress price sales during times of tight money supply, 
than of sales involving more favorable terms, 

There is no doubt that the 444 percent rate on GI home loans is not competitive 
today in relation to the FHA 5-percent rate and the yields obtainable on com- 
parable alternative investments. If the GI loan is to be maintained at the 41%4- 
percent interest rate, the limited activity in the program will be on the basis of 
substantial discounts. As a consequence, there will be a virtual shutting down 
of GI loan activity generally and veterans will either have to arrange other types 
of financing or alter their housing plans. It appears that prompt consideration 
should be given to putting the veteran in a competitive position in the current 
market. 

The principal factors which should be considered in connection with any pro- 
posal for the prohibition of excessive or unreasonable charges incident to the 
marketing of Government-guaranteed or FHA-insured loans are as follows: 

(a) The Government would be regulating the terms of a private sale of a 
commodity between private parties and this is so notwithstanding that the 
commodity which is the subject of the sale is a Government-guaranteed home 
mortgage. 

(b) The administrative agencies responsible for controlling discounts and 
other marketing charges would be establishing the prices at which mort- 
gages may be bought and sold and would be engaging in a form of price 
control. 

(c) Perhaps the most difficult question for consideration is what shouid 
be considered an “excessive” or “unreasonable” discount. Many factors 
go into the price an investor is willing to pay for a mortgage. The investor 
considers such matters as neighborhood characteristics, appeal of the dwell- 
ing unit, credit standing and income prospect of the borrower, foreclosure 
laws of the State, servicing and liquidation problems, and expenses, redemp- 
tion rights after foreclosure, economic prospects of the community, term of 
the mortgage, borrower’s equity in the property, ete. These are largely 
judgment elements. In the opinion of the VA the investor and the mortgage 
originator should be left free to arrive at their own conclusions concerning 
these elements and the Government ought not to attempt to substitute its 
own judgment for that of the investor and originator. Such substitution 
would be involved if discounts were controlled by the Government. 

(d@) Geographical variances in the availability of mortgage money in- 
volve variances in discounts on mortgages of similar quality in different 
areas. Ata particular time mortgages in an area close to a capital center 
might be selling at one point discount while those in a more remote area 
might involve a two point discount. At the same time a mortgage or block 
of mortgages in the first area might well involve substandard factors which 
prompt an investor to impose an even higher discount. There would be 
no proper basis for VA to determine the reasonableness of the discount under 
the varying conditions that would exist in cases of this type. 

(e) Other factors enter into home mortgage financing arrangements which 
would complicate any effort to regulate discounting operations effectively. 
Some of these factors are charges attendant upon conventional construction 
financing, future commitments and warehousing arrangements. The com- 
plexity of these operations tend to make many circumventions possible unless 
all phases of these operations are regulated, to some extent at least. We do 
not consider these operations to be readily susceptible to effective regula 
tion, nor do we consider regulation of these operations to be desirable. 

(f) Experience indicates that the minimum price for which a mortgage 
could be purchased under the administrative controls established would 
tend to become the maximum price of the mortgage. 

In the light of the VA experience in administering section 504 of the Housing 
Act of 1950 and of the factors recited herein, the VA is of the opinion that Gov- 
ernment control of marketing charges involving FHA-insured and VA-guaranteed 
home mortgages is neither desirable nor feasible. 
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USE OF NSLI FUNDS 


Several proposals have been introduced during recent years to use a portion 
of the reserve funds of the national service life insurance for providing mortgage 
money for loans to veterans. The most recent views of the Veterans’ Admin- 
istration with respect to the use of NSLI funds were expressed in a letter dated 
January 23, 1957, to the chairman of the Committee on Veterans’ Affairs in 
commenting on H. R. 21, 85th Congress. The pertinent portions of that letter 
are reproduced as exhibit B to this statement. 

In summary, the Veterans’ Administration has consistently opposed any pro- 
posals to employ the reserves of the national service life insurance program as 
an investment carrier of GI loans instead of Government bonds. The reasons 
for this position are detailed in the VA comments referred to above. The most 
recent bill on this subject considered by your sister committee, the House Com- 
mittee on Veterans’ Affairs, was H. R. 4965, S5th Congress, introduced February 
18, 1957. This measure proposes to amend the National Service Life Insurance 
Act to provide for the investment of 20 percent of the national service life insur- 
ance funds in making direct home loans to veterans and in purchasing louns 
guaranteed under the Servicemen’s Readjustment Act. According to the Con- 
vressional Record Daily Digest, of February 19, 1957, the committee, in exeentive 
session on that date, voted not to report H. R. 4965. 


VETERANS’ PREFERENCE UNDER FHA 


Your letter of invitation also requests the views of the Veterans’ Administra- 
tion on the proposal to establish a veterans’ preference program in the Fe‘teral 
Housing Administration, presumably through an amendment to the National 
Housing Act. As you indicated, “This concept is assuming paramount impor- 
tance in view of the apparent reluctance on the part of Congress to raise the 
GI interest rate. If the GI rate is not raised, it obviously will become a high 
priority objective to fashion an alternative program to maintain housing 
demand.” 

We believe that it is of considerable importance to point out that the fashioning 
of an alternative program within the framework of the National Housing Act 
would have as its primary objective the immediate attainment of a 5 percent 
interest rate on such loans as would be made to veterans. Moreover, under the 
existing provisions of the National Housing Act, the interest rate might be fur- 
ther increased to as high as 6 percent by administrative action, unless some 
specific legislative limitation were imposed in whatever new section relating to 
veterans’ loans that might be enacted. Because there are many other provisions 
of the Servicemen’s Readjustment Act and of the regulations which have been 
promulgated by the Veterans’ Administration pursuant thereto, which are more 
favorable to and protective of veteran borrowers than the counterpart programs 
under the National Housing Act as administered by the Federal Housing Admin- 
istration, there would be a further substantial dilution of veterans’ benefits under 
the “alternate route” to higher interest rates. Some of the more important and 
obvious of these benefits may be described as follows: 

(a) Protection against unreasonably high purchase prices through the 
reasonable value appraisal of the Veterans’ Administration. 

(b) Through a requirement that new construction is not eligible for a 
VA-guaranteed loan unless it is inspected during the course of construction 
by a VA or FHA compliance inspector. 

(c) The aggressive followup on construction complaints in order to assure 
that the completed unit complies fully with the plans and specifications on 
which VA based its appraisal. 

(7d) The VA has geared its procedures to encourage the extension of 
indulgence to worthy borrowers who are in temporary financial straits. 
Interest continues to accrue and is includible in the guaranteed indebted- 
ness during the period of any extension so that the holder will suffer no 
monetary loss. In the case of FHA, the holder loses interest from the date 
of default to the date foreclosure is begun. The VA has no maximum time 
limit within which foreclosure must be started. In the case of FHA-insured 
mortgages, foreclosure must be started within 1 year after default, unless 
an exception is obtained. 

(e) If a worthy borrower is in default through no fault of his own and 
the holder of the mortgage is unwilling to extend forbearance, the VA is 
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authorized to purchase the mortgage in order to avoid the foreclosure. 
Thereafter, the VA will grant an extension or arrange a repayment schedule 
in keeping with the borrower's ability to meet the obligation. 

In your consideration of the “alternate route” to higher interest rates and 
rechanneling of investment funds to Government-supported mortgages, we con- 
sider it of importance to point out that the mortgage insurance contract issued 
by FHA is less attractive to many lenders than the counterpart provisions of 
guaranty in the GI bill and VA regulations. We believe it would be illusory to 
assume that the establishment of a veterans’ preference program under the 
National Housing Act would channel substantially all of the investment capital 
heretofore directed to GI loans, into a new class of FHA-insured loans merely 
because they are for veterans. We suggest that your committee may wish to 
make inquiry of lenders in each of the major institutional types, in order to 
evaluate the measure of financial support that might be expected for Govern- 
ment-insured mortgages if the FHA contract were the only choice. 

The loan-guaranty contract has sometimes been referred to as a “better con- 
tract” from the viewpoint of both veteran borrowers and mortgage investors. 
The historical record of participation by both mortgagors and mortgagees during 
periods of favorable economic climate gives good support for the appropriate- 
ness of that label. For this reason it would seem that the interests of all parties 
concerned would be better served by permitting the interest rate on GI loans to 
be adjusted upward to 5 percent so as to be more compatible with conditions now 
prevailing in the general money market. The alternate route of attempting to 
forge a substitute product that would be deficient in many features that have 
heretofore been attractive to both veterans and lenders, does not hold forth the 
promise of either serving the veterans as well nor of attracting as much private 
capital for their loans as would the continuance of the present vehicle. 

The devices mentioned in your letter, namely of reducing the minimum down- 
payment required on FHA loans that might be made to veterans and providing 
for payment of the mortgage-insurance premium by the Government, would main- 
tain minimum downpayment requirements at about the same level as required 
under present VA regulations and make the cost of the loan to the veteran the 
same as it would be if the interest rate on VA-guaranteed loans were raised to 
the competitive level of 5 percent. But these measures by themselves would 
not be enough. There are many other provisions of the VA regulations that go 
deeper, not the least of which, from the veterans’ standpoint, is the protection 
provided on the purchase price by the VA reasonable value appraisal, and from 
the lenders’ viewpoint, of full allowance of interest from date of default to fore- 
closure. Perhaps the heart of the matter rests in the viewpoint underlying 
VA regulations which is premised at preserving the interests and equity of the 
veteran until foreclosure is a last resort. The willingness of lenders to extend 
snch indulgence stems from the opportunity extended of being made whole in 
recovery of the indebtedness through the recapture of all reasonable expendi- 
tures, Which minimizes the prospect of even the smallest loss. We submit that 
any other program designed to aid veterans in their home financing must be 
forged in such a mold if its final shape is to be satisfactorily pleasing and accept- 
able to all parties concerned. 

The measure of the contribution that has been made by the GI-loan program 
to the residential construction industry in this country is reflected by a chart 
which shows the proportion of each year’s housing starts from 1951 on, that were 
constructed conventionally, and under FHA and VA inspections and appraisals. 
It is interesting to note that the volume of new houses started each year with- 
out any form of Government participation has been remarkably stable, and that 
the increment of growth above these levels is primarily attributable to VA-guar- 
auteed loans. A copy of this chart is included as exhibit C to this statement. 

Two other charts show the month-to-month fluctuations in the volume of VA 
appraisal requests and loan applications and demonstrate the sensitiveness of 
this program to conditions prevailing in the general money markets. Copies of 
these two charts are also appended as exhibits D and E. 

Discussions of legislative devices to create an alternate program for veterans’ 
loans within the framework of the National Housing Act are necessarily directed 
primarily to the honoring of the legislative commitment to veterans with service 
during the Korean conflict which was added to the statute books during 1952 
rather than to veterans with service during World War II since their entitle- 
ment for the guaranty of loans will expire in another 17 months. Since new 
programs customarily require 6 months to a year after their legislative enact- 
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ment before becoming fully effective, we assume that it would not be seriously 
contended that World War II veterans could be served by an alternate program 
before their period of entitlement expires any more so than they will be served 
by continuing the benefit within the VA at an interest rate which is not 
competitive. 

We have prepared a chart, exhibit F to this statement, which shows a num- 
ber of veterans who obtained loan guaranty entitlement during both the World 
War II period and the Korean conflict period, and also the numbers of each 
group that have thus far utilized that benefit. This chart shows that 33 percent 
of the veterans with service in World War II only, have thus far made use of 
their loan guaranty entitlement but only 614 percent of the Korean veterans 
had obtained loans through the end of 1956. Since the Korean service veterans 
have 8 years remaining in which to use their loan guaranty entitlement, accord- 
ing to present statutes, they would be the group primarily affected by the future 
availability or inavailability of GI loans. 

The Korean veterans have commenced an active use of their loan guaranty 
entitlement during the past 2 years, and in 1956 loans guaranteed on behalf of 
Korean service veterans comprised 30 percent of the total volume of VA loan 
guaranty activity. We are including a chart, exhibit G to this statement, which 
shows the annual volume and proportion of Joans guaranteed on behalf of both 
World War II and Korean service veterans. Thus any proposals to change the 
quantum or the quality of loan guaranty benefits to be available henceforth will 
be borne primarily by the Korean service veterans. 

One of the ostensible reasons that has been advanced from time to time to 
justify the establishment of a home loan program for veterans within the frame- 
work of the National Housing Act lays considerable emphasis on the duplica- 
tion of similar functions being carried on in both the Federal Housing Adminis- 
tration and the Veterans’ Administration. It has been stated that the extent 
of the duplication of staffing and of various activities between FHA and VA is 
such that appreciable economies should be expected if all home loan insurance 
and guaranty activities were to be carried on in a single agency having cog- 
nizance of all Government housing matters. 

The Veterans’ Administration subscribes to the principle that duplication of 
processing by two Government agencies is unwarranted and should be avoided 
insofar as such avoidance is a practicable possibility, consonant with the func- 
tions and objectives of the respective agencies. The Veterans’ Administration 
considers that it has endeavored to recognize this principle in the policies and 
practices governing the loan-guaranty program. In fact our liaison with the 
national headquarters of the Federal Housing Administration has been continu- 
ous on all common problems that have arisen during the years, and has been 
particularly close during recent years. 

The reiteration of the proposal to place loan-guaranty activities under the 
jurisdiction of the Federal Housing Administration gives rise to the question as 
to how extensive such duplication actually is and what costs arise when it oc- 
curs. Duplication of processing between the two agencies occurs in a small 
segment of VA cases where the builder files application for an FHA commit- 
ment and also requests a VA appraisal. This dual appraisal permits a builder 
to sell his houses to nonveterans on FHA terms for new construction, or to a 
veteran seeking a VA-guaranteed loan. Thus the dual valuation is used as a 
marketing device to facilitate sales. In addition, the FHA commitment has 
been fashioned as an aid to production credit, and is customarily used by cer- 
tain builders as a basis for obtaining construction financing. The cost of ob- 
taining such a commitment is a modest fee in relation to other financing charges, 
and builders have willingly paid it to be assured of interim financing. 

The chart captioned “Private Housing Starts” previously mentioned (exhibit 
C) shows the number of cases of new construction on which both FHA and VA 
appraisals are obtained. The proportion of total housing starts subjects to dual 
processing range from 3.6 percent in 1951 to 11.2 percent in 1955, and comprised 
a 94 percent in 1956. Viewed in another light, the dual processing ranged 
from 19.8 percent to 28.1 percent of all new homes which VA was called upon 
to appraise, with 27.7 percent in 1956, During the past 4 years, the proportion 
has remained quite constant, indicating stability of the financing practices of the 
builders who employ that method. It is our understanding that appraisals by 
both agencies are practically nonexistent in cases of existing houses 

In all areas, the Veterans’ Administration accepts the land planning and 
engineering details of the Federal Housing Administration, unless from a re- 
view of the exhibits submitted there are patent deficiencies which might cause 
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improper drainage or other defects which would result in the units failing to 
meet the minimum property requirements. Likewise, the Veterans’ Administra- 
tion will accept FHA compliance inspections except in a few localities where 
it has been demonstrated on occasion that separate compliance inspections by 
VA should be undertaken in the interest of prudence and protection. 

Where FHA inspections are made, it is nevertheless necessary that VA be 
assured that all of the elements on which the VA certificate of reasonable value 
was based have in effect gone into the completed units, i. e., that construction 
was completed in accordance with the plans and specifications. Since FHA has 
heretofore stated that it could not furnish such advice, the VA will accept the 
lender’s certification that the unit has been completed in accordance with the 
plans and specifications. However, many lenders are reluctant to make such 
certification and it then becomes necessary to have a VA final inspection, for 
which a charge of $5 is generally made. 

It is true that the VA does not accept the FHA valuations in any case nor 
does it appear to be practicable for VA to engage the FHA for appraisal purposes. 
Over the years there have been many discussions between the two agencies seek- 
ing to find some area of agreement on which FHA appraisals would be accept- 
able. Until April 1, 1947, the VA did accept FHA valuations in combination 
FHA-505 (a) cases, but the practice was discontinued because of the belief by 
VA that otherwise it could not discharge properly its statutory responsibility 
in determining reasonable value requirements. The primary difficulty stems 
from the basic differences in the purpose for which the appraisal is made. The 
FHA is not concerned with the cost of the unit to the purchaser but only with the 
maximum mortgage amount based on long-term economic value. On the other 
hand, the VA is responsible for ascertaining that the cost of the units to the vet- 
eran is not in excess of the reasonable value of the property. Thus there is a 
wide variance in the appraisal philosophies which have presented insurmount- 
able obstacles each time efforts have been made to reach any agreement whereby 
VA could accept FHA appraisals. 

It is significant to note that in the main the strongest advocates of integrating 
the FHA-VA appraisal and inspection operations are the ones who also advocate 
the abandonment of the reasonable-value concept. The argument is advanced 
that VA also should be concerned only with maximum mortgage amount and 
not with the price which the veteran is paying. This point was considered by 
the Congress in the fall of 1945, and since then on several subsequent occasions, 
but none of these proposals were ever reported out by a congressional committee. 

The arguments against the reasonable-value concept are vulnerable for several 
reasons. One of these is the fact that contractors are often prone to run up the 
selling price by the inclusion of numerous “extras” which have eye or name ap- 
peal but whose cost and value are less than the amount added to the price. An- 
other is the fact that the primary concern of many purchasers is the amount re- 
quired to be paid down and the amount of the monthly installments. With the 
liberal credit terms offered by the VA-guaranteed loan, the downpayment and 
monthly installment factors may be brought within the range of many purchasers 
who would pay considerably more than the actual value of the property. Also, 
since low equity loans often command higher discounts, there would be strong 
pressures for the builder to pass all of such discounts on to the purchaser in the 
form of higher selling prices. It is only natural that a better price is obtainable 
for a property which may be offered for sale with a low downpayment, Jow inter- 
est rate and long maturity, than for all cash or with a high interest rate or short 
maturity. If the reasonable-value concept should be abandoned, the value of 
the liberal loan features inherent in the VA-guaranteed loan would all too often 
result in added profit to the seller at the expense of the veteran. 

Just how much additional cost is involved where a builder processes through 
both FHA and VA? An additional set of plans and specifications is required 
which probably would cost $5, but when dividing this amount among the units 
in the typical project the added cost on the individual units is so miniscule 
that it should be disregarded. The FHA application fee is $45, $25 of which is 
refunded if the permanent mortgage is financed through FHA. The VA appraisal 
fee would, in the usual project case, add $7, making the total cost $52. If the 
units are being processed solely through VA, the initial outlay would be $7 for the 
appraisal and about $15 for the inspections, or a total of $22, and at closing 
the builder gets a refund of $15 from the veteran. So while there would be 
some slight saving in those cases which presently are being processed through 
both agencies, the requirement that all builders go through FHA would result 
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in an added cash outlay of about $30 in the vast majority of the cases where 
presently the builder is processing only through VA. While it has been alleged 
that the added costs are as much as $400 or $500 per unit, these allegations do not 
seem to have the benefit of factual support, unless they embrace the cost of 
items which the builder has been compelled by VA to supply in order to assure 
compliance with minimum property requirements or to fulfill the builder’s 
contract with veteran purchasers. 

Thus we believe that a closer examination of the proposal to effect substantial 
economies by consolidating mortgage underwriting in a single agency proves to 
be largely illusory. 

If the Congress should see fit to establish a separate program for veterans 
within the framework of the National Housing Act in order to take advantage 
of the interest rate provisions of that law, additional workloads would be 
imposed upon the Federal Housing Administration, at least in proportion to the 
number of loans that would be underwritten. However, the proposal appears 
to contemplate the establishment of a new program for veterans’ loans without 
repealing section 501 of the Servicemen’s Readjustment Act. If so, the existing 
statutes would be permitted to remain operative to the extent that their terms 
would attract funds for guaranteed loans at 4% percent. 

If a new home-loan program for veterans were established under the National 
Housing Act, there would be left with the Veterans’ Administration the entire 
direct-loan program, the farm- and business-loan programs, paraplegic housing, 
and the servicing of the entire existing portfolio of guaranteed loans until the 
eontingent liability of the Government is extinguished. These responsibilities 
would require the Veterans’ Administration to maintain sizable staffs throughout 
the country, and it is likely that the combination of the new FHA staff require- 
ments plus the continued VA administrative expenses would be more than the 
costs would be under the present program. 

Further substantial costs to the Government would arise from the plan to have 
the customary mortgage insurance premium of one-half of 1 percent refunded 
by the Government to veterans obtaining loans insured by FHA. In the case 
of an average loan of $13,000 amortized over 25 years at 5-percent interest but 
paid in full at the end of 10 years, it is estimated that refunded mortgage insur- 
ance premium payments would cost the Goernment $619.90 per loan. The average 
characteristics assumed are those that would probably be typical of GI loans 
if the interest rate were put on a competitive basis with FHA loans. 

This cost of $619.90 may be contrasted with the costs which have been experi- 
enced under the VA program. Taking the 5 million loans guaranteed during 
the past 12 years, direct administrative costs amount to $25 a loan and overhead 
costs would raise that amount to $30 a loan. The net cost to the Government 
of the claims paid on defaulted guaranteed loans has averaged $6.25 per loan, 
which, when added to the administrative and overhead costs, brings the total 
eost per VA-guaranteed loan to $36.25. If the insurance of veterans’ loans is 
placed under FHA, ample funds should be appropriated by the Congress direct 
to FHA to cover the insurance cost. 

The proposed alternate cost of refunding FHA mortgage insurance premium 
payments is approximately 17 times as great as the costs under the present 
operation. 

Not only would such a plan of housing functions result in greater cost to the 
Government but it would create confusion and misunderstanding in the public 
mind as to which agency had responsibility over which activities. 

The Veterans’ Administration would have no objections to a liberalizing of the 
downpayment requirements under title II of the National Housing Act, so that 
veterans who do not use their GI loan privileges during the span of their statu- 
tory entitlement might be afforded somewhat more liberal terms than now exist 
for FHA loans when they enter the housing market. Such a liberalizing of 
downpayment requirements would, of course, add a measure of effective demand 
to the housing markets and provide a stimulus to the residential coustruction 
industry by making it possible for families with relatively small cash holdings to 
purchase houses where they otherwise could not, provided there were an adequate 
flow of investment funds available for such loans. 

The question should be raised, however, as to whether this year is a propitious 
time to provide such liberalization. It may well be that at some other date, 
the stimulation of the home construction industry may have more favorable and 
fewer unfavorable consequences than at present. 
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Exuipit A, REGULATION OF FEFS AND CHARGES BY VA UNpbER SecrTion 504 or 
Hovusine Act or 1950, As AMENDED 


I, BACKGROUND 


When the Housing Act of 1950 was under consideration by the Congress the 
proposal for control of fees and charges in connection with VA-guaranteed home 
loans was initially confined to control or regulation of the fees chargeable by a 
lender in respect to mortgages to be sold to the Federal National Mortgage Asso- 
ciation. At that time, FNMA was issuing advance purchase commitments and 
many such commitments were held by lenders. The lender at that time could 
sell all of his GI loan originations to FNMA and these lenders who had FNMA 
commitments were, in some areas, charging builders substantial sums in order 
to obtain the financing which eventually resulted in a Government-owned mort- 
gage. In effect, the lender was exacting a fee from the builder or sponsor for 
obtaining GI financing that actually represented the use of Government funds. 
It is considered that this was the practice that Congress was mainly concerned 
about and was desirous of curbing, although there was, in addition, concern that 
the cost to the purchaser of the house would include this charge to the builder. 


II. LEGISLATIVE HISTORY 


A. In the report from the Senate Committee on Banking and Currency on the 
amendment of S. 2246 (Rept. No. 1286, dated February 24, 1950) it was stated: 

“With respect to these Gi-guaranteed loans, a committee amendment previously 
reported would have required the mortgagee, as a condition to the sale to the 
FNMA, to certify that no bonus, fee, or charge, other than those approved by the 
FNMA, has been or will be received in connection with the placement of the loan. 
The amendment was directed against a practice in some areas of payments by 
builders to lenders in order to get them to make 4-percent GI loans for resale to 
FNMA. This practice tends to increase the price of housing sold to veterans 
and to defeat the purpose of the 4-percent interest rate limitation for GI loans. 
Your committee has now deleted this amendment, which would have applied only 
in the case of FNMA purchases of VA-guaranteed loans, and in lieu thereof is 
recommending a provision to be included in title VI of the amendment (sec. 604), 
which would specifically authorize and direct both the Federal Housing Com- 
missioner and the Administrator of Veterans’ Affairs to prescribe maximum fees 
which could be charged in connection with the financing of construction or sale 
of housing built or sold with the assistance of any FHA-insured mortgage or 
VA-guaranteed loan, and to require certifications from the mortgagee that no 
excess charges have been imposed by it. Regulations so issued could apply to 
all charges made in connection with financing of housing built or sold with such 
assistance, even though some portion of the financing was not assisted by the 
Government. Thus the maximum benefits from such a provision would be ex- 
tended to all purchasers of homes for which loans are guaranteed or insured by 
the Government, whether or not the loans are sold to FNMA.” 

BL. The following is quoted from Conference Report No. 1893, dated April 5, 
1950, which accompanied 8S. 2246: 

“Section 504 of the Senate bill contained a provision directed against the 
practice of lenders requiring excessive charges in consideration for making FHA 
or VA guaranteed loans. In lieu of the provsion of H. R. 6070 that no otherwise 
eligible mortgages could be purchased by the Federal National Mortgage Asso- 
ciation unless the mortgagee certifies that no bonus, fees, or other charges in 
excess of those expressly authorized by the Association has been or would be 
charged or received by such mortgagee to or from the builder or the mortgagor 
in connection with such mortgage, the Senate language specifically authorizes 
and directs both the Federal Housing Commissioner and the Administrator of 
Veterans’ Affairs to prescribe the maximum fees which could be charged in con- 
nection with financing of construction or sale of housing built or sold with the 
assistance of any FHA insured or VA guaranteed loan, and to require certifica- 
tion from the mortgagee that no excess charges have been imposed by such 
mortgagee. These regulations would apply not only to charges in connection 
with the particular mortgage loans insured or guaranteed by the Government, 
but to charges in connection with other loans made for the construction or sale 
of housing involved. The conference substitute contains the Senate language.” 
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Ill. THE LAW 


Section 504 of the Housing Act of 1950 as originally enacted on April 20, 1950 
(Public Law 475, 8ist Cong.) provided as follows: 

“Sec. 504. With respect to housing built or sold with assistance provided under 
the National Housing Act, as amended, or title III of the Servicemen’s Read- 
justment Act of 1944, as amended, the Federal Housing Commissioner and the 
Administrator of Veterans’ Affairs, respectively, are hereby specifically author- 
ized and directed to issue such regulations, applicable uniformly to all classes of 
mortgagees, as they determine desirable for the purpose of limiting the charges 
and fees imposed upon the builder, veteran, or other purchaser in connection 
with the financing of the construction or sale of such housing, whether or not 
such charges were or are imposed jn connection with the financing assisted by 
the Federal Government, and no loan shall be insured or guaranteed under such 
acts unless the mortgagee certifies that it has not imposed upon the builder, 
veteran, or other purchaser any charges or fees in connection with the financing 
of the construction or sale of such housing in excess of the charges or fees 
permitted under such regulations for such purposes as are applicable to the 
housing involved.” 

(It will be noted that as originally enacted sec. 504 did not authorize control 
of charges or fees against the seller of an existing previously occupied dwelling, 
or against real-estate sales brokers or other third parties.) 


IV. ADMINISTRATIVE IMPLEMENTATION 


A. The statute required controls on the charges or fees that lenders could 
impose against builders not only in connection with the guaranteed or insured 
financing to the persons purchasing the completed units but also in connection 
with conventional construction financing obtained by the builder to construct 
the units. 

B. The Veterans’ Administration (the Federal Housing Administration also) 
construed the statute as prohibiting the payment or absorption by builders 
of the discounts incurred by originating lenders when disposing of loans to 
investors. 

C. The VA and the FHA took coordinated action to issue appropriate regu 
lations and approved schedules of permissible fees and charges. The lender 
was required to certify that it had not imposed fees or charges in excess of 
those permissible. Where the builder had obtained construction financing from 
a lender other than the lender making the guaranteed home loans to the veteran 
purchaser VA required the builder to certify that in connection with the con- 
ventional construction financing obtained he had not paid any fees or charges 
in excess of those permissible. 

D. In September of 1951, section 504 was amended by the Congress to require 
the regulation of charges against the seller of existing previously occupied 
property sold with VA or FHA guaranteed or insured financing (Public Law 
139, 82d Cong.). The VA regulations and fee schedules were amended 
accordingly. 

BE. The interest rate payable on VA guaranteed home loans in 1951 and 1952 
was 4 percent. FHA-insured loans had a 4%4 percent interest rate. WVA-guaran- 
teed 4-percent loans were selling in the secondary market at substantial discounts. 
FHA-insured 414-percent loans had a somewhat more favorable market. In 
this economic market, builders and lenders sought ways and means of legally 
circumventing the limitations in the VA regulations and schedules against the 
payment or absorption by builders of the discounts being incurred by originating 
lenders when disposing of 4-percent loans in the secondary market and a situa- 
tion developed which was not satisfactory from an administrative standpoint, 
or from the standpoint of the builders and lenders generally. 

F. The most widely used methods of circumvention were as follows: 

(1) The real-estate sales broker would pay a loan fee or discount from 
his sales commission. 

(2) The builder or other seller would originate the loan in its own name 
as a nonsupervised lender on a prior-approval basis, or would have the loan 
originated by a mortgagee subsidiary or affiliate which was owned or con- 
trolled by the builder, and then sell the loan at a discount, frequently to 
the lender who would have made the loan in the first place had the builder 
or other seller been permitted to pay the discount directly. 
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(3) Use of a “repurchase agreement” under which the builder or other 
seller agreed to buy the loan from the originating lender at part within a 
specified period after the loan was closed, usually 90 days, unless the lender 
was able to sell the loan at par or better during such period. The builder 
or other seller was usually required to deposit a sum of money to be for- 
feited if such agreement to repurchase was not carried out. Usually the 
deposit was approximately equal to the contemplated discount which the 
loan would sell for in the secondary market. 


(These arrangements were considered by the VA Solicitor (now General 
Counsel) and determined not to be in contravention of applicable law, regula- 
tions, schedules, and certifications. ) 

G. On May 5, 1953, VA increased the interest rate on GI home loans from 
4 percent to 4% percent. In connection with such increase and in an effort 
to curb the practices referred to in (2) and (3) of the preceding paragraph, VA 
amended its fee schedules and certifications, effective May 18, 1953. The new 
fee schedule specifically barred any arrangement or agreement which would 
result directly or indirectly in the imposition upon, or absorption by, the builder 
or other seller of any cost in addition to or in excess of those expressly authorized 
by the schedule. In addition to the lender’s certification that he had not charged 
the builder, seller, or veteran excessive or unauthorized charges, VA required 
the builder to certify that in connection with the financing of the construction 
and sale of his units he had not paid or absorbed and would not pay or absorb 
any charges or fees in excess of or in addition to those expressly authorized by 
the approved fee schedule. In connection with such certification the builder 
was required to acknowledge that he understood and agreed in making the 
certification that the payment or absorption by him of any fee, charge, discount, 
warehousing fee, or commitment fee directly, or indirectly, through a wholly or 
partially owned affiliate or subsidiary, in excess of or in addition to the amounts 
expressly authorized by the fee schedule, was prohibited. 

H. The administrative action taken to curb charges and practices prevalent 
quickly resulted in a vast number of complaints to Congress by builders and 
lenders. Hearings were held and the Congress amended section 504 to provide 
that control or regulation of fees and charges under section 504 “shall not be 
construed to include any loss suffered by an originating lender in the bona fide 
sale or pledge or an agreement to sell the mortgage” (Public Law 94, 88d Cong., 
approved June 30, 1953). (See hearings before the Committee on Banking and 
Currency, United States Senate, 88d Cong., Ist sess., on S. 1621, S. 1848, S. 1864, 
and S. 2103, June 15, 16, 17, and 18, 1953, and hearings before the Committee on 
Banking and Currency, House of Representatives, 88d Cong., Ist sess., on H. R. 
5667, June 16, 17, 22, and 23, 1953.) In connection with such amendment, state- 
ment by Hon. Homer E. Capehart for the managers on the part of the Senate, on 
the conference report on S. 2103 (printed in the Congressional Record of June 30, 
1953) reads as follows: 

“The Senate receded to the House and accepted the amendment to section 504 
which will have the effect of permitting the sale of VA mortgages by the origi- 
nating mortgagee at a discount, The May 18 regulation of the VA would have 
prohibited such sales. The effect of the regulations, and I imply no criticism of 
the VA for issuing it, would have been greatly to lessen the amount of housing 
for our veterans and to increase unemployment among the construction workers. 
It had the practical effect of cutting off GI financing in many areas of our Nation, 
so it was testified. 

“In receding to the House your conferees were very concerned lest any dis- 
counts, fees, or other charges permitted under this amendment be passed on to 
the veteran or purchaser. I am satisfied that the language of the amendment 
does not permit any discounts, warehousing fees, or other similar financing 
charges to be passed on to the purchaser. In order for the Veterans’ Adminis- 
tration and the Congress to observe if any abuses take place under this provi- 
sion and in order for them to see if any builders are attempting to pass any 
discounts, fees, or other similar financing charges back to the veteran, it is our 
intent that the Veterans’ Administration issue regulations requiring the origi- 
nating lender of any home mortgage loan guaranteed by it under title III of 
the Servicemen’s Readjustment Act, as amended, to report the amount of any 
discount, warehousing charge, similar financing charge, or other fee assessed 
against the builder or originating mortgagee.” 

In the conference report (Rept. No. 692 dated June 30, 1953) which accom- 
panied S. 2103, the following statement is made: 
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“VA regulation of May 18, 1953: The House amendment contained an amend- 
ment to clarify section 504 of the Housing Act of 1950 so that it will not be con- 
strued as to require regulations which prevent the flow of mortgage money to 
those areas of the country which must rely upon other areas for a substantial 
supply of mortgage capital. Such was the effect of the May 18, 1953, regulation 
issued by the VA Administrator.” 

“The Senate bill did not contain any similar provisions. 

“The conference report conforms to the language of the House amendment. In 
adopting the language of the House amendment, the committee of conference 
wishes to make clear that the Veterans’ Administration may take reasonable 
measures to assure that any discounts or warehousing or similar fees which may 
be absorbed by the builder are not to be passed back to the veteran purchaser. 
Any such cost cannot be passed back to the veteran if the certificate of reasonable 
value, issued by the Veterans’ Administration in connection with the sale of the 
property, is in fact a realistic value. Im connection with the sale of a property 
guaranteed or insured by the Veterans’ Administration the VA issues a so-called 
certificate of reasonable value, commonly referred to as a CRV, which sets a 
maximum limit at which the property may be sold and the veteran still obtain 
an insured or guaranteed loan upon it. This is the control mechanism to guard 
against abuses in either financing cost or construction practices. Obviously if 
the CRY is a realistic figure such abuses cannot exist.” 

I. An important practical aspect of the June 30, 1953, amendment to section 
504 permitting originating lenders to require builders to reimburse them for loss 
incurred in connection with the sale of the loan to an investor was the fact that 
lenders such as savings banks, and savings and loan associations that desired 
to originate loans for portfolio retention were not permitted to make any discount 
charge to the builder in connection with loans originated and retained as port- 
folio investments. These lenders found themselves in an unfavorable competitive 
position since secondary investors acquiring loans via the purchase route were 
permitted to charge the originator (who required the builder to reimburse) what- 
ever discount was agreed upon. This situation accelerated the practice of 
builders originating loans directly or through subsidiaries and affiliates and then 
selling the loans at a discount to the bank or other lender by whom the loan 
would have been made in the first instance had it been permitted to charge a 
discount to the builder directly. 

J. After considering fully the developments consequent on the May 1955 amend- 
ment to section 504, VA recommended to the Administrator of the Housing and 
Home Finance Agency that action be taken to recommend to the Congress that 
section 504 of the Housing Act of 1950, as amended, be repealed. (See attached 
copy of letter dated December 22, 1953, from the Administrator of Veterans’ 
Affairs to the Administrator of the Housing and Home Finance Agency.) In 
connection with the proposed legislation repealing section 504 of the Housing Act 
of 1950, as amended, a VA witness testified before the Committee on Banking 
and Currency, House of Representatives, 83d Congress, 2d session, as follows: 

“With the repeal of section 504 of the Housing Act of 1950, as amended, the 
VA would, in the absence of the establishment of fees and charges maxima by 
the President only regulate the fees and charges that lenders may impose directly 
against the veterans obtaining GI guaranteed or insured loans. It would not 
attempt to regulate the fees and charges that lenders may impose against builders, 
sellers, or other parties interested in the transaction. As a consequence, lenders, 
builders, sellers, and other parties in interest—except the veteran borrower— 
would be at liberty to bargain freely in connection with the charges to be paid 
incident to the extension of both construction and permanent financing. In this 
situation competitive factors or considerations would operate to determine the 
fees and charges payable. The Veterans’ Administration is of the opinion that 
this is desirable both from the standpoint of the lending and building industries 
and from an administrative standpoint as well.” (See testimony beginning on 
p. 219, hearing before the Committee on Banking and Currency, House of Repre- 
sentatives, 83d Cong., 2d sess., on H. R. 7839. 

Before the Committee on Banking and Currency, United States Senate, 83d 
Congress, 2d session, VA testimony bearing on the proposed repeal of section 
504 was as follows: 

“WITNESS. With the repeal of section 504 of the Housing Act of 1950, as 
amended, the VA would, in the absence of the establishment of fees and charges 
maxima by the President, only regulate the fees and charges that lenders may 
impose directly against the veterans obtaining GI guaranteed or insured loans. 





HOUSING ACT OF 1957 S87 


“It would not attempt to regulate the fees and charges that lenders may impose 
against builders, sellers, or other parties interested in the transaction. As a 
consequence, lender's, builders, sellers, and other parties in interest—except the 
veteran borrower—would be at liberty to bargain freely in connection with the 
charges to be paid incident to the extension of both construction and permanent 
financing. 

“In this situation, competitive factors or considerations would operate to 
determine the fees and charges payable. The Veterans’ Administration is of the 
opinion that this is desirable both from the standpoint of the lending and building 
industries, and also from an administrative standpoint. 

“Senator BENNETT. May I interrupt you there again? Do I understand, 
therefore, that you are opposing the idea that the President should have the 
power to set any such maximum fees? 

“Witness. No, sir; we are not. We are simply saying that in the absence 
of action by the President, we don’t propose to regulate at all, except charges 
made directly against the veteran. Now the primary reason for putting that 
in here and expressing ourselves this way is that there is a controversial record 
behind us, in and out of the Confress, and we are stating our position, so that 
if anybody doesn’t like it, they can bring us to book right now. 

“Senator Bennetr. Well, you go on. 

“Witness. When I said ‘anybody,’ I meant if the committee didn’t like what 
we would propose to do, they would be on notice, and would make us do differ- 
ently. 

“Senator BENNETT. That is right.” 

(See testimony beginning at end of p. 188, hearings before the Committee 
on Banking and Currency, United States Senate, 83d Cong., 2d sess., on S. 2889, 
S. 2938, and 8. 2949.) 

K. Section 504 of the Housing Act of 1950, as amended, was repealed by 
Public Law 560, 83d Congress, approved August 2, 1954. In connection with 
such repeal the following statement appears in the conference report, House 
of Representatives (Rept. No. 2271, dated July 17, 1954) which accompanied 
H. R. 7839: 

“Control of lenders’ charges and fees: The Senate amendment added to the 
House Dill a provision repealing section 504 of the Housing Act of 1950, which 
directed the Federal Housing Commissioner and the Administrator of Veterans’ 
Affairs to limit and control the fees and charges imposed by lenders upon builders 
and purchasers in connection with mortgages and home loans. A similar pro- 
vision in the House bill was eliminated when title II of the reported bill (relating 
primarily to mortgage interests rates and terms) was stricken out on the floor 
of the House. Section 504 of the Housing Act of 1950 is no longer needed, since 
adequate authority for the control of these fees and charges is outherwise avail- 
able. The conference substitute includes the provision added by the Senate 
amendment. This is intended in no way to remove any protection afforded to 
veterans and other purchasers against excessive fees and charges in connection 
with VA and FHA home loans. The VA and FHA will oentinue to have ade- 
quate authority under other provisions of law to control fees and charges paid 
by purchasers in connection with the initiation of such loans and the disburse- 
ment. of loan proceeds, and it is the intention of the committee of conference 
that those agencies will continue to exercise their authority to protect veterans 
and other purchasers against excessive fees and charges.” 

The following statement appears in the report of the Senate Committee on 
Banking and Currency (Rept. No. 1472) which accompanied H. R. 7839: 

“Section 912: Repeal of section 504 of the Housing Act of 1950. This section 
would repeal section 504 of the Housing Act of 1950 directing the VA and FHA to 
control the charges and fees imposed by lenders upon builders and purchasers 
in connection with FHA and VA home loans. 

“Section 504 was enacted primarily to meet a situation no longer existing. 
At the time of such enactment many FNMA advance commitments were held by 
lenders who were, in some areas, charging builders substantial sums for financ- 
ing which eventually resulted in the Government holding the mortgages involved. 
Because VA regulations under section 504, with changing market conditions, 
imposed severe restrictions on certain lenders, the Housing Act of 1953 pro- 
vided that the limitations on fees under section 504 should not be construed to 
include any loss suffered by an originating lender in the bona fide sale or pledge 
of a mortgage. This 1953 provision, in practice, resulted in a discrimination 
against lenders seeking to hold loans for their own portfolio. In order to cope 
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with the advantage the statute affords to secondary investors, who acquire 
loans by purchase rather than direct origination, many lending institutions 
arranged to have the builders or their subsidiaries or affiliates originate the 
loans for the purpose of sale to such institutions at a discount. 

“There would be adequate authority after the repeal of section 504 for the 
control of fees and charges paid by borrowers on FHA or VA home loans.” 


Vv. CURRENT SITUATION 


Currently, VA regulates and controls only the fees and charges which lenders 
may impose against veterans obtaining VA-guaranteed loans. The lenders mak- 
ing such loans are required to certify that the charges or fees made or imposed 
against the veteran borrower are only those which are authorized by the schedule 
of fees and charges approved by VA. 

DECEMBER 22, 1953. 
Hon. ALBERT M. COLE, 
Administrator, Housing and Home Finance Agency, 
Washington, D. C. 


Dear Mr. Cole: This is in response to your request of December 14, 1953, 
that I advise you regarding the experience of the Veterans’ Administration 
with section 504 of the Housing Act of 1950, and that I state my views as to 
whether it has proved to be workable and effective. 

It is considered advisable at the outset to advert to the situation which existed 
when the Congress originally enacted section 504 of the Housing Act of 1950. 
The following is quoted from Conference Report No. 1893, dated April 5, 1950, 
which accompanied S. 2246: 

“Section 504 of the Senate bill contained a provision directed against the prac- 
tice of lenders requiring excessive charges in consideration for making FHA- or 
VA-guaranteed loans. In lieu of the provision of H. R. 6070 that no otherwise 
eligible mortgages could be purchased by the Federal National Mortgage Associa- 
tion unless the mortgagee certifies that no bonus, fees, or other charges in excess 
of those expressly authorized by the Association has been or would be charged 
or received by such mortgagee to or from the builder or the mortgagor in con- 
nection with such mortgage, the Senate language specifically authorizes and 
directs both the Federal Housing Commissioner and the Administrator of Vet- 
erans’ Affairs to prescribe the maximum fees which could be charged in con- 
nection with financing of construction or sale of housing built or sold with the 
assistance of any FHA-insured or VA-guaranteed loan, and to require certifica- 
tion from the mortgagee that no excess charges have been imposed by such 
mortgagee. These regulations would apply not only to charges in connection 
with the particular mortgage loans insured or guaranteed by the Government, 
but to charges in connection with other loans made for the construction or sale 
of housing involved. The conference substitute contains the Senate language.” 

In the report from the Senate Committee on Banking and Currency on the 
amendment of S. 2246 (Rept. No. 1286, dated February 24, 1950), it was stated: 

“With respect to these GI-guaranteed loans, a committee amendment previ- 
ously reported would have required the mortgagee, as a condition to the sale to 
the FNMA, to certify that no bonus, fee, or charge, other than those approved 
by the FNMA, has been or will be received in connection with the placement of 
the loan. The amendment was directed against a practice in some areas of 
payments by builders to lenders in order to get them to make 4-percent GI loans 
for resale to FNMA. This practice tends to increase the price of housing sold 
to veterans and to defeat the purpose of the 4-percent interest rate limitation 
for GI loans. Your committee has now deleted this amendment, which would 
have applied only in the case of FNMA purchases of VA-guaranteed loans, and 
in lieu thereof is recommending a provision to be included in title VI of the 
amendment (sec. 604), which would specifically authorize and direct both the 
Federal Housing Commissioner and the Administrator of Veterans’ Affairs to 
prescribe maximum fees which could be charged in connection with the financing 
of construction or sale of housing built or sold with the assistance of any FHA- 
insured mortgage or VA-guaranteed loan, and to require certifications from the 
mortgagee that no excess charges have been imposed by it. Regulations so issued 
could apply to all charges made in connection with financing of housing built 
or sold with such assistance, even though some portion of the financing was not 
assisted by the Government. Thus the maximum benefits from such a provision 
would be extended to all purchasers of homes for which loans are guaranteed 
or insured by the Government, whether or not the loans are sold to FNMA.” 
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It should be borne in mind that initially what the Congress proposed was a 
control on fees chargeable by the mortgagee only with respect to those mortgages 
being tendered to Fanny May. At that time the Federal National Mortgage 
Association was issuing advance commitments and many such commitments were 
held by lenders. Furthermore, the mortgagee could sell all of his GI loan origi- 
nations to FNMA and these lenders who had the Fanny May commitments were 
in some areas, charging builders very substantial sums in order to obtain the 
financing which eventually resulted in a mortgage owned by the Government. 
The lender was (in effect) exacting a fee from the builder or sponsor for obtain- 
ing GI financing that actually represented the use of Government funds. It is 
considered that this was the practice Congress was mainly concerned about and 
was desirous of curbing, although there was, in addition, concern that the cost 
to the purchaser of the house would include this charge to the builder. As you 
know, Congress has changed the FNMA advance commitment authority. Such 
change, together with other developments concerning the purchase of mortgages 
by Fanny May, have operated as effective curbs on the practice (the charging 
of fees for what really was the use of Government funds) which the Congress 
was seeking to control when section 504 was originally enacted on April 20, 1950. 

Prior to June 30, 1953, section 504 of the Housing Act of 1950 directed the 
Administrator of Veterans’ Affairs (and the Commissioner of the Federal Hous- 
ing Administration) to control the charges and fees lenders could impose on 
the builder or seller of residential construction being sold with the aid of Gov- 
ernment guaranteed or insured financing. The statute required controls on the 
charges and fees that lenders could impose against builders, not only in connection 
with the guaranteed or insured financing to the persons purchasing the com- 
pleted units but also in connection with conventional construction on financing 
obtained by the builder to construct the units. The Federal Housig Admin- 
istration and this agency took coordinated action to issue appropriate regulations 
and approved schedules of permissible fees and charges. The respective agencies 
construed the statute as prohibiting the payment or absorption by builders 
of the discounts incurred by originating lenders when disposing of loans guar- 
anteed or insured by such agencies to investors, and the schedules prohibited 
lenders from passing such discounts on to builders. As you know, VA-guaranteed 
4-percent loans were selling in the secondary market at substantial discounts. 
FHA-insured 414-percent loans had a somewhat more favorable market. In 
this economic market lenders and builders sought ways and means of legally 
circumventing the prohibitions in the VA regulations and schedules against the 
payment or absorption by builders of the discounts being incurred by lenders 
when disposing of 4-percent loans in the secondary market, and a situation 
developed which was not satisfactory from an administrative standpoint, or 
from the standpoint of lenders and builders, 

On June 30, 1953, Congress endeavored to cure the situation by an amendment 
to section 504, which has the effect of authorizing builders to pay or absorb 
the discounts and other charges lenders originating Government-guaranteed or 
insured loans incurred when disposing of those loans to secondary investors. 
It is true that under this amendment lenders originating GI loans for retention 
may not make any charges to builders in connection therewith since the statute 
contemplates the absorption or payment of discounts by builders only in the 
event the loans originated are sold. The industry has overcome this obstacle 
by having the loans originated by builders or by their subsidiaries or affiliates 
who thereafter sell the loans to the “permanent” lenders at a discount. You 
will recognize that this arrangement is necessary in order to cope with the com- 
petitive advantage which the statute currently affords to secondary investors 
who acquire loans by purchase rather than through direct origination. Such 
local institutions as savings banks, savings and loans associations, and others 
that ordinarily would originate loans on local properties for retention are nat- 
urally adverse to doing so at a par cost when their position yieldwise will be 
improved by acquiring loans through purchase. 

Section 504, as it currently provides, precludes effective control over the 
amount of the charges against builders, since the statute clearly contemplates 
that builders may pay whatever discounts and charges secondary investors 
actually charge the lenders originating loans guaranteed or insured by the 
Federal Housing Administration or the Veterans’ Administration. There ob- 
viously is little point in controlling the charges a lender makes in connection 
with conventional construction financing extended to the builder so long as the 
builder can originate the “takeout” loans and thereafter sell them to the con- 
struction lender at whatever discount is agreed upon. The enactment of legisla- 
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tion prohibiting builders from originating GI loans directly or through the 
medium of a subsidiary or affiliate would not be a remedy, because it would only 
serve to continue in effect and to accentuate the competitive advantage which 
investors acquiring loans by purchase currently have under section 504 over 
investors acquiring loans by origination. These factors and the fact that the 
practice which mainly induced the original enactment of section 504 no longer 
obtains, leads this agency to recommend that section 504 be repealed. The 
effect of such a repeal would be that both this agency and the Federal Housing 
Administration would confine its control to the regulation of the charges lenders 
may make against the borrowers obtaining guaranteed or insured loans while 
control of charges against builders both in respect to guaranteed and insured 
financing to persons purchasing homes and to conventional construction financing 
obtained by the builders would be determined by competitive forces. The Vet- 
erans’ Administration is of the opinion that this is desirable and that Govern- 
ment controls should exist only if practicable and clearly necessary. The re- 
peal of section 504 could also allow local investors such as savings banks and 
savings and loan associations to compete on equal terms with secondary in- 
vestors without the necessity for resorting to the indirect origination of loans 
by builders or their subsidiaries or affiliates. 

We are not unmindful that some contend that builders do not absorb discounts 
or other charges made by lenders but merely pass such charges to the home 
purchaser by increasing the sales price of the homes. It is the opinion of the 
Veterans’ Administration that this contention is not generally valid in that it 
overlooks the appraisal contro!s which this agency can exercise through refusal 
to recognize increases in reasonable value. Regional offices of this agency have 
been exhorted to exercise extreme care to avoid yielding to any upward pres- 
sures from builders to permit the reflection of discounts through higher reason- 
able values. While we do not deny the possibility or even the probability that 
in some instances the builder is able to obtain higher valuations sufficient to 
recompense him for all, or at least part, of whatever discount he may be re- 
quired to pay for his financing, we are of the opinion that such instances are 
a minority and that in the great majority of cases it is unlikely that a builder 
is able to recoup his discount costs through higher reasonable values. In any 
case, there is no reason to believe that the builder would be more successful in 
having his discount absorptions reflected in the reasonable value if section 504 
were to be repealed, since our instructions requiring the vigilant examination 
of appraisal requests to avoid the reflection of discounts will remain unchanged. 
This would be consonant with the intent manifested by the Congress when the 
provisions of section 504 were liberalized to authorize builders to absorb dis- 
counts since the Congress contemplated that the control against builders passing 
discounts on to veterans would, in fact, be the appraisal control. In that con- 
nection the conference report (Rept. 692, dated June 30, 1953) which ac- 
companied 8. 2103, states as follows: 

“In adopting the language of the House amendment, the committee of con- 
ference wishes to make clear that the Veterans’ Administration may take reason- 
able measures to assure that any discounts or warehousing or similar fees 
which may be absorbed by the builder are not to be passed back to the veteran 
purchaser. Any such cost cannot be passed back to the veteran if the certificate 
of reasonable value, issued by the Veterans’ Administration in connection with 
the sale of the property, is in fact a realistic value. In connection with the sale 
of a property guaranteed or insured by the Veterans’ Administration the VA 
issues a so-called certificate of reasonable value, commonly referred to as a 
CRY, which sets a maximum limit at which the property may be sold and the 
veteran still obtain an insured or guaranteed loan upon it. This is the control 
mechanism to guard against abuses in either financing cost or construction prac- 
tices. Obviously if the CRY is a realistic figure such abuses cannot exist.” 

Historically, there has always been a geographic variance in the adequacy of 
the supply of mortgage money. As a consequence certain mortgages would 
command a premium in some areas of the country while in other areas the same 
mortgage would be sold at a discount. Within reasonable limits this is an en- 
tirely proper situation. On the other hand, there is always the possibility of the 
practice exceeding normal bounds and unquestionably it would be highly desir- 
able to endeavor to keep it within reasonable limits. That the effectuation of 
such control through restrictive legislation is not practicable is indicated by the 
experience of this agency in its endeavor to administer effectively the provisions 
of section 504 as they existed prior to June 30, 1953. Since the prime motivating 
factor which originally prompted the passage of section 504 no longer obtains 
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and since the recent amendment to the statute does not afford any really effec- 
tive control over charges against builders this agency is of the opinion that the 
preferable course action is to recommend to the Congress that the statute be 
repealed. We think the clarifying effect of such repeal would have a healthful 
and desirable effect of encouraging many responsible investors to resume or 
augment their participation in GI loans as it would eliminate the concern over 
the possibility that inadvertently or otherwise the fees attendant loan origination 
may have been in derogation of the law as it now exists. 
Sincerely yours, 
H. V. Htertzy, Administrator. 


Exursit B 


VETERANS’ ADMINISTRATION, 
OFFICE OF THE ADMINISTRATOR OF VETERANS’ AFFAIRS, 
Washington, D. C., January 28, 1957. 
Hon. OLIN FE. TEAGUE, 
Chairman, Committee on Veterans’ Affairs, 
House of Representatives, Washington, D. C. 


Dear Mr. Teacue: This will refer to your request for a report by the Veterans’ 
Administration on H. R. 21, 85th Congress, a bill to amend the National Service 
Life Insurance Act of 1940 to authorize the Secretary of the Treasury to use up 
to 25 percent of the national service life insurance fund for the purchase of loans 
guaranteed under the Servicemen’s Readjustment Act of 1944, and for other 
purposes. 

The primary purpose of this bill is, apparently, to stabilize the mortgage mar- 
ket for GI guaranteed loans. Section 1 of the bill would authorize the invest- 
ment of not over 25 percent of the national service life insurance fund in VA- 
guaranteed home loans. Section 2 would require the regulation or elimination of 
discounts in connection with FHA and VA financing, and section 3 would direct 
the Federal National Mortgage Association, under its special assistance func- 
tions, to purchase GI home loans in the total amount of $1 billion, with a second 
$1 billion to be available subject to Presidential authorization. These sections 
will be discussed separately. 

Section 1 would amend section 605 of the National Service Life Insurance Act 
of 1940 to author’z> and direct the Secretary of the Treasury to invest not in 
excess of 25 percent of the national service life insurance fund by purchasing or 
making commitments to purchase home loans guaranteed subsequent to the 
enactment of the bill by the Veterans’ Administration under section 501 of the 
Servicemen’s Readjustment Act, as amended. The price paid for such loans 
would be the unpaid principal balance thereof plus accrued interest, and loans 
so purchased could be sold for an amount not less than the unpaid principal 
balance plus accrued interest. Whenever the Secretary determined that any 
loan so acquired was in insoluble default, it would be assigned together with 
the security therefor to the Administrator of Veterans’ Affairs, who thereupon 
would pay the entire unpaid principal balance plus accrued interest on the loan 
into the national service life insurance fund. It appears to be intended that the 
money available to the Administrator for the purchasing of loans pursuant to 
section 506 of the Servicemen's Readjustment Act would be available for this 
purpose. The purchase, servicing, or sale of such loans would be handled by 
the Federal National Mortgage Association as agent for the Secretary of the 
Treasury, with reimbursement for expenses incurred thereunder made from loan 
income, up to three-fourths of 1 percent per annum of the outstanding principal 
balance of the loan. 

Under section 501 of the Servicemen’s Readjustment Act, loans made to vet- 
erans for the purchase, construction, repair, alteration, or improvement of homes 
(including the purchase of land on which there is a farmhouse, the construction 
of a farmhouse on land owned by the veteran, and the repair, alteration, or im- 
provement of a farmhouse) may be guaranteed by the Government in an amount 
equal to 60 percent of the loan, but not to exceed $7,500. The rate of interest 
on these loans may not exceed 4% percent per annum. 

The current assets in the national service life insurance fund are apnroximately 
$5.6 billion, and, therefore, under the proposed bill, around $1.4 billion of this 
amount would be available for investment in home loans guaranteed by the 
Veterans’ Administration, irrespective of whether such loans are originated in 
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rural or urban areas. To the extent that the use of this amount for the purchase 
of GI loans by the fund at par would be successful in stabilizing the prices at 
which GI loans are generally salable to investors, the result would be to make 
GI mortgage financing easier for veterans to obtain. On the other hand there is 
a basic question of policy as to what extent governmental price supports for GI 
loans or similar expedients to restrict the free play of economic forces in the 
private secondary market are desirable. 

In addition to the potential effects of the proposed legislation on the mortgage 
market, there is also for consideration the question of its effect on the national 
service life insurance fund. 

Section 605 of the National Service Life Insurance Act, as amended, provides 
for the establishment in the Treasury of a permanent national service life insur- 
ance trust fund, and the Secretary is authorized to invest such fund in interest- 
bearing obligations of the United States or in obligations guaranteed as to 
principal and interest by the United States and to sell such obligations for the 
purposes of the fund. This fund is available for the payment of liabilities under 
the insurance contract, including payment of dividends and refund of unearned 
premiums. 

The Federal securities in which the fund is invested pay 3-percent interest. In 
addition, loans with an interest rate of 4 percent are made on the permanent plan 
insurance policies, which loans are fully secured by the reserve value of the policy 
in the trust fund. Since the interest rate on Veterans’ Administration guaran- 
teed home loans is currently 4% percent, it appears that, under the provisions of 
section 1 of the bill, the return to the fund would exceed the present rate of 
return. (It would seem desirable to make absolutely clear the presumed intent 
of the bill to credit loan income to the national service life insurance fund, other 
than that used to reimburse the Federal National Mortgage Association for ex- 
penses.) In this connection, the committee may wish to consider whether it 
might not be more logical and equitable for the Government to take advantage 
of this type of investment by use of appropriated funds instead of by use of the 
trust fund. Under such circumstances, the Government (that is, the taxpayers 
generally), which underwrites the investment and assumes the risk involved, 
would enjoy the interest earnings. 

It is considered essential that the securities in which the fund is invested 
be of a type which can readily be liquidated in order to meet the obligations aris- 
ing under the national life insurance contracts, including the payment of divi- 
dends. Although the bill provides for the investment of only 25 percent of the 
fund in home loans, it is possible that the enactment of this provision might serve 
as an undesirable precedent for encumbering a larger portion of the fund in a 
type of investment which cannot readily be liquidated. 

If some of the national service life insurance funds are to be used to purchase 
home loans guaranteed under section 501 of the Servicemen’s Readjustment Act, 
the United States securities now held by the fund would have to be redeemed 
by the Treasury, either from present Government revenues or, if it is assumed 
that there is no surplus of such revenues at the present time, by borrewing in 
the open market. To put it another way, the Government has to raise money to 
redeem the national service life insurance securities before the fund has money 
available to be used to purchase home loans. Thus, it appears that it would be 
just as simple financially for the Government to make money available directly 
for tle purpose of section 1 of this bill as it would be for the Government to raise 
money to redeem national service life insurance securities so that the fund can 
make money available for such purpose. It is suggested that the committee may 
desire the comments of the Treasury Department on this and other aspects of 
the bill affecting its operations. 

* * * * * * * 


In view of the foregoing considerations, the Veterans’ Administration is unable 
to recommend favorable consideration of H. R. 21 by your committee. 

Advice has been received from the Bureau of the Budget that there is no 
objection to the submission of this report to your committee, and that the enact- 
ment of H. R. 21, 85th Congress, would not be in accord with the program of the 
President. 

Sincerely yours, 


H. V. Hietey, Administrator. 
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Pro- Existing Pro- Existing 
| Total posed homes Total posed homes 
| homes homes 

ee —— | — _ ee 

July 1953.....-. _..-| 40, 530 20, 752 19, 77 DOU ss cnes .|105, 198 65, 856 39, 342 
August..... ..--| 42, 130 22, 118 20,012 | May ..|108, 200 69, 280 38, 920 
September---....---- 36, 795 17, 768 19,027 | Jume_..__-- 90, 525 52, 424 38, 101 
SS -| 34, 833 19, 270 15, 563 | July.---- 85, 339 51, 412 33, 927 
November. ---- _..| 39, 4690 22, 552 16, 917 August. -... 91, 786 55, 974 35, 812 
Dect 2b ckkwace 32, 958 19, 016 13, 942 | September- -- 73,035 | 45,063 27,972 
January 1954._...---..| 34, 129 20, 124 14, 005 | October... 71, 241 43, 143 | 28, 098 
February. ------ ..--| 55, 954 34, 407 21, 547 | November..._- 53, 416 30, 397 23, 019 
Mareh........-- ..---| 60, 676 36, 501 24,175 | December 43, 457 24, 892 18, 565 
AOU as nese .----| 72,990 42, 928 30, 062 | January 1956 48, 222 29, 284 18, 938 
MaSs. Stscc sthnnn at Gee 52, 245 36, 889 | February--- 63, 420 37, 134 26, 286 
I tiie 52, 749 40,170 | March.. 68, 170 37, 511 30, 659 
IWS Esc ses las Gy re 52, 291 34, 883 | April... 80, 011 45, 769 34, 242 
AUGER 6 cncndoans -| 96, 621 55, 350 41,271 | May... 79,158 | 44,395 34, 763 
September...........| 89, 493 51, 265 38, 228 | June_...- 65,141 | 35,620 29, 521 
Oeeeeet. 2. eisaccce 82, 497 45, 57% 36, 925 | July..._-.-- 63, 750 34, 634 29, 116 
November.......-- .| 83, 897 47, 729 36,168 | August...- 66, 202 36, 518 29, 684 
December... - aooe| 10,200 44, 251 29,028 | September. 56, 019 30, 007 26, 012 
January 1955.........| 75, 493 46, 204 29, 289 | October _.. | 51, 421 29, 678 21, 743 
POR ccccnucens . |104, 188 64, 192 39, 996 | November. ..| 37, 406 21, 941 15, 465 
March 111, 793 71, 939 39, 854 | December -- | 30, 808 19, 029 11, 779 
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Exuripit BD 
VETERANS ADMINISTRATION 


NUMBER OF APPLICATIONS RECEIVED FOR 


VA GUARANTEED HOME LOANS 


Received 


Thousands of 
Applications 
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Exureit E.—Trends in VA-guaranteed loan applications 





























| Home loan applications received 
in ae eee _________| Home loans 
Month and year | closed 
| Total New homes |_ Existing 
| homes 
a ee ee . — 
rE idatidsccsunusccksvevdccteedeabeuie 25, 453 15, 753 9, 71 
August....... . | 31, 257 19, 076 12, 181 
September. .-- | 20, 751 13, 333 
October : 16, 043 | 9, 962 
November. .- ne ees 17, 867 10, 251 | 
December. _ ; mal 15, 300 8, 564 
1954—January .- ‘ a 14, 169 | 7, 241 
February. ....-.-..- cael nerniaeinensl | 18, 200 8, 575 
March... ‘ 18, 834 9, 079 2 
A csens 21, 811 12, 292 | 24, 961 
May.-. coon : 26, 324 15, 592 | 26, 620 
June_- ; mal 28, 161 18, 078 30, 160 
POR = cen | 28, 028 17, 558 28, 563 
August } 36, 059 23, 431 | 40, 301 
September. --- 34, 403 22, 772 39, 269 
TR ees cecnan smal | 35, 072 22,777 | 48, 706 
November. -...--- . | 34, 292 | 22, 842 46, 578 
December a seas 31, 382 | 20, 789 | 52, 035 
1955—January- | 31, 472 | 20, 445 | 58, 170 
February. ---- 34, 962 20, 659 52, 562 
March... Sas ‘ aceaal 32, 113 19, 028 49, 195 
 ccnkitte nis a a aiid .| | 32, 465 21, 202 47, 433 
MSY .......«<s8 | 34, 981 23, 883 49, 911 
June. ._. oe BE. <2. Se s 35, 743 22, 995 50, 263 
SUED «dined dealin sbteking ieee 32, 618 21, 692 47, 274 
Roc hike adi Bivecsceesadks onsen : 40, 517 25, 788 55, 767 
SO OEE SD! 55, 125 | 34, 093 21, 032 52, 846 
Ce nent Mie annealed how on ae 62, 682 38, 689 23, 993 64, 497 
November Cs So cies taeresdibbi@hnaieitialty outta win 55, 174 | 34, 537 20, 637 | 66, 399 
pO” A a ee | 45, 514 29, 162 5 55, 274 
1000 “FE oc 6deedccceeseunncccences dowiineiell 41, 882 26, 609 7% 50, 043 
February Seek LedatnnCusmenes <dilnthal 41, 412 27, 296 j 46, 825 
ey aR 39, 642 25, 355 14, 287 40, 882 
hari cencidep conan iam diberie 45, 264 27, 739 17, 525 42, 948 
TE cidiid ciate aniline wcneahneets saiouss 45, 250 26, 637 18, 613 40, 941 
DUE ehaddand tp eonsuiebeekinn~+0«daoo = 41, 377 23, 787 17, 590 37, 020 
July sbdetind tebtnenbbhinieoaccotusawant 45, 526 26, 224 19, 302 40, 369 
BUG hnistande Oubbircne binnnnenele 47, 672 27, 956 19, 716 43, 554 
BARONET > Scccuntages igiedieninile 43, 615 25, 876 | 17, 739 43, 495 
Re EE pe ee 44, 569 27, 086 17, 483 42, 504 
RRR ee een 37, 817 23, 876 13, 941 39, 175 
December--.-.--.-.-- aloe eindbnateeadliors 33, 118 21, 169 11, 949 39, 879 





08089 8"20've Ting 64)j08 ve gjss 09jAs68 Bujdyyond 


O0)A108 Ui POP Cum BeOY Sup) 
+0 1 40M Di0m Bulsnp e20w 20 SAOP OG pO 


mh SEOU) CEPNIOVi gg 











(SW¥U213A 000°6E0'S) 
350 10m 1m3m711183 












Kr 
3s 
a 
m 
ININ3TLILN3 I YY O1HOm 

8 40 3Sf 
g a ] 
: sie} wo oem 
E wae 89 nana SHVHRLIA 000°F52"P1 

AWwO m3N3TLILN Wt 
P }—_____—+ — — os wa een sue 

| 

s0) | wma | see | ANINITALNS 

eed nVOT 19 

F Be os ob ooh on ee 

| %001 %00! Wil 

3 19173800 xN0 

| N3uOY |om 1u0m 


Tn el es et en » SHVUILIA 000°91L ‘02 
NOLLNGIULSIO LNI9YId WILNIL0d WWY3L3A 3781913 


996! UAEGN3I930 HONOYHL 


INIWITLILNI NVO71 IS JO Asn 


A Lisinxg 


98 






HOUSING ACT OF 1957 99 







0 

0 

0 
1956 





1955 





1954 


GI LOANS BY TYPE OF ENTITLEMENT 





1953 


LOARS 
600,000 ——— 
500,000 
400,000 — 
300,000 
200,000 
100,000 


WUMBER OF _ 


Mr. Rains. We are glad to have you, Mr. Burgess. I understand 
you have a meeting. What time do you have to leave here ¢ 

Secretary Burcerss. I will be glad to be away by 3 if it is conveniently 
possible, sir. 

Mr. Kartns. The members, I am sure, will try to conform to your 
wishes in that matter. 

You have a very short statement, I notice, so you can read your 
statement, if you desire. 

Secretary Kurcess. Thank you, sir. 
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STATEMENT OF HON. W. RANDOLPH BURGESS, UNDER SECRETARY 
OF THE TREASURY 


Secretary Burcrss. Mr. Chairman, gentlemen, I am glad to come 
before your committee to discuss with you the important problem of 
assuring an adequate flow of funds for housing. 

The ‘Treasury is interested in measures to permit the construction 
of vitally needed housing throughout our Nation. The Treasury is 
also interested i in helping to insure that Federal Government financial 
policy is always in tune with the achievement of sound economic 
growth within the framework of a relatively stable price level. As 
building costs advance, the purchaser of housing receives less for his 
money. 

The volume of total construction is continuing at a very high level 
despite some decline in housing starts. Total new construction ex- 
penditures, including industry, s stores, schools, roads, and so forth, as 
well as home building, were estimated by the Department of Commerce 
at an annual rate of $44.8 billion in January 1957. This is the highest 
in history with the exception of May and June 1956. A recent joint 
statement by the Departments of Commerce and Labor concluded that 
outlays for new construction are expected to toal $46.4 billion in 1957, 
about 5 percent above the record volume of $44.1 billion in 1956. 

This heavy volume of construction has been ac companied by increas- 
ing prices. The composite index of construction costs, as prepared by 
the Daphstment of Commerce, stood at 132.8 in Dec ember 1956, an in- 
crease of 5 percent over December 1955, and 814 percent over Decem- 
ber 1954. ‘That increase in building costs seems to us one of the most 
serious things we face, because it means that the veteran is paying 
more for his house, and it seems to be continuing to go up. 

It has been suggested that more funds would be available for housing 
if part of the assets of the national service life insurance fund could 
be invested in guaranteed mortgages. The Treasury is opposed to 
sucha plan. The funds held for this account are not in idle cash but 
are currently fully invested in special issues of Government obliga- 
tions. To raise the cash necessary for the purchase of mortgages 
would require the Treasury to redeem the obligations now held ‘by 
the fund. This would involve an equivalent amount of borrowing in 
the market by the Treasury, thus adding to the pressure on available 
funds for private investment. This borrowing would have to be done 
from many of the same financial institutions and other investors who 
provide money for mortgages. All this suggestion would do is to 
increase funds available for mortgages, on ‘the one hand, and take 
— away, with the other. There is no “magic well” of untapped 

railable credit. 

The other major objection which the Treasury has to this proposal 
is that investment in mortgages would violate the established prin- 
ciples which have heretofore governed the investment of Federal 
trust funds—that they should be in United States Government securi- 
ties, the world’s best investment. With this as a precedent, pressure 
would be built up for similar relaxation of the investment policies of 
other Government trust funds, such as the unemployment trust fund, 
Federal old age, and survivors insurance trust fund, Federal em- 
ployees re tirement fund, and the railroad retirement account. 
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These life insurance funds of the veterans I may say are insuring 
the lives of 5,400,000 veterans, If you assume houses at some $10,000, 
and you loaned your billion dollars, that would provide funds for a 
hundred thousand mortgages. So for the benefit of a hundred thou- 
sand you are changing the character of investment of the trust funds 
for 5,400,000 veterans. 

I may say, Mr. Chairman, that in looking through our files on 
this subject we discovered that this doctrine about the investment of 
trust funds is not just a Republican doctrine, but I found a letter 
addressed by Secretary Snyder, in 1952, to the chairman of the Senate 
Committee on Banking and Currency dealing with exactly this same 
question, and coming to the same conclusions. 

If you would care to have that for the record I won’t read it, be- 

cause the arguments are similar to those cited. 

Mr. Ratns. We would be glad to have it for the record. 

Secretary Burcess. Now, Mr. Chair man, I thought it would be 
something in addition to that prepared text to have for your record 
a few tables of statistics showing some of the basic factors in this 
housing situation. 

The first table that you have attached to my statement shows 
new construction expenditures month by month for the past 2 years 
on a seasonally adjusted basis. 

Mr. Rartns. That may go in the record. 

(The tables referred to are as follows :) 


New construction expenditures,’ seasonally adjusted, total and selected 
components 


{In millions of dollars] 




















| 
| Private Private 
Total | residential | nonresiden- | Public 
(nonfarm) | tial building 
dl tales aniiiediasieliny SS | | —_____— 
1955—Januar y...-........ sinker vinndeaiiebaaininn deine } 3, 490 1, 338 553 1,075 
February. .- See acenantandaaneael 3, 529 1, 348 | 582 | 1, 073 
Wise 54s 3.4 Cod tase ete iend aol 3, 489 1, 350 | 601 1, 006 
April aoe steasessch ‘ 3, 595 1,391 | 620 | 1, 053 
May IE UOvI LAL us Sek 3, 642 | 1, 419 | 628 1 064 
SS -} 3, 608 1, 420 622 | 1, 030 
July sha da pob te tape e~ses wotak 3, 598 1, 435 | 641 991 
pT ee Pee eee et eae ee ee ee ee ee 3, 638 1,433 | 658 1, 018 
September. ----. apeenrihe meee une | 3, 623 | 1, 422 | 679 094 
eee). as iii ni Mie bd | 3, 598 | 1, 375 } 6R5 | 1,004 
ES LE EEL. LE Pe 3, 6O1 | 1, 342 678 1,050 
December oT i est 3, 580 1, 322 665 1, 061 
1956—January....-.--.---..--- Pie oa e EE aun | 3, 625 1, 287 662 i, 129 
DPT. </ascaneendngerenstnanemmmeeasel 3, 436 1, 280 687 1,114 
Ret 1. SiG bids So 3, 570 1, 268 705 1, 042 
EE ants ait eanbtinebenpeswemat ~ | 3, 683 1, 297 731 1,101 
Mays2i cc... bie didisssiocéndcees | 3, 744 | 1, 306 745 1, 136 
SG iagntnin tagh dan Hennsehisedanine ted | 3, 754 1, 300 749 | 1, 149 
0. pape ah reece Lemp < wack 3, 727 1, 209 759 1,109 
ESS ES ee ST SP eee els ane 3, 725 | 1, 297 758 | 1, 108 
I gens cidnasinctenagot 3, 701 | 1, 286 750 | 1, 105 
GME dota davai csbenscsteecceccccon 3, 665 | 1, 241 752 1114 
ONO Bi cn bhi capeninnaedes . -| 3, 699 | 1, 289 755 1, 148 
December ERC Lo wincta ae eaareramennths 3, 729 1, 239 | 748 1, 187 
1067 <FRUMGN Misi nicks 5 ede ot ise Sides 3, 733 1, 207 728 | 1, 237 
| | 


! Represent construction put in place. 


Source: Department of Commerce. 
Office of the Secretary of the Treasury, Feb. 26, 1957. 
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Construction costs, composite index, 1956 compared with 1955 
[1947-49 = 100] 



































Percent in- Percent in- 
1955 1956 | crease, 1955 } 1955 1956 | crease, 1955 
to 1956 | to 1956 
—_ ——_ j- | —_ eee 
January.....---.----| 122.3] 127.1 3. 9 } ae! eee r | 125. 6 | 131.6 4.8 
February__.--------- 122.3 | 127.8 4.5 || August...........-..] 125.7 132.4 5.3 
NG Sona hoapen 122.8] 128.7 4.8 || September....._..-_-| 126.3 | 132.5 4.9 
April. ....-....:..-.] 123.0] 190:4 5.2 || October_.............| 126. 4 132. 5 4.8 
nis otc tah eae 123. 4 130. 2 5,5 || November.......---- 126. 5 132. 6 4.8 
ees SU si 124.4] 130.8 6.1 126.6 | 132.8 4.9 
| 


December-.-.-_.----- 


} | 
} i 








_ ' Includes material and labor costs for various types of construction, weighted according to the relative 
importance of the major classes of construction. 


Source: Department of Commerce. 
Office of the Secretary of the Treasury, Feb. 26, 1957. 


Sources of funds for mortgage loans * 
{In billions of oan 


| Mortgage debt | Calendar year increases 





} outstanding, |__ : 
December 1956 | 
1954 1955 1956 
4 anced 

Life-insurance NE anon pn nn or -mnn- ea a 33.0 +2.7 +3.5 +3. 6 
Savings and loan associations_......-.-..--- 35. 9 +4.2 +5.3 +4. 4 
NE Oe 22.8 +1.7 +2. 4 +1.8 
Mutual savings banks.............----..-.-- 17.7 +1.9 +2.4 +2. 1 
EE lel ndedalsin ou Sep bbe aiken cele ineawdins 35. 1 +2.0 +2.5 +2.9 
WET s Soc Stiled bind tee SX ec gage 412.5 +16. 1 +14.8 


1 Total, including farm and nonfarm properties. 


Source: Data compiled by Federal Reserve Board. 
Office of the Secretary of the Treasury, Mar. 1, 1957. 


Secretary Burerss. That shows that the January figures are still 
very high. While housing starts are down, the figures “for total con- 
struction, which means the ; total pressure on the construction industry, 
on carpenters, electricians, and plumbers, and so forth, that the total 
demands on the industry are still enormous and that accounts in part 
for the increase in prices in the industry. 

This divides the figures by residential and nonresidential and public 
construction. As you see, public construction is running particularly 
high. The States and municipalities are carrying out very large con- 
struction programs. In fact, they have increased their ‘debt in the 
past 3 years by $15 billion, a lar ge part of which has gone into public 
works, roads, public buildings ‘of one sort or another, and that is 
one of the elements of the present pressure on the construction 
industry. 

Now, the second table shows the figures for construction costs, if 
you take the years 1947-49 as 100, we are up now 33 percent in con- 
struction costs over that period, and the year-to-year incre: ses, show- 
ing December, a 5-percent increase in a single year. That is one of 
the factors we have to keep in mind in this whole business. 

Then I put in a third table which I think is very interesting, show- 
ing the sources of funds for mortgage loans, indicating where the 
mortgage money comes from. From life-insurance companies it was 
$3.6 billion; that is the biggest single outlet for their funds, mort- 





HOUSING ACT OF 1957 103 


gages. Savings and loan asociations loan even more than life insur- 
ance companies, $4.4 billion; commercial banks, that is not the banks 
so much in the principal centers as the banks in rural communities 
and outside the centers, do a very big mortgage business, $1.8 billion 
last year, down from 1955; mutual savings banks, $2.3 billion; and 
individuals and other sources, $2.7 billion. 

Now, the interesting thing about those figures is that the actual 
amount of funds put into mortgages last year, when there was some 
reduction in construction, and where there was a great hue and cry 
about it, the actual amount of money put in was very large, nearly 
$15 billion, only a little more than $1,300,000,000 less than in 1955, 
and substantially above 1954. Nineteen hundred and fifty-five was a 
very large year in mortgage placements, and part of that was done 
not from the normal sources of funds but from the warehousing of 
mortgages; that is, insurance companies made more mortgages than 
they had their own money to put in, and they borrowed from banks 
in order to do it, in part. The savings and loan associations put out 
more money than they were collecting from the savers, and they did 
that partly by warehousing mortgages with banks, partly by borrow- 
ing from the Federal home-loan banks. 

Now, one thing that has happened in this past year is that situation 
has improved; that is, some of this warehousing of loans has been 
melted down. The borrowing at the home-loan banks by the savings 
and loan association is lower, so that as we face the new year there 
will be a very large flow of money available for mortgages. It isn’t 
a market where there isn’t money there. There is a lot of money 
that will be coming through, and they won’t have quite the burden this 
year of paying back some of these debts that they owe the banks, the 
home-loan banks, and so on. 

So I put that in simply to indicate the enormous flow of money into 
mortgages, and the fact that as you look forward this year it looks 
like a pretty good year in that respect, although the rates, of course, 
are higher, and the demands of the lenders are somewhat more severe. 

Well, Mr. Chairman, I think that completes my formal statement. 

Mr. Ratns. We have about 35 minutes here for questioning. I have 
a few, Mr. Burgess. 

You know this committee’s job is to try to get more and better hous- 
ing to the people in the country. 

Secretary Burcrss. That is what we want, too. 

Mr. Rarns. And we are aware of the fact that the overall construc- 
tion rate in the country is high. We know about the road program, 
and all of those things. It seems to me that maybe we are forgetting 
housing in the rush of getting some other things we can do without 
better than housing. What do you think about that, Mr. Burgess? 

Secretary Buraess. I think there is a good deal in that. You will 
note the President in his message said we need to give attention to 
slowing down on other construction of the Government and give 
particular attention to housing, roads, and schools. 

Mr. Rarns. In order to buttress my case I want the record to show 
that currently we are constructing homes at the rate of 7.1 for every 
thousand. In 1955 we were constructing them at the rate of 9.4, and in 
1950 we constructed them at the rate of 11.1, and in 1925 we were 
building 11.1 per capita—30 years ago. 
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I point that up to show, whereas we may be getting a million housing 
units, we are really falling behind in what we need to do in the housing 
business in this country ; do you agree with that? 

Secretary Buregss. I hadn’t seen those figures before. They are 
very interesting. I would like to take a look at them. 

Mr. Ratns. I would like to go a little further: The current rate on 
housing construction is about 25 percent below 1955 on a per capita 
basis, and that is the way you have to figure housing. It is more than 
35 percent below 1950 on a per capita basis, and, as I said, back in 1925 
we had it at 35 percent per capita basis, and there was no Govern- 
ment-insured loans of any type. I point that up so that you will see we 
need a little bit of attention insofar as mortgage credit is concerned 
for homes in this country. Do you think that is right? 

Secretary Bureess. Well, sir, I am not an expert in this field par- 
ticularly. Money in my business, and I do find talking to insurance 
people as I do—we are in contact with these lenders because we have 
to rely on them, too, for our money—there is a difference of opinion 
about this mortgage situation. I find a good many of them think that 
we built a terrific amount of houses in recent years, and there are cer- 
tain areas in the contry where there is some overhang, that is, some 
homes that aren’t absorbed. That is spotty in different parts of the 
country. 

We have been building more homes than the family formation, and 
there are a little more vacancies in apartments which get cleaned out 
as you build new homes. I don’t think it is a clear-cut thing, but I 
would agree with you, Mr. Chairman; let us put it this way, let us get 
down to the human case : 

The average veteran or young person who wants to buy a home finds 
it harder sm the than he has before, and I do think that man needs 
consideration. 

Mr. Rarns. I appreciate that, coming from you, Mr. Burgess. I 
have observed around the city of Washington, for instance—and I am 
certainly not against the development of any great city—many beau- 
tiful commercial buildings which cost fantastic sums of money. I 
recognize that that type of construction, along with a lot of—well, we 
call it racetracks and saloon type of construction, has been taking a 
lot of this mortgage market because they will pay a higher interest 
rate than we can get for the GI or for the FHA loan program, and 
use up building materials, and thus bring about added cost, which you 
mentioned a while ago in construction. I am not asking for any kind 
of rationing, but is there any thought being given in the adminis- 
tration by way of study as to where we could give these social needs? 
Certainly there is a need for homes from the social standpoint, higher 
peMeey: than we have been giving them heretofore in the division, 

et us say, of the mortgage credit through the country. 

Secretary Burcrss. Well, I think the President has indicated for 
our part in the administration that we want to do exactly that by 
holding back some of the public construction. Now, you notice we 
are holding back on the lease purchase. That is very deliberately to 
try to clear the decks a little more, and not use money and materials 
and men for that for a little while, so that it may be available for homes 
and schools particularly. 

Mr. Rays. It would be very helpful to this committee, which is 
faced with a lot of hard problems, if there was a study made by the 
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men who know about money in the Treasury as you do, and by your 
staff, and in the Federal Reserve, to help us find some way, if you can 
to give us the facts and figures whereby we can find some way to be o 

assistance in trying to get a better division, let us call it, of the mort- 
gage market and the building market. 

Are you equipped, or would your agency be equipped, to give us a 
study of that type? 

Secretary Burerss. Mr. Chairman, I think that is more in Mr. Cole’s 
line than ours. 

Mr. Rarns. The money is your department. Weare more interested 
now in the things you can do than Mr. Cole. 

Secretary Burerss. Well, we have discussed that with him fre- 
quently. He will have some suggestion to give to you tomorrow, which 
has already been put in the papers, about the FHA program, which 
he thinks will make those funds a little bit more readily available. 

I may say, Mr. Chairman, that the President has sent up a program 
suggesting a higher rate on the veterans’ loans in the belief that that 
is the only way you can keep that type of mortgage available readily 
for the veteran, that you have to give a competitive rate there. Our 
feeling is while—yes; we are sorry that the interest rate is higher; 
we think it is more important for the veteran to get his home without 
pressure for increasing the costs if we can, even though he pays a 
higher rate for his money. The rate isn’t very much higher when 
you interpret it in terms of monthly payments. 

Mr. Rarns. Let us talk a little bit now about your view on NSLI. 
We will agree, I am sure, that the VA loan at present, at its 414- 
percent rate, is in an unrealistic position, to say the least, and that 
what we need is some kind of impetus to the VA home-loan program 
by way of added mortgage credit to be made available in the private 
market, if possible. 

What I can’t understand—and I am aware that it would be of 
some difficulty to the Treasury to refinance a certain amount of this 
money—the bills, you will note, that have been introduced, take only 
a certain percentage of the money, keeping in mind the liquidity 
requiring the VA as they now do to pick up any bad loan; there- 
fore, you couldn’t endanger the soundness of the trust fund. 

To a great many of us it seems that we shouldn’t be put in the posi- 
tion of the Government refusing to use veterans’ money, not Govern- 
ment money, to buy a mortgage for a veteran, which is guaranteed 
by the Government, and which we tell other mortgage buyers is a 
completely sound investment. 

Now, isn’t the real objection to it, and the only objection, that 
it would put some strain on the refinancing operation in the Treasury ; 
isn’t that really the only sound objection to it? 

Secretary Burcess. No, sir; we would just as soon do the extra 
work, if that is all that is involved, but where are we going to get 
the money? We have to go to the market and get the money, and 
raising that money comes out of the market, and will offset what you 
do in trying to buy the mortgages with the other hand, so it is just 
a circular operation involving a certain amount of friction, if you 
will, in getting the money out, and we keep pressure on rates, so 
that the whole range of rates is high. 

Of course, what you do—this is an enormous market you are deal- 
ing with—as those figures I gave show, we are talking about raising 
8 
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14 or 15 billion dollars of mortgage money. Now, that comes from 
private sources. What you have got to do is keep that great reservoir 
flowing along, and to get over here in a corner and deal with some 
portion of it for a selected group of people doesn’t answer the ques- 
tion. It is the great flow of mortgage money through private chan- 
nels you have to get going, and if we have to go out in the Treasury 
and take away some of that money you interfere with that flow. The 
damage you do there is more than you would help by this direct 
financing by the Government of some of these mortgages for a select 
group of people; that is all you are proposing. 

Mr. Rarns. You wouldn’t favor a billion dollar direct-loan pro- 
gram for the Treasury of the United States, would you? 

Secretary Burceess. I certainly would not; no. 

Mr. Rains. Neither would I. 

Secretary Burcess. And I think this is very close to it. I think 
your suggestion is very close to that, Mr. Chairman. 

Mr. Rarns. I have difficulty understanding that. When I lend 
you my money, and you put it in Treasury bonds, and it is your 
duty to see that it is kept safe and secure, and you tell me that for 
me to borrow the use of that money to pay for a home is the same as 

a direct loan, I can’t follow that. 

You must remember that this is not taxpayers’ money. 

Secretary Burcrss. No, but it would be handled directly by the 
Government. 

Mr. Rarns. Are we right in taking a veteran’s money and making 
him bear the brunt of the burden of the general overall taxpayer who 
is not a veteran ? 

Secretary Bureess. I don’t quite get that. 

Mr. Rarns. What I mean by that is a direct loan would be a general 
obligation on all of the taxpayers, and I don’t favor direct loans if 
they can be averted, but here we are utilizing the money of a veteran 
and making it, according to your testimony, carry a portion of the 
load of the entire taxpayer; is that right ? 

Secretary Bureess. I don’t quite understand that; I am sorry. 

Mr. Rarns. You said a moment ago that this was merely a direct 
loan. 

Secretary Burorss. I said it was close to it. I quite agree with 
what you say, it doesn’t come directly from the taxpayer, but it is 
handled by the Government, subject to all of our bureaucracy, and 
it cannot go through us without somehow getting mixed up with the 
red tape. 

Mr. Rarns. What you have there is a captive market for the Gov- 
ernment bonds. 

Secretary Burcess. That is right. 

Mr. Rarns. And it is a good, ‘safe, sound market, I am well aware 
of that, but the one we propose would keep the funds just as safe, 
would increase the earnings of the fund, and one that in numerous 
instances in the law Congress has gone far enough to say you can 
invest those trust funds in funds that are not guaranteed, Home Loan 
Bank, for instance. You can invest trust funds in the home-loan 
bank debentures, and they are not guaranteed by the Government, 
and here we are trying to get a division of money for the veteran. 

Secretary Buroess. The home-loan bank obligations aren’t avail- 
able for the national service life insurance funds, as I understand it. 
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Mr. Rarns. No; they are for Government trust funds. Of course, 
what it says is obligations of the Federal Home Loan Bank Board 
will be lawful investments for these trust funds. 

Secretary Burgess. We have never used them as such. 

Mr. Ratrns. That is correct. 

Secretary Burcess. And I think this law was intended to guide the 
banks in allowing them that freedom if they wanted to for their trust 
funds which are of different character. 

Mr. Rarns. I started off my discussion with you by getting you 
to agree that we needed to supplement available mortgage credit, and 
now you have agreed that we should have, and that homeownership 
ought to be promoted, and there ought to be a better division, but 
you stopped when we tried to take some of this money which is the 
money of the veteran, himself. I have difficulty in trying to under- 
stand that other than the fact that you don’t like to refloat the neces- 
sary bonds to take care of it. 

Secretary Burorss. I don’t think we let that interfere with our 
judgment on it. We live with this money market. 

Mr. Rarns. That is an everyday occurrence. 

Secretary Burcrss. We have our troubles even apart from that in 
raising the money we need. 

Mr. Ratns. I have some other questions, but I am going to defer 
now to Dr. Talle. 

Mr. Tate. Mr. Chairman. 

If my memory serves me right, Dr. Burgess, when the first proposal 
was made in reference to the insurance fund the proposition was to use 
10 percent. 

cretary Burcerss. The bill that Secretary Snyder was replying to I 
think was 20 percent. It may have been 10 percent before that. 

Mr. Taiz. Along about the same time there was a proposal of 15 
percent, and I have seen one at 20. So far this is the highest percent- 
age, this is 25, the current proposal is 25 percent. 

I asked the question this morning if it is good to use 25 percent why 
isn’t it good to use a hundred percent. Would it be 4 times as good 
as 25 percent ? 

Isn’t there something about trusteeship, as such, that you are taking 
into account in connection with money of this character ? 

Secretary Burcess. We think so. We think that these trust funds 
of veterans should be invested in the very best security there is in the 
world, and that is United States Government securities. I have been 
a trustee, and I certainly feel that way. 

Mr. Tartx. That is all, Mr. Chairman. 

Mr. Rains. Mr. Barrett. 

Mr. Barrett. No questions. 

Mr. Rarns. Any questions, Mr. McDonough ? 

Mr. McDonoven. Well, Mr. Burgess, in your testimony on page 1 
you say that— , 

To raise the necessary cash for the purchase of mortgages would require the 
Treasury to redeem the obligations now held by the fund. This would involve 
an equivalent amount of borrowing in the market by the Treasury, thus adding 
to the pressure on available funds for private investment. This borrowing 


would have to be done from many of the same financial institutions and other 
investors who provide money for mortgages. 
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Secretary Burcrss. We have just been able to hold our own om 
that. 

Mr. McDonoven. No, I say the principle of going to the same finan- 
cial institutions you are talking about. 

Secretary Burgess. No, we are trying to reach people who wouldn’t 
otherwise save. Savings bonds, payroll savings, and so forth, don’t 
go to the same market that we sell other issues to. 

Mr. McDonovurn. The investment houses that buy mortgages also 
buy savings bonds ? 

Secretary Burcess. No, they are not eligible. Savings bonds have 
to be bought by individuals. 

Mr. McDonoven. Well, they can buy Government bonds. 

Secretary Buregss. Yes,theycan. There isa certain overlap. 

Mr. McDonoveu. The title doesn’t make much difference. It is 
the money you are seeking to finance the Government; isn’t that 
true ? 

Secretary Burcrss. Yes. 

Mr. McDonoveu. Now, you also show in your appendix here to 
your statement that there is a vast store of funds for mortgage pur- 
chasing, and you list life insurance, savings and loan associations, 
and mutual savings banks. You show the increase in the amount of 
money they have invested in mortgages in the year 1956. 

Now, in a life-insurance company, which the national life insurance 
fund is, there are veterans’ premiums who have private life-insurance 
policies with those companies, and there is nothing particular sacro- 
sanct about not using that money to buy mortgages. In your savings 
and loan associations you have thousands of veterans who have their 
savings deposited with them, and they buy mortgages, and it is true, 
also, in mutual savings banks. 

In other words, those institutions evidently conclude that a mort- 
gage, and especially an FHA or a GI mortgage, which is guaranteed 
by the Government, is a pretty safe investment, and they are trustees 
of public funds, funds of the individuals. 

eamutany Bureesss. That is right. 

Mr. McDonoven. I can’t understand why the Treasury Depart- 
ment cannot conceive of the same benefit to the public by using not 
all of the fund, only 20 percent of it, and I certainly would never 
favor the use of all of the fund, but even up to 20 percent of the 
fund, in order to provide, as you state, approximately a hundred 
thousand additional homes for veterans in the United States. 

Secretary Burcess. The word “additional” is where I don’t register, 
Congressman. I don’t think they are additional homes. They would 
be financed somehow other ways. 

Mr. McDonoveu. They would have to be additional homes because 
they would have to be new homes built in order to provide the mort- 
gages. Houses that are built are financed. 

Seatduey Burcess. This actually doesn’t make additional money 
available, that is my quarrel with it, because there is only a given 
amount of money available in this country at a given time, and # you 


take away from that pool of money with one hand, and add to it with 
the other, you don’t make any more money available. 

Mr. McDonoveu. All right. Suppose the money in this hand is 
not doing the job it should, and you put it over in this hand and it 
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is doing the job it should do, isn’t it a good thing to shift it around 
in order to get the job done? 

Secretary Burcgss. I don’t think you accomplish that purpose, sir. 

Mr. McDonoven. Then do you think that the only solution to our 
housing problem at the present time is an increase in the rate on 
GI loans to 5 percent ? 

Seeretary Buregss. I don’t think that is the only solution. I think 
it is a major solution. 

Mr. McDonovucu. What other solutions? 

Secretary Burress. I think Mr. Cole will present to you a proposal 
of the FHA which may be helpful in this respect. 

Mr. McDonoven. Do you mean longer term loans? 

Secretary Burerss. No; the announcement made about reducing 
downpayments on FHA. 

Mr. McDonovueu. Well, the reducing of downpayments would mean 
longer term mortgage, because you can’t reduce the downpayment and 
have a short term ? 

Secretary Burerss. There is not necessarily any connection there. 

Mr. McDonovuen. Well, I read in yesterday’s press where Mr. Cole 
is proposing to guarantee lo: ans of 40 years. 

Secretary Burcess. Well, I will let him tell his story tomorrow 
instead of my trying to improvise. 

Mr. McDonoveu. To get back to the GI loan, the 5 percent, in your 
opinion, would be a better w ay to do it than to appropriate funds 
from the Treasury and loan at 41% percent, or to use national service 
life insurance ¢ 

Secretary Buregss. I believe so. 

Mr. McDonouau. Don’t you believe that an increase of a half per- 
cent on the GI home would penalize the purchaser ? 

Secretary Burerss. Not seriously ; no, sir. 

Mr. McDonovau. It would increase its cost; wouldn’t it? 

Secretary Burexrss. No, I don’t think it does, because I think it 
tries to keep the price of the house stable. If you try to pour addi- 
tional money into this at low rates, what you do in effect is inflation, 
and that drives the price of the house up, and that is the worst thing 
you can do to the veteran. 

Mr. McDonouen. However, it does place the veteran who buys 
from here on, if the 5 percent was approved by the Congress, in a 
different position from the man who bought at 41% percent. His loan 
is more difficult than the fellow with the 41/ o-pere ent loan. 

Secretary Burgess. No, sir; I think he is just as well off because 
the fellow who got it at 414 ‘percent had to absorb a big discount. 
You can tell me the builder absorbed it, but I would like to look at 
the figures. 

Mr. McDonovuen. If the veteran absorbed the discount there is 
something wrong with the VA inspection service, because the VA 
inspection service is supposed to see that the veteran gets the value 
of what he pays for. 

Secretary Burress. You can’t make water run up hill. 

Mr. McDonoven. And you can’t deceive thousands of people day 
after day. 

Secretary Burcess. We are trying to do it by telling the veteran 
he is getting a 414-percent loan when he isn’t getting it. We are 
trying to kid the veteran, and I object to that 
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Mr. McDonoven. I don’t agree. I can’t see where the veteran was 
penalized on the 414-percent loan unless he was a gullible buyer and 
accepted all the salesman told him when he bought the house. 

Secretary Burcess. It is difficult to analyze the thing. It is just a 
temptation to cheating. 

Mr. McDonovucu. We provided in the law that the Veterans’ Ad- 
ministration was supposed to inspect these houses to be sure that the 
veteran got his value. 

Secretary Burcess. They do the best they can. I think our Veter- 

ns’ Administration has done a fine job. 

Mr. McDonoveu. Do you think the same thing applies to the FHA 
loans ? 

Secretary Burerss. They have had a livable rate. 

Mr. McDonoven. Do you think the buyer has absorbed a discount ? 

Secretary Burcess. They have had small discounts because they 
have had a rate the market would take, close to par. 

Mr. McDonovueu. Did you ever try to buy any FHA foans out in 
California? You can buy them at 7-point discount. 

Secretary Burerss. I know there is some discount there. 

Mr. McDonoveu. Coniderable discount, so much so that they can’t 
even refinance a new construction job; they are simply not building 
any more. 

Secretary Burcess. Well, it is pretty hard on the financiers to 
finance a tremendous prosperity like yours, Mr. Congressman. 

Mr. McDonoven. Well, we are making it go somehow or other. 
We are providing plenty of income tax for ‘the Nation. 

Sos yt Burcess. Thank you very much for that. 

Mr. Barrerr. Doctor, I would like to ask you this: What would 
prevent the builder from defrauding the GI under a 5 percent interest 

rate rather than defrauding him under a 414, percent rate ? 

Secretary Burexss. We Il, sir, I have great. faith in human nature. 
I think the builder doesn’t want to defraud unless he has to. If he can 
do his construction job and do it fairly and do it in the open, he 
will do it. 

Mr. Barretr. Doctor, then you agree that all builders have been 
stealing from the GI's? 

Secretary Burcess. No, mf I don’t accept that word. 

Mr. Barrerr. Now, then, can you tell the committee if we agree 
to establish a 5 percent rate w heltior this will cause everyone to become 
honest ? 

Secretary Bureess. I think he is honest already. I think he is 
doing the best he can under a very difficult situation. Of course, 
remember, these mortgages at 414 percent are disappearing very 

rapidly. They are becc ‘coming obsolete because they are i actical 
and the builder finds it very difficult to operate. I] don’t say he steals. 
He is just up against a very difficult position and he hi: as. few to try 
to squeeze it out of that house somehow. He has got to build it a 
little more cheaply or something of the sort to try to come out better. 

Mr. McDonoven. Who controls the rate of interest in the United 
States ? 

Secretary Burcess. Supply and demand. 

Mr. McDonoveu. What effect does the Treasury Department have 
on it? 

Secretary Burcess. Negligible. 
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Mr. Barretr. Would you yield for another question ? 

Mr. McDonoveu. Yes. 

Mr. Barrerr. Doctor, you are apparently an expert on money. 

Secretary Burcess. I don’t think anybody is, Mr. Congressman. 

Mr. Barrerr. Do you think the statement that we are living in an 
era of tight money is erroneous ! 

Secretary Burcess. No, I think that is true; that is a result of our 
prosperity. We have terrific demand for money and we have more 
demand for money than we are saving, so money is tight. 

Mr. Barrerr. You wouldn’t say then that we are living i in an era 
of an unscrupulous period of a low rate of interest ? 

Secretary Burcess. An unscrupulous period of a low rate of in- 
terest? No, it is not a low rate of interest, that is true. 

Mr. Barrerr. What is this question we are trying to solve here? 
You said a moment ago there is plenty of money in circulation, but we 
don’t seem to get it rolling around. 

Secretary Burcess. I think it rolls around better than usual. We 
have a tremendous velocity of money. It is working very hard. We 
simply can’t—it is a little hard to make economic law work contrary 
to its nature. 

Mr. Barrerr. If we became very liberal then, we would get a faster 
velocity ? 

Secretary Burerss. Yes, you would encourage inflation, and prices 
would go up 

Mr. Barretrr. And 5 percent would not encourage inflation ? 

Secretary Burcrss. It would discourage it. 

Mr. Barrerr. Discourge inflation ? 

Secretary Buraess. Just a little bit, yes. 

Mr. McDonoveu. This morning we had quite a discussion on 
whether we should legislate on restriction of discounts or not. What 
is your opinion about a no discount money market in the United 
— 

Secretary Buroess. Well, I remember as a young man hearing a 
oem, “X is for Xerxes, foolish he; bought a chain to chain the sea.’ 
‘o try to legislate against the working of natural law is a little 

difficult. 

Mr. McDonoven. So you are opposed to a no-discount market ? 

Secretary Bureess. I am. I am opposed to try to legislate a no- 
discount market. I would reduce the discounts by having rates which 
would allow you to deal in mortgages nearer to par. 

Mr. Rains. Mr. McDonough, we promised to let him go in 5 minutes 
and these other members may have questions. Do you hav e a question, 
Mrs. Sullivan ? 

Mrs. Sutiivan. No. 

Mr. Ratns. Mr. Widnall? 

Mr. Wipnatt. I would just like to clear this up in my own mind. 
If you have funds to invest in the national service life insurance fund 
tod: ay, how are those Treasury bonds purchased ? 

Secretary Burcess. Well, they are largely purchased directly from 

the Treasury. We give them a special note. We issue that to them. 

Mr. WipnatL. Do you sell it to them at par? 

Secretary Buragss. Yes. 

Mr. Wipnat. If you took 21% billion out of that fund now and 
sold it in the open market w ouldn’t you have to take quite a loss? 
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Secretary Burorss. We couldn’t use the same securities because 
these are not marketable securities. They are special notes we issue 
to them. If we had to go out and sell an additional 2 billion in the 
market, we would raise the whole level of money rates, including the 
rates on mortgages. 

Mr. Wipnat. If you replaced what is in the fund, wouldn’t you 
withdraw from the fund the 21% billion, and replace by selling 214 
billion new securities. 

Secretary Buregss. That is right. 

Mr. Wiwatn. But wouldn’t the price at which you sold the new 
21% billion be less than you are holding the present 214 billion for in 
your portfolio, your overall portfolio, wouldn’t there be a decided 
loss to the Government in that operation ? 

Secretary Burerss. It would be a loss to the Government in this 
respect: In order to sell those things, you would have to sell them, let 
us say, on a 314 percent basis, and you might raise the market against 
yourself by a quarter of 1 percent or an eighth of 1 percent. We have 
about 7 75 billion maturing in a year, and by that operation we might 
raise the cost of the debt by an eighth of 1 percent on $75 billion which 
isn’t a very smart operation. 

Mr. McDonowen. Do I understand, Mr. Burgess, that the security 
that you give to the national service life insurance fund for the pre- 
mium money that you take back is an exclusive operation between that 
fund and the Treasury and it is available to no one else, no other 
institution is available to it ? 

Secretary Bureess. That is right. The other Government trust 
funds have similar arrangements, too. 

Mr. McDonoven. And the money so obtained is then used for the 
operation of the Government for general purposes, not restricted to 
any particular function of the Government but for all purposes ? 

Sec retary Bureess. That is right. 

Mr. McDonoven. What did you do before national service life in- 
surance came into effect ? 

Secretary Burcess. You had to raise your money by selling securi- 
ties outside. 

Mr. McDonoveu. Can’t you do that again? 

Secretary Burerss. That was before we had a debt of this size. 
That was when the operations of the Government were very small, 
much smaller. 

Mr. Wipnatt. Mr. Chairman, one other question. I was told re- 
cently that Fannie May has in the last year and a half raised the size 
of its average mortgage commitment by almost $3,000, in other words 
about a year and a half ago, the mortgages ran around $8,000 and 
something and today around $11,000. That being so, and also taking 
into consideration the other mortgages throughout the United States, 
aren’t flat volume figures in money very deceptive when it comes to 
evaluating your housing construction ? 

Secretary Burorss. That is true, and particularly deceptive are 
these number of units where they say that you are building at the rate 
of a million homes a year. What kind of homes? There are many 
more three-bedroom houses than there used to be. Many more houses 
with a separate utility room and so forth, so that actually we are 
building much larger homes—or putting in a much larger amount into 
building than appears from the number of units constructed. 
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Mr. Wipnatt. So, actually, when you say we have only reduced by 
about 1 billion, 6, the amount of money that has gone into housing 
since 1955, it doesn’t mean that it has just gone down a little bit, as far 
as house construction is concerned. 

Secretary Burerss. It means the number of houses has gone down 
more than that, a larger percentage. 

Mr. Wipnauu. And of course, that is the program we are looking 
at because there are a great many areas where people want more 
house construction. 

Secretary Burcrss. I am sure that is true. Some of them will wait. 

Mr. Rarns. Mr. Ashley. 

Mr. Asuiry. Dr. Burgess, you said that if part of the assets of the 
national service life insurance fund were invested in guaranteed mort- 
gages, the Treasury would be required to go to the money market and 
sell additional securities. And this would mean, you said, that the 
Treasury Department would be going to the same people who other- 
wise might be investing or would be investing in GI mortgages. 

But isnt’ it possible, or even likely, that many of these sources would 
be interested not in long-term investments, but in short-term invest- 
ments / 

Secretary Burerss. That is where you get into trouble. We would 
have to sell the largest proportion of any additional money to the 
banks and that adds to bank credit and is directly inflationary. If 
we had to put out, say, $2 billion more of securities 

Mr. Asnury. Over a period of time. 

Secretary Burorss. Yes; we are all talking about tendencies, you 
can’t say just exactly what would happen with any given operation, 
but we would have to appeal to the banks for a considerable part of 
that. That tends to increase bank credit, which everybody knows is 
an inflationary practice, which tends to force up the prices of the 
houses again. 

Mr. Asuury. One final question. At what point do interest rates 
become too high in your opinion? That is, at what point do they be- 
come so that, although they prevent inflation, they cause deflation 
leading to a catastrophe similar to the one we suffered in the thirties? 

Secretary Burcess. Well, sir, that is one of the most interesting 
questions; we think about it right along. 

Mr. Asuiry. You said, sir, that 5 percent isn’t too high for the GI. 
Ts 514 too high for FHA? At what point—do you just take it as 
it comes / 

Secretary Burcess. I think you have to take it as it comes. It is 
like wheat. What is too high for the price of wheat? Well, we 
don’t attempt to pass moral judgment on the price of wheat. We 
say that responds to the law of supply and demand and ietsiebady 
may say that wheat at $3 is too high. Well, too high for what? If 
there is only a limited supply of wheat and everybody wants it, the 
price is going up. The same with money. The moral question doesn’t 
have to enter into it, it is a problem of the working of economic law. 

Mr. Asuiry. Isn’t that the same economic law that led to a great 

catastrophe 30 years ago ? 

Secretary Burerss. That is right, and if you monkey with it, it will 
turn around and bite you. 

Mr, Asutey. Nobody monkeyed with it back then, that is the thing 
that interested me. 
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Secretary Burcrss. Well, some of them tried. 

Mr. Asuiey. That is all. 

Mr. Ratns. Mr. Betts. 

Mr. Berrts. I would like to make a couple of comments on this 
insurance question. Everybody seems to admit it is the veterans’ 
money and so, therefore, it seems to me that a lot of the solution of 
the problem might revolve around what the veteran wants done with 
his money and as I recall the American Legion came and testified that 
that group does not want—— 

Sec retary Burerss. They have been consistently opposed to using 
this money ‘for mortgages. 

Mr. Berrs. I think that is one item that ought to be taken into 
consideration. It seems to me that—maybe I better ask this question : 
Is it not a contractual relationship between the veteran and the 
Government as far as the investment of his money is concerned? 

Secretary Bureess. It would require a change in law to do this. 

Mr. Berrs. Well, would that affect the contract? He entered into 
this insurance contract with a law in force which required investment 
in Federal securities. Now, as I recall, going back to law school, that 
law is a part of his contract, isn’t it, so isn’t there a contractual 
relationship ? 

Secretary Burcess. I am not a lawyer, Mr. Betts, but I would think 
that you would be changing the rules of the game on him, at least, 
and that is a pretty doubtful practice. 

Mr. Ratns. There is nothing in the law that says it might be invested 
in Government bonds, not the first line of the law. Could you not 
invest it now in these mortgages if you wanted to under the present 
law ? 

Secretary Burcess. Well, I would like to consult counsel on that. 

Mr. Rarns. We would be glad to show you that. That is not in 
the contract. It says they shall be invested in Government securities. 
An insured GI mortgage is a Government security guaranteed by the 
Government. 

Mr. Berrs. Well, of course, that might be open to question. 

Mr. Ratns. We promised to let Mr. Burgess go. One question, 
Mr. Burgess, and then we will have to let you go. 

In your testimony before the Veterans’ Affairs Committee in re- 
sponse to a question you said if Congress passed this legislation using 
the NSLI funds, you would recommend that the President veto it. 
Do you still feel that way about it? 

Secretary Burgess. Yes. 

Mr. Rartns. What if we put a lot of other things you had to have 
in it, would you still recommend the veto ? 

Secretary Bureerss. It all depends what the things were. 

UNDER SECRETARY OF THE TREASURY, 
Washington, March 8, 1957. 
Hon. ALBERT RAINS, 
Chairman, Subcommittee on Housing, 


House Committee on Banking and Currency, 
House of Representatives, Washington, D. C. 


Dear Mr. Rartns: When I testified before your subcommittee recently you 
indicated the belief that securities issued by the Federal home loan banks, which 
are not obligations guaranteed by the United States, were eligible as investments 
for the national service life insurance fund, and that the fund could be invested 
in Federal Housing Administration or Veterans’ Administration guaranteed 
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mortgages. I said that I would check into the matter and consult our general 
counsel, who has now given me the following facts. 

It is true that section 15 of the Federal Home Loan Bank Act, approved July 
22, 1932 (12 U. S. C. 1485) provides that “Obligations of the Federal home loan 
banks issued with the approval of the board under this chapter shall be lawful 
investments, and may be accepted as security, for all fiduciary, trust, and public 
funds the investment or deposit of which shall be under the authority or control 
of the United States.or any officer or officers thereof.” 

However, section 15 of the Federal Home Loan Bank Act is a general provi- 
sion of law which had the effect of amending the investment authority respect- 
ing all fiduciary, trust, and public funds the investment or deposit of which was 
under the authority or control of the United States or any officer or officers 
thereof, established by laws in force at the time of enactment of the Federal 
Home Loan Bank Act and similar funds thereafter established unless the statutes 
establishing them contained provisions inconsistent with this provision. 

The national service life insurance fund was established under the provisions 
of the National Service Life Insurance Act of 1940, approved October 8, 1940 
(38 U. 8S. C. 805). This act authorized the Secretary of the Treasury “to invest 
and reinvest such fund, or any part thereof, in interest-bearing obligations of 
the United States or in obligations guaranteed as to principal and interest by 
the United States, and to sell such obligations for the purposes of such fund.” 
The effect of this provision in the National Service Life Insurance Act of 1940 
was to restrict the investments of the fund to “interest-bearing obligations of 
the United States or obligations guaranteed as to principal and interest by the 
United States.” Thus the provision in the Federal Home Loan Bank Act, ap- 
proved July 22, 1932, making obligations of the Federal home loan banks eligible 
for investment of trust funds of the United States, was superseded insofar as 
the national service life insurance fund is concerned by the more restrictive 
investment provisions of the 1940 act. 

The term “obligations guaranteed as to principal and interest by the United 
States” does not include Federal Housing Administration or Veterans’ Adminis- 
tration guaranteed mortgages. This term has a meaning which was recognized 
and confirmed by the Congress in March 1945 in connection with its consideration 
of H. R. 2404, 79th Congress, 1st session, a bill to increase the debt limit of the 
United States, and for other purposes, which was enacted into law as the Public 
Debt Act of 1945. (See H. Rept. 246, 79th Cong., Ist sess.) This report contains 
the following statement: 

“The bill differs from the bills which have been enacted in recent years placing 
a limitation on the amount of obligations which may be issued and outstanding 
at any one time under the Second Liberty Bond Act, as amended, by incorporat- 
ing a provision, suggested by your committee, fixing an overall limitation apply- 
ing not only to the public-debt securities issued under the Second Liberty Bond 
Act, as amended, but also including securities issued by governmental corpora- 
tions and agencies which are guaranteed as to principal and interest by the 
United States and are outstanding in the hands of the public. These securities 
are customarily referred to as guaranteed obligations of the United States and 
their issuance under certain statutory limitations and conditions has been 
authorized to finance activities of the following corporations and agencies: 

“Commodity Credit Corporation, Federal Farm Mortgage Corporation, Federal 
Housing Administration, Federal Public Housing Authority, Home Owners’ 
Loan Corporation, Reconstruction Finance Corporation, Tennessee Valley 
Authority, United States Maritime Commission.” 

The laws under which these agencies issued guaranteed securities required 
that a statement be placed on each security that it was “guaranteed as to prin- 
cipal and interest by the United States.” On December 31, 1944, there were 
about $1,500 million of guaranteed obligations outstanding in the hands of the 
public. On June 30, 1941, there were $6,370 million of such obligations outstand 
ing in the hands of the public; and as of February 28, 1957, there were only 
$109 million outstanding. 

I enjoyed the discussion with your committee. 

Sincerely yours, 
W. RANvotpn Burcess, 
Under Secretary. 


Mr. Ratns. Thank vou for appearing. We appreciate it. 

Is Mr. Riefler here ? 

Ladies and gentlemen of the committee, we have Mr. Winfield W. 
Riefler, Assistant to the Chairman, Board of Governors of the Federal 
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Reserve System. I was told by Mr. Fink a momerit ago preliminary 
to his testimony, and I have heard it many times before, that the 
gentleman who sits before us was one of the first, authorities of FHA. 
We are glad to have you with us, Mr. Riefler. You seem to have a 
brief statement, so you may proceed with your statement. 


STATEMENT OF WINFIELD W. RIEFLER, ASSISTANT TO THE 
CHAIRMAN, BOARD OF GOVERNORS OF THE FEDERAL RESERVE 
SYSTEM 


Mr. Rrerter. Mr. Chairman, the volume of home mortgage debt now 
totals about $100 billion. It is about equal in size to long-term cor- 
porate debt, and over three times as large as consumer installment 
debt. It is more than one-third the size of our gigantic Federal 
Government debt. 

Most of the growth of private debt has occurred since the war. In 
the past t decade, home mortgage debt has grown by $76 billion, long- 
term corporate debt by $60 billion, and consumer installment debt by 
$27 billion. During the same period, Federal Government debt in- 
creased by only $17 billion. 

During 1956 alone, home mortgage debt grew $11 milion, long-term 
corporate debt $9 billion, consumer installment debt $21 billion, ‘ while 
Federal Government debt declined $4 billion. The ee in home 
mortgage debt during 1956 was much larger than for any other year 
exc ept 1955 when it grew by $121/ , billion. 

Home mortgage lending i IS € ost ly as compared with most other types 
of long-term investment. Considerable prior analysis of each trans- 
action is necessary before a lender can decide whether or not a prop- 
erty has sufficient long-range value to justify a mortgage loan of the 
amount sought as weil as whether or not the prospective borrower 
qualifies as a credit risk. Furthermore, elaborate processing is neces- 

sary before a mortgage is legally recorded. 

Over the life of the loan the re ‘gular monthly payments must be 
serviced by a responsible agent. In view of the sheer magnitude of the 
volume of home mortgage loans placed and outstanding, it is evident 
that the personnel engaged in home mortgage lending is large and that 
effective contacts with the great pools of private savings have been 
established and maintained. 

In view of these well-established market relationships and the fur- 
ther fact that the supply of savings continues very large, it follows 
that any diminution of the volume of funds currently placed in home 
mortgages must be accounted for by 1 or more of the following 4 
— 

A diminution in demand for home-mortgage financing. 

9. An increase in risk exposure making lenders more cautious in 
committing savings to home-mortgage investment. 

3. A growth i ine competing den :ands to borrow the savings that might 
otherwise be invested in home mortgages. 

4. The interposition of barriers that prevent savings from flowing 
into certain sectors of the home-mortgage market. 

Now, consider the situation with respect to these four factors. Dim- 
inution of demand for home-mortgage fin: uncing, if it were occurring, 
would reflect either (a) overbuilding in particular areas, (b) con- 
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sumer resistance to a rise in building costs, (c) consumer resistance 
to the downpayment requirements or other mortgage lending terms, or 
(d) some combination of these developments. While a combin: ation of 
these influences is operating currently to some extent in individual 
localities, available evidence clearly indicates that overall demand for 
home-mortgage financing remains high and in excess of actual mort- 
gage transactions. 

The risk exposure factor is always present and at times operates 
powerfully to affect the flow of home-mortgage funds. It is doubt- 
ful, however, whether risk exposure is a ruling consideration under 
current market conditions. Recent default and loss experience of lend- 
ers engaged in mortgage financing has been most favorable. Further- 
more, the recent drop in new mortgage commitments is concentrated 
almost wholly in the federally sponsored home mortgage insurance 
and guaranty programs which involve a minimum of risk to the lender. 
The volume of funds flowi ing into conventional home-mortgage financ- 
ing, where the lender assumes all the risk, has not diminished. 

A growth in competing demands to borrow the savings that might 
otherwise be invested in home mortgages is clearly evident in the 
present situation. Demands for savings to finance industrial growth, 
expansion of public utility and commercial facilities, installment and 
consumer purchases, roads, schools, and other public works have 
mounted greatly in the past 2 years. Inthe aggregate, including home- 
mortgage financing, these demands have excee eded the supply of current 
savings, large as it has been. This has caused a rise in interest rates. 
In the last 2 years, rates on Government bonds have risen about 1 
percentage point, on high grade State and municipal securities about 1 
perce ntage point, on high grade corporate bonds 85 basis points, and 
on conventional home mortgages about 1 percentage point. 

Barriers that impede the free flow of savings into certain sectors 
of the home-mortgage market, notably into the federally mpynie 
home-mortgage program, have tended to appear in recent years. As 
the demand for funds in other areas has grown, lenders have "been 
able to secure higher net return on loans they considered of equal 
quality by lending on conventional residential and commercial mort- 
gages, industrial bonds, and similar investment media. The 41/ per- 
cent ceiling rates that formerly prevailed on both FHA and VA 
home mortgages gradually became a barrier to the ability of the 
borrower using these programs to compete with other borrowers for 
the savings that were available. For a time competition was main- 
tained through resort to discounts which had the effect of providing 
a higher gross yield to the lenders than the 41% percent rate stated 
in the face of the mortgage. The wor kability of this mechanism 
diminished as the 414 percent ceiling got further and further out of 
line withe ompetitive r: ates in other lending areas. 

The total volume of VA-financed home mortgages was over $7 
billion in 1955, and nearly $6 billion in 1956. So Jong as the present 
relationship between demands for and the supply of new savings pre- 
vails, there is no possibility that lenders will invest at anything ap- 
proaching this rate in VA mortgages subject to a 4% percent ceiling. 
The problem before this committee, as I underst: and it, is to explore 
the bearing of this fact on the future flow of funds available for home 
mortgage Tending. Specifically, your committee wants to find out 








118 HOUSING ACT OF 1957 


whether or not there is any practical alternative to lifting the ceiling 
rate which has become a barrier to the flow of new savings into the 
VA segment of the mortgage market. 

No 1 of the 3 suggestions thus far advanced, (1) an increase in di- 
rect VA loans, (2) an increase in FNMA operations, or (3) absorp- 
tion of VA mortgages in the Government trust funds, will increase 
the flow of private savings into VA mortgages. None of these pro- 
posals operates to encourage new savings, that is, to increase the total 
flow of funds from which all demands for long-term investment must 
be met. All three, furthermore, require that the Federal Govern- 
ment borrow in the market more than it would otherwise borrow. 
This additional borrowing by the Treasury would not only be infla- 
tionary but would tend to raise market rates of interest further and 
thus increase, not decrease, the barrier that is already impeding the 
flow of private investment funds into VA mortgages. These pro- 
grams would, of course, make funds available up to the limits pro- 
vided in the legislation, and in some cases would help certain indi- 
viduals to purchase homes. To the extent that already existing VA 
mortgages were acquired from institutions, however, it might simply 
provide those institutions with funds to lend in other markets. Hence, 
tracing the effects of these proposed programs, we find that under 
them the Federal Government would have assumed large additional 
responsibilities without, in the end, restoring the market for VA 
mortgages. 

In view of the tentative decision to maintain the 414 percent ceiling 
rate on VA mortgages, it is evident that the adequacy of a continued 
flow of new savings into the home mortgage market will depend on 
either or both of the following dev elopments: 

(a) A further increase in the volume of lending on conventional 
mortgages. ‘This may come about since these mortgages can compete 
freely y ieldwise for limited saving gs with other demands for borrowing. 

(b) A revival of home-mortgage financing through FHA. If the 
FHA establishes rates and charges that permit home mortgages cov- 
ered by its insurance to compete with other investment for savings, 
this may well represent the channel through which a large part of the 
adjustment will be made. 

Mr. Rarns. Mr. Riefler, as I listened to you read that, it makes me 
rather sad, to tell you the truth. It seems to me if we follow that 
as legislators, that we must just sit and wait for the inevitable to 
happen, which seems to be less and less and less money for homes, 
while other things like—I mentioned them a moment ago to Mr. Bur- 
gess, a great many of them, gobble up the mortgage credit. 

Do you ever give any consideration to the idea that there ought to be 
a division in the mortgage credit in this country and we ought to take 
into consideration things that have social priorities as well as just 
turning it loose to free flow ? 

Do you think there is anything to that statement or not? 

Mr. Rierter. W ell, all of the demands have to compete for the sav- 
ings available. It is just like the labor market. If the price of labor is 
$1: an hour and it goes to $1.25, you have to pay the $1.25 or you don’t 
get it. 

I think it is basic that the home-mortgage market be maintained 
in a true competitive position so that we can have a sound home-con- 
struction program. 
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Now the suggestion you made earlier would seem to me to involve, in 
some sense, rationing, or limitation on other types of demands to bor- 
row savings, and rationing is very difficult in this area. I don’t think 
I could recommend it, but it would require something like that. 

Mr. Rarns. Lam not recommending that. 

Mr. Ruierver. Or it would require an increase in the availability of 

savings. Now higher interest rates in themselves do have probably 
some effect that w ay. They certainly don’t reduce saving, so that some 
of the adjustment comes about by higher rates encouraging saving. 

Mr. Rarns. Mr. Riefler, I don’t have any trouble, and Tam sure the 
other members of the committee don’t, in agreeing with you completely 
on the proposition of controlling, and the danger of, inflation. Also 
we know that the action we take here is not going to increase in dollar 
amount the money in circulation. We are aware of that fact. 

But I do not believe that proper consideration is being given to the 
home-building program. 

Is it the feeling at Federal Reserve that housing is expendable and 
people can just wait, even though the people are not getting a bigger 
percentage than they were years ago! 

What is the feeling down there about housing ? 

Mr. Rierter. Housing is probably the most important economic 
activity in the country. A larger amount of our economic activity is 
spurred directly or indirectly by housing than any other, and it isn’t 
just a question of today’s construction. It is a question of the long- 
range value of the housing and the long-range solidity of the debt 
on it. 

Actually as far as the recent facts are concerned, the rate of housing 
construction is pretty good. 

Mr. Rains. I don’t agree with that statement at all. We are build- 
ing houses at the same rate per capita we were building when the 
income of this country wasn’t nearly so high as it is today. We are in 
the horse-and-buggy days as far as ‘providing homes for the American 
people. 

Mr. Rierter. I feel that pretty deeply too, but I think the other side 
of that picture is this awful rise in housing costs. Now if we are 
going to have a continued rise of this kind in the cost of homes, I don’t 
think we are going to build so many, and people are not going to be 
as well housed. 

Mr. Rarns. Let me point up a thing that happened down at the 
Federal Reserve which I couldn’t understand. You know of course 
one of the prime feeders out of mortgage credit for homes in this 
country is Federal savings and loan associations, chartered for that 
purpose and bound by law only to lend that kind of money. 

Therefore I couldn’t understand last fall when the Federal Reserve, 
in order to control inflation, took the action to increase or to allow 
commercial banks to increase the percentage paid on savings accounts 
and put savings and loan associations out of competitive position and 
forced them again to raise interest on deposits in order to attract sav- 
ings for home ‘building. 

What was the purpose behind that action of the Federal Reserve? 

Mr. Rrerter. The rate paid on savings is the reward to save. Now 
the only way we can possibly meet these demands to build homes and 
office buildings and utilities and roads and schools and bridges, and 
all the rest, is by having enough savings available. 
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Individuals have to defer their spending and save, and under the 
circumstances it was an untenable position to be holding the maximum 
rate allowed on savings deposits to the rate that had prevailed in the 
late 1930’s when the country was in a deep depression and there weren’t 
these demands. 

Mr. Rains. Well, now I can understand that, except I am talking 
about housing again. This is our scope of the legislation. When you 
did that you opened up the field for more commercial loans and took 
it away from the home-building field. 

Isn’t that true ? 

Mr. Rierier. I don’t think so. 

Mr. Rains. Well, why not? Because you put the associations 
which are in a large measure responsible for the home-building 
business, you put them out of competition unless they raised the interest 
they pay on savings. 

Mr. Rrerter. I would expect when the record of the year is in, that 
the volume of savings in the savings and loan associations would con- 
tinue to show its healthy rate of growth. I don’t know. I would 
expect it. 

Mr. Rarns. In my State I think it set off a chain reaction of paying 
more and more and money goes higher and higher. 

Mr. Riercer. If that increases the volume of savings available, that 
will help your problem. Then there will be money to lend with which 
to build homes and it won’t be infl: ationar v money. If you actually 
get increased savings, that will help this problem that is before this 
committee, and there is nothing else that w ill he Ip it as much, no other 
thing. 

Mr. Rarns. I took the opportunity to check one of the big banks in 
my State after you did that. This is what h: \ppe ned: The first day 
after that went into effect, it got ea 3 in new savings. It sounded 
good. But do you know what it was? $39,000 was taken off demand 
deposits, to where that bank had been ed to put up 25 percent 
reserves to back it up, and transferred over to time deposits where it 
only had to put up 5 percent to back it up. 

Now if that isn’t inflation in turning loose this amount in a com- 
mercial bank, what do you call inflation ¢ 

Mr. Rierier. Well, the problem of tr: unsfers from demand deposits 
to time deposits is a difficult one and those things do happen some- 
times. I don’t think that has happened in any major way that im- 
pinges on the national economy, but you have put your finger on a very 
real problem. 

Mr. Rarns. I thought it was a very bad move and a great blunder, 
Mr. Riefler, for the Federal Reserve to do that under the guise of 
controlling inflation, and I certainly can see where it puts an added 
cramp on the funds or mortgage credit for home building. I am 
going to defer right now to Dr. Talle and let him proceed, and then I 
have another question or two at the close. 

Go ahead, Dr. Talle. 

Mr. Tare. Mr. Chairman, I fear, Mr. Riefler, that many people 
don’t look at both sides of the coin. On the one side is the 
inducement to save, and if a person is paid more for doing it, he 
may be willing to postpone some expenditures and hire his money out 
to somebody w vho wants it badly. So certainly the rise in the interest 
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paid to those who are willing to save will tend to increase the fund 
available for lending. We should look at both sides of the coin, that is, 
interest paid to him who saves and interest paid by him who borrows. 

I appreciate your statement for that very fact. Induce people 
to save and there will be people willing to postpone consumption. 
Then what they save can be hired out to other ioonla who want to use 
it, to borrow it for building houses and other things. There will be 
more money available to lend as more people are induced to save. I 
see no other way of doing it on a sound basis than that. 

Thank you, Mr. Chairman. 

Mr. Rains. One question there. According to my figures, that in- 
crease of one half of 1 percent on interest savings would give an 
average family an additional income of about $2 or $3 a year. Do 
you think that is a great inducement, or don’t you think it is a diversion 
of funds away from housing. 

Mr. Rrerter. No; I think it is an inducement. I think we will find 
savings increased. There is a lot of dispute among economists as to 
how much sayings are induced by the rate paid on them, and it is a 
question of how much; but I think, in my own judgment, they will be 
increased, and anything we can do at this stage to increase saving 
is important. We have a depreciating dollar right now. 

Mr. Rarns. I agree that anything we can do to increase savings 
is fundamental, of course. but it seems to me in that instance to be a 
minor matter. But it also seems to me to convert a considerable 
amount of money out of the housing market. That is the real com- 
plaint that I make. 

Mr. Rrerter. Well, I think the savings and loans will hold their 
money. That is the difference between us. You can’t tell now. I 
think they will hold their savings. 

Mr. Rarys. Of course they will have to pay a higher rate of interest. 

Mr. Rrer.er. Yes; but that is increasing the reward for saving by 
their shareholders. 

Mr. Rarns. And then it will mean an increase in the interest rates 
on housing. 

Mr. Rrerter. Yes; but it will increase savings and provide more 
money for housing, and that will be a solution to the problem of the 
committee today. 

Mr. Rains. Just when are we going to get through with these con- 
tinuing increases? Won’t we finally price the American people out 
of the housing market by increased interest rates? 

Mr. Rrerter. Well, at some point the adjustment comes. Now, these 
rates have seemed high in relation to recent experience, but I think 
we have to remember a few things. It is very hard for me to be sure 
of these and I have been thinking about them. During the period 
when the population of this country was growing rapidly—and that 
meant we had to build a lot of houses and a lot of schools and a lot of 
roads and had to increase the capacity of our factories—interest rates 
of 5 and 6 percent and 7 and 8 percent on housing were not at all 
unheard of. They rather prevailed in a lot of sections of the country. 

Then we went through the thirties and the forties in which the 
population was not increasing, so that the aggregate demand for sav- 
ings was mostly to improve the standard of living, not just maintain 
it. Now, we are getting into a high rate of population increase 
again—and these are speculative matters; there is no way of telling 
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how they will come out—but certainly you can just look through the 
developments and figures of this last year, the enormous demand for 
roadbuilding, the enormous demand for more extensive public utili- 
ties, the enormous demand for schools, and those are demands that 
come out of the population growth, and that requires a larger saving 
out of the community than if the population were stable. 

These rates of interest are not out of line with rates that have pre- 
vailed in similar eras of population growth. 

Mr. Rarns. Of course, you and I have a basic difference on that. 
I don’t mind telling you that I think the increase in interest rates 
started when the Secretary of the Treasury put on the market his first 
3-percent bond that was oversubscribed some several times over. I 
think that is when we started the deal we are now on, and I don’t 
concur in the idea me interest rates are set in the free market. I 
think they are set b y what the United States Government does. Do 
you agree with that? 

Mr. RIerxer. No; they are set by the free market. 

Mr. Aster. Would you yield for a question at that point? 

Mr. Rats. Yes. 

Mr. Asutry. The population of the United States today is 170 mil- 
lion ; in 10 years it is anticipated it would be 200 million. 

Mr. Rrerter. Not 10 years, is it? But it is growing very rapidly. 

Mr. Asuiey. 1975, I believe. Now, what is going to happen to the 
demand for money in this relatively short period of time with the 
tremendously increasing demands for public facilities of all kinds and 
certainly for housing? 

Mr. Rrerter. If there isn’t an increase in the rate of saving it will 
be very difficult. Now, my own judgment—and these are guesses 
again—my own judgment is that the gap between the potential de- 
mands for money and the volume of savings is not too large. My own 
feeling is that a relatively small increase in savings will bring this 
thing into equilibrium. We aren’t faced with the necessity of continu- 
ously rising interest rates and continuous inflation of prices. I think 
this thing can be brought into balance without too much adjustment. 
But that is judgment. If it isn’t brought into balance, if with this 
growth of population and the demands that come out of it, and the 
demands for a higher standard of living and for defense at the same 
time, if these demands are not balanced by taxation and savings, then 
we certainly face continuous increases in prices, and with that, con- 
tinuously rising interest rates. Once people get to expect prices to 
increase, interest rates really go up, because they won’t lend their 
money except at a very high rate. Then money is depreciating. That 
would be a very bad picture indeed. I don’t think the adjustment is 
too difficult, but that is judgment. Nobody can possibly demonstrate 
that or prove it. It isn’t a matter of fact. 

Mr. Asuzry. All I can say is that I appreciate your reasoning, but 
I think that it represents a fairly bleak outlook for the home pur- 
chaser between now and 1975. Wouldn’t you say so, as far as interest 
rates are concerned ? 

Mr. Rrerter. No; I think the bleak outlook is in the rise in con- 
struction costs. If construction costs can be stabilized, I don’t think 
it is a bleak outlook at all. 

Mr. Rarns. Mr. Widnall—— 
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Mr. Wiwnatt. Mr. Chairman, in the total savings picture for the 
country, do they include the paybacks on mortgage loans as part of 
the savings ? 

Mr. Rierier. Yes. 

Mr. Wipnatt. So the more mortgages you have out, the greater the 
savings in the country / 

Mr. Rrerter. The regular amortization on mortgages and the in- 
stallment payments on consumer debt, are both contractual savings, 
once the loan is made. When it is paid back that is a big addition to 
contractual savings. But the figures I was giving were net figures. 
In each year the total volume of consumer cr redit extended has been 
larger than the amount paid back ; the total volume of mortgage credit 
extended has been larger than the amount paid back. 

Mr. Winatt. Well, that is not new money placed in a savings 
bank as most people would think of national savings. 

Mr. Rierter. It is an important element. The national savings are 
the repayment of all debt plus the setting aside of current income for 

saving rather than spending; that is, fr eely disposable current income 
for saving instead of spending. That, also, is a very important 
element. 

Mr. Wipnat. I have two other questions. You said on page 3 the 
volume of funds flowing into conventional home mortgage financing, 
where the lender assumes all the risk has not diminished. 

Mr. Rrerier. Yes; that is very interesting. 

Mr. Wipnatt. The reason for that is what? 

Mr. Rrerter. He has been able to compete for funds with anybody 
in the market. 

Mr. Wipnatu. He has had a flexible interest rate. 

Mr. Rrerier. Yes; and I think also the home mortgage market is 
in a better position inherently to compete for available savings than 
most other markets for one very simple reason. This is one of the 
biggest bodies of private debt in the country, and it requires, as I 
pointed out, enormous servicing. The institutions that make mort- 
gage loans have an overhead to “provide this servicing, and I think 
that gives them a break that when returns are equal in two markets 
they would prefer to make a mortgage loan that would maintain their 
force and diminish their overhead costs than lend on another field. 
Now, that isn’t always true because investors also like to keep bal- 
anced portfolios. They will sometimes, other things being equal, go 
into another market for the purpose of balancing their portfolio, But 
on the whole I think that the home mortgage market is institution- 
ally geared so that it has the break, other things being equal, as against 
other competing demands for funds. 

Mr. Wipnatu. The other question. On page 5 you said, “To the 
extent that already existing VA mortgages were acquired from insti- 
tutions, it might simply provide those institutions with funds to lend in 
other markets.” This was referri ing toa proposed direct loan program 
by the Government. 

Mr. Rrerter. It applies to FNMA most. It depends on the way 
the law is written. 

Mr. Wipnati. To what extent do you think that would be true; 
have you any figure in mind? 

Mr. Rrerter. The point is that many of the institutions that hold 
the home mortgages are also lending in other areas. Now, if attrac- 
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tive loans come along at high yields in other areas, and they can dis- 

pose of their mortgages at an acceptable price, they will take the money 

they get from those mortgages and lend it at the highest yield. They 

won't necessarily take the money and put it back into mortgages; there 

is no guaranty of that at all. 

' air. -Wiwnatt. Do you have any idea as to how prevalent that would 
ef 

Mr. Rrerter. I think it would extend quite widely. It would de- 
pend pretty much on the specific way in which the funds were made 
available, by whatever institution you buttressed, but it would be a 
very normal and natural thing to happen. 

Mr. Wipnat. Do you feel ‘that a lot of new money might be used 
for refinancing rather than actual financing? 

Mr. Rrerter. If you provide for the Treasury to refinance existing 
mortgages or to buy present mortgages, you have no control over what 
the person does with the money he gets. 

Mr. Rarns. But most of the people who buy from FNMA are in 
the mortgage business, they have no other business. 

Mr. Rrerter. They may be repaying other loans. They may be in 
debt to the banks and repaying other loans, and then the banks will 
look at their whole portfolios as to what they do with the new money. 

Mr. Rarns. Well, I don’t follow that. I don’t understand how a 
man who is in the mortgage business, his money would be diverted 
to some other deal or refinanced into something else. 

Mr. Rrerter. It depends on how he is carrying the mortgages he 
is selling, if he is carrying them on capital or carrying them on bor- 
rowed money. 

Mr. Ratns. Mrs. Sullivan 

Mrs. Sunuivan. I have a couple of questions, Mr. Chairman. 

Mr. Riefler, do you believe that the administration’s proposal to 
liberalize FHA section 203 would cause inflation ? 

Mr. Rmrter. I haven’t in mind the exact proposals. My feeling 
about the FHA is that if you made some special provision for the 
veterans there, that might well take off the pressure. It is very diffi- 
cult for me to convince myself that it would be good for this country 
to go into general liberalization of downpayments at this time. We 
are operating at a very high rate of activity. In general, downpay- 
ments ought to increase in prosperity and decrease in recessions and 
we have been doing just the opposite. We have had 10 years since 
the war of widespread prosperity, very high activity w ith growing 
incomes, and it is hard for me to feel ‘that people are now not in a 
position to pay what are really very moderate downpayments. I 
think that the time to decrease downpayments is when the economy is 
slacker. As I say, I am confident that if the FHA really meets the 
market yieldwise, that we will build a very reasonable and large 
volume of housing this year without a general decrease in down- 
payments. 

Now, that is a personal judgment again. It is very hard to pin 
these things down. 

Mrs. Suttrvan. Well, would you comment on this: If there is to be 
any liberalizing of that FHA section 203, do you think in your 
opinion it would help just to be confined to the GI, the veteran? 
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Mr. Rimrier. My own judgment is that would be enough to give us a 
reasonable volume of housing, but you will find greatly varying judg- 
ments on that. 

Mrs. Sunxivan. I think that is all, Mr. Chairman. 

Mr. Rarns. Mr. Betts 

Mr. Berrs. I have no questions. 

Mr. Rarns. I have one other question. 

Mr. Asuitey. When you are finished, Mr. Chairman, I have a ques- 
tion. 

Mr. Ratns. Go ahead, Mr. Ashley. 

Mr. Asutry. I just have a couple of questions, Mr. Riefler. The 
Treasury is now asking Congress for authority to increase the interest 
on series E savings bonds, isn’t that correct ? 

Mr. Rierier. Yes. 

Mr. Asuury. Isn’t it true that the action taken by the Federal Gov- 
ernment last November to which the chairman referred, is responsible 
for this request ? 

Mr. Rrerter. No; I wouldn't say it is responsible, but I think it is 
one factor. 

The point is that savings rates have been going up all over the pic- 
ture and the rate on Treasury savings bonds was becoming conse- 
quently much less attractive relative to rates on other competing outlets 
for investment. 

On the other hand, I think that the Federal Reserve, by leaving 
the regulation at the place it was put in 1937, which was the bottom 
of a depression —it had not been touched since the depression days— 
was making savings accounts unattractive. The change recognized 
the new situation. I think that when it came it had an impact on 
the E-bonds. But the E-bond adjustment had to come some time 
in response to the basic situation. 

Mr. Asutey. If this request is acceded to, wouldn’t it exert an 
upward pressure to increase interest rates right across the board? 

Mr. Rrerter. No, I think that pressure is there and I think adjust- 
ment is taking place. I think this would hold for the E-bonds, too. 
What the Treasury is trying to do is not to increase the amount of 
money through E-bonds. This rate cer tainly won’t do that. 

Mr. Asutey. It won’t bring pressure for increased E-bonds? 

Mr. Rrertrr. What they are trying to do is to hold the money they 
have in E—-bonds because the E-bonds are being cashed. 

Mr. Asniey. Let me read you something from the American 
Banker. Chairman Martin is quoted as saying that the competitive 
pressure on E-bonds has been brought about as a result of increases 
in interest rates by banks and savings and loans. In other words, he 
admits that the higher rate which he authorized the commercial banks 
to receive on savings deposits was the blow that upset the apple cart. 
That is with respect to the action taken last November, of course. 

What would be your comment on that? 

Mr. Rrerter. Well, what I said earlier. I think they are related, 
but I think they are both responses to a basic situation in which the 
country needs more savings. When people, borrowers, are bidding 
the rates they are willing to bid today, to borrow huge increases in 
amounts of money to put into factories, buildings, commercial struc- 
tures of all kinds, the interest rate on lending is bound to go up, and 
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the interest rate on saving is bound to go up, because it is the other 
face of the same coin, and that is the basic situation that all of us are 
facing. 

Mr. Asuixry. Let me ask you just a final question. You said that 
the volume of VA and FHA loans has fallen off this past year and 
that you would certainly agree that this affects principally your low 
and middle income home buyers. Do you think that there is any 
feasible way to assure the ability of low and medium income families 
to purchase homes within their means without adding to present 
inflationary pressures ? 

Mr. Rierier. Yes, if you increase savings enough you will. It 
depends on an increase in savings. 

Mr. Asutxy. In other words, you don’t give any credence to the 
fact that the increased interest rates are going to end the discounts 
which you mentioned a few minutes ago when you talked about the 
FHA yield. If you are going to continue to have a good volume 
under FHA, it is the home purchaser, particularly under FHA, who 
will assume the burden of that yield. 

Mr. Rrerter. That is right, just as he assumes the burden of the 
rise in building materials, he assumes the burden of the rise in build- 
ing labor costs, he assumes the burden of the rise in land costs. In all 
of these things vou have to pay the current price. All of these burdens 
have come on the homeowner and have bid up the price of the house. 
It has gone up and up and up at a multiple of the general inflation 
during the last 10 years. 

Mr. Asutry. So today only middle, high and very high income 
groups are able to purchase homes? 

Mr. Rierter. It is a very serious situation. Now, if the total supply 
of savings can be brought into balance with the demand for savings, 
that pressure for rising prices will disappear. 

As I say, I think by far the most ominous factor in the home- 
building industry has been this continuous accentuated rise in build- 
ing costs over the last 10 years. 

Mr. Asuiry. The great market for savings is in your low and 
middle income groups. 

Mr. Rrerter. They are the people that save and they are the people 
that buy. 

Mr. Asuuiry. So they are the people that get hit first and hardest? 

Mr. Rierter. They also save and they get their return on saving. 
The savers are in that group, also. 

Mr. Asuury. But this is the group your people go to for savings 
to bring about this equilibrium. That is perfectly clear. Have you 
seen any evidence that such practices as increased use of the land 
contract, or increased use of second and third mortgages are on the 
rise ? 

Mr. Rierter. Very definitely in connection with the conventional 
mortgage. I think it is a shame. 

Mr. Asutry. Is this a source of worry? 

Mr. Rrerter. Personally, it is to me. I thought when we started 
FHA we were doing away with the second mortgage. 

Mr. Asutxy. But, under the present situation, we are just referring 
to those same odious practices which were so disastrous. 
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Mr. Rierter. If the FHA and VA are kept out of effective contact 
with the market you get back the second mortgage. That is right, 
there is no question about it. 

Mr. Rarns. I didn’t understand that, if the VA and FHA is kept 
out of what? 

Mr. Rierter. Is kept out of effective contact with the market, so 
the typical financing is conventional, you will have a growth in second 
mortgages. 

Mr. Ratns. What disturbs me is, that figures show that conven- 
tional mortgages have lagged, that VA and FHA have tobogganed 
all the way up in this country. Most of the debt you are talking 
about in this country is VA and FHA guaranteed, and even in that 
field do you mean to tell me that second trusts, second mortgages are 
coming in ? 

Mr. Rierter. No, a second mortgage isn’t allowed on an FHA 
mortgage. To the extent this market shifts over to conventional 
mortgages, you will have a growth in second mortgages. 

Mr. Rats. Then to keep t this thing in balance, FHA and VA loans 
still have to do the major portion of the job in this country. 

Mr. Rierirr. As I say, | thought the National Housing Act of 1934 
was a major landmark iy reform in financing of home ‘construction. 
One big thing we were trying to do was to create a situation which 
would eliminate the need for the second mortgage. 

Mr. Rarns. It did eliminate it for a long while, and then we are 
now getting back into it. Do high interest rates have anything to do 
with ‘it, or is it building costs that are causing the second trusts and 
so on ¢ 

Mr. Rierter. It is only the FHA and VA that give downpayment 

requirements that permit the elimination of the second trust. The 
conventional mortgage can’t take downpayments as liberal as that. 
That is where that “problem comes in. 

Mr. Ratns. Then, even though in answer to Mrs. Sullivan’s ques- 
tion, I got the clear implication from your statement that you thought 
the proposals even by the administration on FHA which we are going 
to hear about tomorrow would be inflationary—— 

Mr. Rierier. Well, I don’t know the proposals. I have felt very 
worried for the last 10 years in this period of great prosperity and 

rapidly rising building costs, that we were relaxing downpayments 
rather than tightening. them. That was not the idea of the National 
Housing Act when it was passed in 1934. 

Mr. Rarns. Well, failure to relax downpayments to make them 
easier was causing second trusts and conventional mortgages ? 

Mr. Rrerter. It is a question of how far you relax them. I think 
the present downpayments of the FHA are pretty reasonable ones 
and you could forbid second trusts in connection with those and still 
keep a large building industry active, but that is a question of 
judgment. 

Mr. Rarns. Thank you. 

Mr. McDonoven. Mr. tiefler, you say the present downpayments 
are liberal enough at the present time without any relaxing? 

Mr. RIEFLER. Tt is my feeling. I wouldn’t apply that to ‘folding i in 
the veterans’ program, but as a general matter, they look to me to be 
fairly reasonable downpayments, at least reasonable enough to elim- 
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inate the need for second financing and to keep the building industry 
active, the home-building industry active at a rate that is consistent 
with the growth of the country. 

Mr. McDonovex. But they also have the effect of denying a home 
to the class of people who want to buy a house, most of the large class 
of people that want to buy a house ? 

Mr. Rrerter. I think it is a mistake—I think it was inevitable in 

the immediate period after the war, with the veterans coming back 
and the backing up of demand; but as a long-term proposition I 
think it is a mistake to gear your whole house- -building industry at 
the very young man just getting started. I think that is what pro- 
duced the two-bedroom box which we are now ashamed of and which 
is becoming surplus. I think in general you will have a better addi- 
tion each year to the housing supply of the country if the new houses 
are built for the people a few years older who have saved something. 

In the meantime they can be living in used houses as most of us did. 
Now that wasn’t a condition that was applicable immediately after the 
war with all of the shanty shelter that was around, but I think as you 
begin to think now of the future of the industry, in developing it on 
sound lines, it would be well to think about moving gradually toward 
a better quality house. 

Mr. McDonoven. What do your present studies of the national 
economy indicate as far as the demand of homes, the class of people 
who can afford to buy not more than a $12,000 or $15.000 house ? 

Mr. Rrerter. I don’t know. I think the trouble all of the way 
through has been the rise in building costs. It has been a very serious 
thing. People who could afford to buy better new houses have tended 
to stay in their old homes, and have put their money into other things 
rather than into new homes because the costs were so high. 

Mr. McDonovucu. Well, is there a large demand which has to be 
supplied ¢ 

Mr. Rrerier. Well, there is demand somewhere in the market and it 
has to be supplied. Thatistrue. I think it will be supplied. 

Mr. McDonoven. You mean for the house that costs less than 
$15,000 ? 

Mr. Rrerter. Yes. 

Mr. McDonovenu. Above $15,000, the people that buy that kind of 
home can find satisfactory financing on the conventional financing 
market. 

Mr. Rrerter. With very large downpayments. 

Mr. McDonovcen. What are we going to do with this element that 
wants these homes—young married couples. They want independence, 
They want to get out of rented quarters, apartments. 

Mr. Rrerter. I think we have now gotten to a housing supply a 
little better balanced than it was. I think it is better than it was, the 
present supply. 

Mr. McDonoven. Don’t you think that the lack of interest as far as 
mortgage investment is concerned because of the low rate of interest 
hasa tendency to promote the construction of public housing and pro- 
mote rent control and promote quarters for young folks ‘who can’t 
afford to buy? 

Mr. Rrerter. I don’t think it would under the present circumstances. 
T think the housing supply and the additions to it are in much better 
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balance at the moment. You see I expect the volume of housing to 
continue at least at its recent rates roughly. 

Mr. Wipnatu. Mr. Chairman? 

Mr. Rarns. Mr. Widnall. 

Mr. Wipnatt. Do you think it would be helpful to liberalize provi- 
ms so that older homes could be purchased a little bit easier ? 

Mr. Rrerter. Yes. 

Mr. Wipna. Because they have the size by way of bedrooms. 

Mr. Rierter. I don’t think there should be too much difference be- 
tween the provisions for new homes and existing construction. 

Mr. Wipnat. Of course, when you think about young people buy- 
ing an older home, they might get a bargain in the sales price, but they 
will usually find the real-estate taxes are much greater than on a new, 
smaller home, and it becomes an increasing burden for them to carry Vv 
it over the years. 

Mr. Rierter. I think there are two things happening there. I 
think there is a return from the suburbs to the nearer in town places 
which I think is related to the very rapid rise in eee transportation 
costs that has been taking place so that the young family that 5 years 
ago went quite far out in ‘the suburbs is finding it ‘difficult to stay there 
in some cases. When they went to the suburbs they liked it, and they 
could afford it. Taxes were cheaper; transportation costs moderate. 
Now facing rising taxes, in the suburb, and facing what in some sec- 
tions, as I understand it, has been a quite rapid rise in the cost of 
transportation, I think there is a minor movement back going on at 
the present time, reflecting those factors. 

But that kind of competitive adjustment is something that goes on 
in any market all of the time. 

Mr. Wirpnati. Then when they move back to the city there would 
be more demand for public housing and other type of housing. 

Mr. Rrerrter. No, they are supplying a demand for the houses 
vacated by people going out to the suburbs. 

Mr. Wipnatt. That is all. Thank you. 

Mr. Rarns. Just one comment. I noted what you had to say about 
building costs. I happen to be building a new home myself in Ala- 
bama and I can guarantee you that costs are going up. I started to 
buy a new automobile some time ago and that is where a lot of the 
money is going. No downp: Lyments, a dollar a week, and so on, and I 
found automobiles had increased since the last one 1 bought 4 years 
ago, a bigger percentagewise than homes. Isn’t that. true? 

Mr. Rrerter. I think the technicians would dispute you on that, but 
Tam not sure. I think the rise in homes has been one of the largest. 

Mr. Rains. Of course, I know it has been great. 

Mr. Rrerrer. The real point is that the general inflation is very 
bad. Weare not going to be able to live with it very long. We have 
to get it stopped. 

Mr. Rarns. Is the only end you see to all of this another recession ? 

Mr. Rierter. No; I think we can make an adjustment. 

Mr. Rarns. Interest rates have to quit some place, we know that: 
rising rates have to quit some place. 

Mr. Rrertrr. As I said before, I think a moderate increase in sav- 
ings will solve this without recession. 


Mr. Ratns. How can the American people save any additional 
stuff ? 
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Mr. Rrerter. By not buying quite so much. I think there is room 
in most of their budgets for quite a bit of saving, certainly as compared 
with the budgets that their fathers had 20 or 30 years ago. 

Mr. Rarns. It has been very interesting to talk to you, Mr. Riefller. 

Mr. Tatiz. Mr. Chairman? 

Mr. Rarns. Dr. Talle. 

Mr. Taiz. I am sure you were present when this matter I am talk- 
ing about was discussed before the Joint Economic Committee. The 
increase in the gross national product in 1956 was 5.5 percent, about 
314 percent. 

Now of the 514 percent, 2.8 was nothing more than an increase in 
prices. 

Mr. Rrerter. That is right. 

Mr. Tare. That part represented no increase in goods, no increase 
in services, just paying more for the same as before. 

Mr. Rierter. That is right. 

Mr. Taxus. That is evidence of inflation. And I think we should 
keep in mind that the people who incur debt now are doing it in the 
face of that situation. 

Thank you, Mr. Chairman. 

Mr. Rarns. Thank you for appearing before us, Mr. Riefler. Thank 
you, ladies and gentlemen, for staying with me today. 

We will meet tomorrow morning at 10 o’clock and Mr. Cole will 
be the witness. The committee stands in recess. 

(Whereupon, at 4:05 p. m. the committee adjourned, to reconvene 
at 10 a. m., Tuesday, March 5, 1957.) 
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TUESDAY, MARCH 5, 1957 


Hovst or REPRESENTATIVES, 
SvuBCcOMMITTEE ON HOUSING OF THE 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

The subcommittee met at 10 a. m., the Honorable Albert Rains 
(chairman of the subcommittee) presiding. 

Present: Messrs. Rains, Addonizio, Barrett, Mrs. Sullivan, Messrs. 
Ashley, Talle, McDonough, Widnall, and Betts. 

Mr. Rarns. The committee will be in order. 

We have today before us Mr. Cole and Mr. Mason who I under- 
stand are going to discuss the FHA section of the administration’s 
bill. 

I think I should say, and I am sure Mr. Cole will so say, that they 
are not yet ready, as I understand it, to present the entire housing bill. 
Today they want to confine their discussion to the FHA section. The 
bill hasn’t been introduced, it is true, but before each member of the 
subcommittee is a committee print, just so we can have a guide before 
us. 

Mr. Cote. I understand today, Mr. Chairman, it will be introduced 
in the House. 

Mr. Rats. I notice Mr. Mason’s statement is quite short. When 
his time comes he can read the statement. We try to cut down on the 
long statements. Mr. Cole, I understand, is speaking off the cuff. 

We have no other witness scheduled until 12 o’clock. So you may 
proceed in any way you see fit, Mr. Cole. 


STATEMENTS OF HON. ALBERT M. COLE, ADMINISTRATOR, HOUS- 
ING AND HOME FINANCE AGENCY, AND NORMAN P. MASON, COM- 
MISSIONER, FHA 


Mr. Corr. Thank you, Mr. Chairman, and members of the com- 
mittee. 

Again I am grateful of the opportunity of appearing before the 
committee with Mr. Mason, FHA Commissioner. We want to speak 
to you today about the recommendation of the Agency with respect 
to the FHA program. 

As the chairman has said, the bill has not yet been introduced, but 
it will be introduced, I understand, today. This bill has features in 
it other than those I am going to comment on now, but Mr. Mason in 
his statement will cover the entire program. 

We recommend a more liberal loan-to-value ratio under the FHA 
mortgage insurance program for sales housing, and these proposals, 
of course, are contained in the print which you have before you. They 
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would result in a substantial reduction in the required downpayments 
on the 1- to 4-family homes financed with FHA-insured mortgages. 

It is intended, however, Mr. Chairman, that the more liberal terms 
proposed would be used at the discretion of the Federal Housing 
Administration Commissioner as conditions warrant rather than on 
an automatic basis. In other words, we are not asking for a manda- 
tory requirement that the reductions be put into effect immediately. 

The principal effect of the adjustment in the FHA terms would be 
to reduce the downpayments required for families purchasing homes 
at moderate costs. I believe this change is needed to make more 
equitable to the benefits of the FHA program to families of different 
income and to improve the capacity of our people to satisfy their 
housing needs through reasonable mortgage terms, and I think this 
change does have added significance in view of the scheduled termina- 
tion in July 1958 of the VA’s loan guarantee program for World War 
II veterans. 

We believe that the availability of more liberal terms on the part 
of FHA would go far to offset the impact on the economy which 
would occur when the veterans, the more liberal mortgage terms of 
the VA program, terminated at that time. 

If I may, Mr. Chairman, I recognize the legislative problems in- 
volved in this sort of procedure. I would recommend that the com- 
mittee consider the possibility of giving this bill a priority. I recom- 
mend it for this reason: 

I recognize that the bill coming from the Veterans’ Committee will 
be shortly on the floor for debate. I understand that the Rules 
Committee will be meeting on that bill this morning. 

It is my judgment that it would be well for the ¢ ‘ongress to know, 
if possible, and I recognize some of the difficulties involved in it, if 
possible it would be w ell for the Congress to know the House Banking 
and Currency Committee’s position on this legislation. At least, J 
would recommend that the committee give serious consideration to 
this suggestion. 

Now, if I may, Mr. Mason may read his statement, and then we 
will subject ourselves to your questioning. 

Mr. Rarns. That will be all right. 

You may proceed, Mr. Mason. 

Mr. Mason. Mr. Chairman, and members of the committee, I am 
Norman P. Mason, Commissioner of the Federal Housing Admin- 
istration. I appreciate being here today to discuss the Administra- 
tion’s legislative proposals relating to our operations, which are con- 
tained in the bill referred to as the National Housing Act Amend- 
ments of 1957, not yet introduced. 

As you requested, I will also comment on proposals affecting FHA 
operations contained in H. R. 2584 and H. R. 3602. 

The most significant change proposed, in my opinion, is in section 2 
of the Administration proposal. We are asking that the FHA Com- 
inissioner be given the discretion of establishing higher loan-value 
ratios for FHA’s home mortgage programs when he considers such 
action necessary in view of “conditions in the home building and 
mortgage lending industries and the economy in general. U nder this 
permissive authority loan-to-value ratios could be adjusted within 
the statutory maximums to coordinate with Administration measures 
to counteract inflationary or deflationary pressures in the economy. 
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It is proposed to increase loan-to-value ratios on 1- to 4-family 
properties to 96 percent of the first $10,000 of appraised value [or 
replacement cost in those programs providing for the use of replace- 
ment cost instead of value], 85 percent of the next $6,000, and 70 per- 
cent of the appraised value in excess of $16,000 up to the maximum 
mortgage amounts permissible under the law. 

These proposed maximum limitations would provide that owner 
occupants could get 96 percent loans for homes of $10,000 or less 
valuations, 94 percent at $12,000 valuations, 90 percent at $17,500 
valuations, and less than 85 percent for valuations from $24,000 up. 

As you know, under the present statute maximum loan-value ratios 
for owner-occupants are limited to 95 percent of the first $9,000 of 
value, plus 75 percent of valuations above $9,000 up to the maximum 
permissible mortgage amounts. These present ratios provide for 95 
percent financing at $9,000 or less, 90 percent at $12,000, and 85 percent 
or less from $18,000 up. Thus the greatest reduction in downpay- 
ments is being proposed in the middle-price ranges beginning at 
about $12,000. The progressive increases in required downpayments 
in the National Housing Act amendments of 1957 are more gradual 
in the middle-price ranges than the present statute provides. 

We propose this change in order that, if economic conditions war- 
rant, we would be able to extend to the great middle-income groups 
in the country in greater measure the benefits of more liberal down- 
payment requirements which have formerly been available only to 
lower income families. The accompanying chart shows the differences 
between FHA present statutory minimum downpayments, the Admin- 
istration proposals, and the proposals in H. R. 2584. 

Mr. Rarns. Could I interrupt there for a minute? What is 2584? 

Mr. Mason. That is Mr. Teague’s bill, Mr. Chairman. 

Mr. Rarns. All right. 

Mr. Mason. Indications are that the increases in loan-value ratios 
we have proposed can probably be handled from an actuarial stand- 
point with the resources from present mortgage-insurance charges of 
one-half percent annually. 

We have not proposed that the present maximum mortgage amounts 
of $20,000 on 1- and 2-family dwellings, $27,500 on 3-family units, 
and $35,000 on 4-family units, be increased, since we believe these 
maximum mortgage amounts are sufficient under present building costs 
and housing market conditions to cover adequately the financing needs 
of the great majority of American home purchasers. 

Under the section 203 regular home-mortgage program, a little 
more than one-third of the new homes insured by FHA in 1955 had 
appraised values below $10,000, approximately 22 percent between 
$10,000 and $12,000, 39 percent between $12,000 and $18,000, and 4 
percent at $18,000 or above. Value distributions for existing homes 
insured by FHA are typically a little—and I would say a very little— 
above the new-home distributions. The intent of Congress seems 
clear that FHA was designed primarily to aid in increasing the 
availability of financing for moderate-priced, housing withi» the 
buying ability of the great majority of American families. It there- 
fore does not appear that the present maximum dollar limitations 
for insurable mortgages now provided in the statute are any signifi- 
cant deterrent to the use of the FHA programs by prospective home 
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buyers. In the case of 1- and 2-family dwellings, this maximum 
insurable mortgage is $20,000. The increases in maximum mortgage 

amounts proposed in H. R. 2584 and H. R. 3602 would not appear 
necessary to provide FHA assistance for moder: ate-priced housing for 
the great majority of home buyers. 

Amendment to title V III, armed services housing: In section 7 of 
the National Housing Act Amendments of 1957 three amendments are 
proposed to the title VIII program for armed services housing. A 
1-year extension of the program to June 30, 1959, is requested in order 
to provide the Defense Department sufficient time for careful pro- 
graming of the needed housing. 

Secondly, we are asking for an amendment to section 803 (b) of the 
National Housing Act in ‘order to make this military housing program 
work more smoothly and in accordance with usual military bidding 
orocedures. The amendment provides that the bid of the eligible 
bidder on a military housing project under title VIII shall bear a rea- 
sonable relation to the Commissioner’s estimate of replacement cost 
of the property or project when the proposed improvements are com- 
pleted. It removes the present provision that the eligible bid must be 
equal to or less than the FHA’s estimate of replacement cost for the 
proposed project. 

Under the present statute, if the military receives no bid equal to or 
less than FHA’s estimate of replac ement cost, FHA may, upon request 
of the military, reexamine its estimated cost and revise its appraisal 
and eligibility statement acc ordingly, or the military is forced to re- 
ject all bids and either rebid the project.or abandon it. In large con- 
struction projects such as most military housing under title VIII, a 
moderate range in estimates of replacement cost is inevitable, due to 
frequent variance in labor, job overhead, and other factors. This pro- 
posed amendment will provide much-needed flexibility in the adminis- 
tration of the military-housing program. 

Finally, there is a technical amendment to apply the $16,500 average 
unit limitation on mortgage amounts on the basis of averages for an 
entire project whether or not more than one mortgage may be involved. 
I understand the Defense Department has already “discussed this pro- 
posal with you. 

Mr. Rarns. Yesterday, yes. 

Mr. Mason. The status of FHA insurance authorization: The Ad- 
ministration’s legislative proposals do not include any provision for 
increasing the FHA general mortgage insurance authorization pro- 
vided under section 217 of the National Housing Act. This is un- 
usual. The act is ordinarily amended each year in order to provide 
sufficient insurance authorization to cover FHA insuring operations 
during the forthcoming fiscal year. Because of the unanticipated ex- 
tent of tightening in the mortgage money market during the past 12 
months, FHA operations have been at a suffic iently reduced level so 
that, since June 30, 1956, the return of available authorization by 
means of either repayment of insured mortgages or expiration of out- 
standing commitments has been sufficient to cover the current use of 
authorization in new business. 

As of December 31, 1956, there was available approximately $3,091 
million of unused general- mortgage insurance authorization. This 
amount is expected to be sufficient for the 1 requirements of the agency 
throughout the fiscal year of 1958 under the insurance programs which 
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are already in operation. However, if substantial changes m existing 
programs or the assignment of new programs to FHA by the Congress 
were to increase the prospective volume of FHA oper ations, it would 
probably be necessary to request an increase in the available insurance 
authorization at one later time prior to June 30, 1958. 

Technical and clarifying amendments, and there are several of 
these: We also proposed additional technical and clarifying amend- 
ments to the National Housing Act to enable us to better administer 
the various FHA mortgage insurance programs. 

Mr. Cote. Mr. Chairman, would you like to have him file the rest 
of it? 

Mr. Ratns. We have time. 

Mr. Mason. It will take a relatively short time to complete. 

Mr. Rarns. I think you should run through these technical and 
clarifying amendments. 

Mr. Mason. I would like to enumerate the more significant of these 
amendments, which are contained in the National Housing Act 
Amendments of 1957. The section-by-section analysis, which you 
have, discusses each amendment, and I shall be happy to answer any 
additional questions } you may have. 

Section 3 would extend the mortgage limitations of up to $8,400 
per unit on elevator-type structures to include housing for the elderly, 
and would make it clear that the rental housing program for the 
elderly permits the design and occupancy of units for elderly single 
persons. 

Section 8 provides under title I property repair and modernization 
program that, in the absence of fraud or misrepresentation on the 
part of the financial institution, any payment for loss made to the 
institution shall be final and incontestable after 2 years from the date 
the claim was certified for payment. 

Section 10 makes 2 modifications of the FHA home mortgage 
program provisions for management of properties being submitted 
to FHA for debentures. First, FHA is authorized to include in its 
debentures the approved expenditures of mortgagees made for pro- 
tection of the property from vandalism, termites, weather, etc., prior 
to transfer of the property to FHA, which may be delayed 18 months 
or longer in States with extended redemption periods. ‘Second, mort- 
gagee payment of mortgage insurance premiums is terminated when 
an application is filed for exchange of the property for FHA 
debentures. 

Section 11 amends sections 204, 207, and 803 of the National Hous- 
ing Act to be consistent with section 224 of the Housing Act, added 
in “1954, which provides that FHA debenture interest rates shall be 
fixed by the Commissioner with approval of the Secretary of the 
Treasury, based upon yields on long-term Government obligations. 

Section 13: The present statute provides that commercial and com- 
munity facilities may be allowed under the mortgage in section 213 
cooperative housing projects only in the case of the multifamily man- 
agement-type cooper ative. The investor- “sponsor type structure, 
which in most cases will be a multifamily type structure, is presently 
not included under this provision since it does not become a coopera- 
tive until after construction. Similarly, certain types of community 
facilities, such as community houses or play areas for children, are 
prohibited in sales-type cooperative projects. This amendment would 
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provide that the commercial and community facilities provisions for 
management-type cooperatives would be extended to the new investor- 
sponsor type projects as well as sales type projects. 

Section 14 makes clear that the provisions of section 204 (j) of the 
National Housing Act extend to the insurance programs under sec- 
tions 213, 220, 221, and 222 of the act. Section 204 (j) permits termina- 
tion of the mortgagee’s liability for payment of mortgage insurance 
premiums in those cases where the mortgagee forecloses on the mort- 

gaged property but informs the Commissioner that it does not intend 
to convey the property to FHA in exchange for debentures. 

Section 15 would extend to the section 221 housing insurance fund 
and the section 222 servicemen’s mortgage insurance fund the author- 
ity provided by section 219 for transfer of resources as may be re- 
quired among certain of the FHA insurance funds. 

Section 16 amends section 226 of the Housing Act to provide, in 
those cases where the mortgage is based upon replacement cost rather 
than appraised value, that “the Commissioner be allowed to submit a 
statement of the estimate of replacement cost rather than to furnish 
a statement of appraised value to purchasers of the property. 

Section 17 amends section 513 (e) of the National Housing Act in 
order to relieve mortgagors under the various sales housing programs 
of certifying that they \ will not use the dwellings for hotel purposes. 

Comments on H. R. 2584 and H. R. 3602: In addition to the in- 
creased maximum mortgage amounts referred to earlier, H. R. 2584 
and H. R. 3602 also provide increased maximum loan-to-value ratios 
for single- family homes insured under section 203. The loan-to-value 

‘atios in these bills for owner occupants of one-family houses involve 
appreciably greater increases from the present statute than the ratios 
in the sadtiiitetration proposal. I believe that the ratios proposed by 
the administration are more realistic in showing a real investment 
by the home purchaser without undue burden for downpayments. 

H. R. 3602 also provides for presidential action to modify, but not 
increase, the National Housing Act limitations on mortgage amounts, 
maturities, and loan-to-value ratios under all FHA programs. The 
powers which are granted to the President by section 3 of H. R. 3602 
are already available to the administration under the National Hous- 
ing Act grant of authority to the FHA Commissioner. It is our 
opinion that this oe authority is adequate. 

In paragraph (b) of H. R. 2584 there is an inconsistenc Vy in maxi- 
mum mortgage amounts for one-family homes. The $30,000 limita- 
tion is inconsistent with the four subparagraphs which total only 
$24,650 in maximum mortgage. 

This concludes my prepared statement. 

I do not cover each one of the technical changes, but the others are 
very minor. 

Mr. Rarns. I might say to the members, the technical amendments 
will be found in the committee print. 

As I understand it, Mr. Cole, that part of the bill which we are 
today discussing other than the technical and clarifying amendments 
to which we have referred in the latter part of Mr. Mason’s discussion 
relates only to the liberalization, we will say, of the downpayments in: 
FHA; isn’t that w hat it is? 

Mr. Cote. That is generally correct. 
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Mr. Rains. Together with certain amendments to military housing 
program / 

Mr. Cour. Yes. 

Mr. Rarns. Those are basic. And as I understand it, some time 
later on in the hearings, prior to the 15th, or not later than the 15th, 
you expect to be in a position to discuss with us the FNMA provi- 
sions and certain other credit provisions, including slum clearance, 
and so on, in a complete bill? Do you expect all of that to be in the 
bill which you think may be introduced today? 

Mr. Corr. No; that will not be i in the bill ‘that is introduced today. 
As I understand it, the bill which is to be introduced today is the bill 
which is before me called “Committee Print.” 

Mr. Rarns. Yes. 

Mr. Corr. Which was printed by the committee. 

Mr. Rains. When do you expect the rest of the administration bill? 

Mr. Corr. We will have it up here in ample time to be ready to 
appear on the tentative date which the chairman has talked about, 
on March 15. 

In other words, it will be up here a number of days ahead of that. 

Mr. Rains. After listening to the Federal Reserve Board, and the 
Treasury, yesterday, I draw the conclusion, Mr. Cole—I won't say 
you are having dliffic sity, but you are having considerable conferences 
on the FNMA provisions with the Bureau of the Budget and with 
the other agencies of Government: is that a fair deduction ? 

Mr. Core. Mr. Chairman, it is a fair deduction to say we are having 
conferences on a number of major elements of the remaining part of 
the bill, and not entirely with respect to Fannie May. 

Mr. Ratns. Now, this part of the bill before us—the FHA liberali- 
zation and the milits ary housing features—does the Federal Reserve 
Board, Council of Economic Advisers endorse this proposal as you 
have presented it here today ? 

Mr. Coir. Yes; the proposals presented today are a part of the 
President’s program, and that means that the executive branch is 
recommending the enactment of this legislation. 

Now, if you ask me about the Federal Reserve, that is not a part 
of the executive branch, and, therefore, they speak for themselves. 

Mr. Rarns. I might say that I am a little puzzled after reading 
the President’s message, and his economic proposals, to see why there 
is any delay or difficulty in presenting the bill, because I had antici- 
pated that the bill w hich would come from the administration would 
be the President’s proposals which he set out almost completely. 

Is there now some idea that the proposals of the President may be 
changed, or will the bill practically follow those proposals? 

Mr. Cote. Mr. Chairman, this is a matter which the President. will 
decide, and when it is decided we will present it. That is about the 
situation. 

Mr. Rarns. I realize that, but as a legislator, Mr. Cole, it is rather 
unusual proc aa when we read a message from the President, and 
he says, “I am going to recommend so and so and so,” and then we 
sit down and wait for it, and it doesn’t come, and we start wonderi ing 
if somebody is changing the President’s mind about it, so I was asking 
if you had any information that changed his mind on these proposals. 

Mr. Core. Well, I think it is a fair question, Mr. Chairman. 
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May I review for a moment some of our mutual problems involved. 
Usually the administration prepares a bill which it recommends to 
the Congress, and usually that bill is sent up prior to hearings being 
set. Now, I respect and frankly agree with the chairman’s idea that 
these he: wings should start promptly and immediately, so I want you 
to understand there isn’t the slightest criticism in what I am saying. 

Mr. Rarns. Could I interrupt } you there a minute to note the pres- 
ence of two important gentlemen. Mr. Spence, the chairman of our 
committee, has just come in, and I see a long-time friend in the back 
there, Jesse Wolcott. We are glad to see you here, gentlemen. 

Mr. Core. The fact that the chairman did set the hearings prior 
to the time that we had sent our bill up did cause an unusual situation 
to arise, too. 

Now, we are doing the best we can under these circumstances, and 
again I say it is not the slightest criticism of the committee for begin- 
ning these hearings, because I agree with the committee that it is 
important that we begin immediately. 

Mr. Rarns. We have been told, of course, and I think the circum- 
stances warrant early action, that we needed almost some emergency 
action if we were to keep home building on the way, and this com- 
mittee wanted to be in a position to move as fast as we could. Even 
at the best it takes considerable time, as you know, Mr. Cole. Do you 
have the bill before you on section 2 (d) ? 

Mr. Cote. Yes. 

Mr. Rats. Is that your idea ? 

Mr. Cotz. I am an official of the administration. This is the 
administration’s position. This is the position which I, as Housing 
Administrator, recommend to the committee. 

Mr. Rarns. Is it your opinion that that will be of benefit in securing 
a more promnen flow of mortgage credit into housing this year or not? 

Mr. Core. I don’t believe that the lower downpayments attract 
additional funds. I think the lower downpayments make the available 
funds more readily obtainable by people in moderate incomes, It is 
my understanding of economic forces that the amortization, lower 
downpayment schedule, is really not very effective as a countercyclical 
device. 

Mr. Rarns. Do you regard the liberalization of the downpayments, 
even such as you have in this bill here, do you regard that as infla- 
tionary or not? 

Mr. Corx. As inflationary, no; and that is the reason I say they 
are not an important countercyclical device. We think that it does 
have some impact upon the tendency to increase or decrease demand, 
and therefore has some small—I should say a minor—impact upon 
the question of inflation. 

But my answer really is that I do not think this situation would 
be inflationary. We feel that we would not put into effect the lower 
downpay ment schedule unless we felt that it was necessary in the 
economic climate. 

That seems to be in contradiction, frankly, to what I said a moment 
ago, unless you understand my opinion that it is a minor pressure. 

Mr. Rains. Of course, the Federal Reserve said yesterday they 
thought it would be inflationary, and that in these times people should 
be paying more and more in downpayment. I wondered if you 
shared that opinion ? 
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Mr. Cotx. I suppose I am not quite in agreement with that state- 
ment. 

Mr. Rarns. Well, I suppose I am not quite in agreement with them, 
either, Mr. Cole, but I wanted your opinion on it. 

Now, on one or two other questions; the bill that you have contem- 
plates the liberalization of FHA. Without any reference being made 
to a dilemma which faces this committee as to whether or not the 
action taken on the floor in the veterans bill will provide any increase 
in interest rate, and most everybody admits that the present 414 
percent since we have raised the other to 5 is unrealistic, so I ask this 
question : a. 

[f the Congress does not go along with an increase in interest rates, 
and if we put more liberalization in FHA for veterans, and by that I 
mean with veterans’ preferences of every type, would you consider 
that as more or less inflationary than your proposal to liberalize it 
across the board for veterans and nonveteans alike ? 

Mr. Corr. May I take some assumptions from your statement: I 
assume that you mean if the veterans loan program is not amended so 
that the interest rate is placed at 5 percent, and, in addition to it there 
be placed into the authority, directed by Congress, a larger direct 
lending program to take care of the veterans; is that the assumption ? 

Mr. Ratns. No, that is in the Teague bill which is now pending 
before the committee. I am talking about this committee’s province 
in the event it isn’t done, if we should move into FHA preferences 
for veterans in FHA. 

Mr. Corr. Let me make this assumption, then, if I understand the 
assumption. 

The assumption is the veterans’ GI guaranteed loans would remain 
at 414 and the administration’s bill on lower downpayments would 
be enacted. I would not think that this would be inflationary. 

Mr. Ratns. That wasn’t the question. The question I wanted 
answered was whether or not you thought that the liberalization across 
the board would be more or less inflationary than it would be if we 
were to make specific preferences in FHA for veterans. 

Mr. Coir. Mr. Chairman, I don’t believe that the alternative would 
have any impact upon the inflationary situation. 

Mr. Ratns. Now, if Congress grants this liberalization in the bill, 
when would you put it into effeet? 

Mr. Corer. I am quite sure we would put it into effect if and when 
the veterans program terminates as directed by Congress in July 1958. 
We would also consider putting it into effect at such time as we believe 
the market, the economy, justified it. Those are the two qualifications, 
or the two reservations. 

Mr. Rarns. Well, Mr. Cole, if we didn’t put it into effect until 1958 
what would be the need of fooling with it now? Why not just bring 
it up a year from this date instead of this year ? 

Mr. Core, We considered that, Mr. Chairman, very seriously, and 
we came to this conclusion: That the builders’ plans must be for- 
malized some considerable period of time in advance of their being 
carried into operation, and we felt that it would be a steadying influ- 
ence upon the market if the market knew this year what the situation 
would be next year, whatever it may be. 

Mr. Rarns. We are told that if the VA program—builders tell us 
if the VA program which expires under present law in 1958, that that 
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program will be out of business because of the necessity for advance 
commitments and blank by August of this year. 

Do you think that is correct ¢ 

Mr. Core. Well, I think that there is definitely, Mr. Chairman, a lag 
between the planning and the operation. I don’t know that I am an 
expert enough to say how many months that would be. I certainly 
think that it t ought to be decided by Congress this year what they are 
going to do, and that would help, I think that might even help this 
year’s situation if we could get it decided early enough this year, it 
could help this year. 

Mr. Rarns. Mr. McDonough ? 

Mr. McDonovueu. Mr. Cole, since we know that before this bill is 
effective that we are going to have a lot of suspension of home build- 
ing—we are now in a position where many of the builders throughout 
the country are just not building because they cannot get financing; 
isn’t that true? 

Mr. Core. That is true. 

Mr. McDonovuen. Hasn’t your department researched the situation 
to know that that was coming about? Didn’t we know that that was 
coming about, and shouldn’t we have been alerted to it and prepared 
for it, or was this suspension of construction purposely done to prevent 
inflation ? 

I am trying to determine who is at fault here, where have we lagged 
in the whole program. 

Mr. Apponizio. Mr. McDonough, didn’t our committee last year 
warn the administration that this situation might come about / 

Mr. McDonovueu. That is right. I think our committee report in- 
cluded such warnings. 

However, if it is an inevitable situation that couldn’t have been 
avoided, that is one thing. If it was the intentional postponement, 
that is something else. And since your department was organized for 
the purpose of providing means for building homes I am wondering 
where the neglect originated. 

Mr. Cote. In the first place, we don’t think there is any neglect. 

Mr. McDonoven. I don’t mean to be critical, Mr. Cole. I am look- 
ing for information. 

Mr. Core. It is a proper question, a very proper question, and one 
that should be answered, but the word “neglect” came into the con- 
versation, and I don’t think there has been neglect. 

No. 1, I think that building 1,120,000 houses in 1 year is a good, 
sound housing program. I do not think it is a critical one, I think it 
produces a sound market, it produces a good economy. It keeps 
employees at work, and I think that if that program continues it will 
be a good one. 

Now, through 1956 we were continuing at this level, but it was some- 
what deteriorating. As it began to deteriorate, Mr. McDonough, the 
administration used the tools at hand. On a number of occasions 
during the year 1956 we took a number of steps to liberalize, to make 
housing credit more easy, until finally at last we took the last step that 
seemed to be available, and that was the raising of the FHA interest 
rate to 5 percent. 

Now, our judgment is, right or wrong, that not having the authority 
to raise the interest rate on VA loans has caused an overhang on the 
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market, and has caused a further deterioration of the market. That is 
why, Mr. McDonough, we are urging as vigorously as we can that the 
issue be settled as rapidly as possible on the question of the VA interest 

rate, and that it be raised immediately and as fast as possible. With 
the other tools which we have available we believe that the housing pro- 
duction will continue at a good, sound rate of starts. 

Mr. Rains. Mr. Cole, what I am interested in, and I think the com- 
mittee is interested in, is that we dont’ want to have our heads in the 

sand. We understand there is a need for some kind of emergency legis- 
lation especially as it affects credit. Therefore, the programs we are 
trying to put into effect, we are trying to rush in the Congress, we 
would like to know whether they are ur gently needed now, and if they 
are urgently needed we would like to have the assurance that they are 
going to be put into effect as soon as the Congress can act, and the bill 
becomes law. 

What is your present feeling about this particular liberalization 
here, would you put it into effect this year, or not? 

Mr. Cots. Mr. Chairman, I am not in a position to say whether it 
would be put into effect this year, but I ‘Gis say this to you: We will 
very seriously consider putting it into effect if we decide that the hous- 
ing market, the economy, justifies it. That is the only answer that 
Ican give to you. 

Mr. Rains. Now, we can agree, can’t we, that the present situation 
in the housing market justifies some kind of rather immediate action, 
whatever it is, there is no doubt about that, is there? 

Mr. Cotz. Mr. Chairman, I see more straws in the wind than I saw 
when I was here before talking about Fannie May, I see some more 
straws in the wind that the housing market is changing. These are 
stil] minor straws, but they are still blowi ing in the loosening direction 
rather in the tightening direction, in the direction of tightening. 

Markets change, sometimes quite rapidly. It is our opinion that it 
is still quite possible for a good strong housing production to occur 
this year. However, I personally believe that we need some assistance 
in the housing market to maintain 1 million or 1,100,000 housing for 
1957. Therefore, we believe we should make rec ommendations to this 
committee which will carry out our responsibilities in this respect. 

Mr. Raxys. I assume that line of inquiry should be pursued further 
when you discuss Fannie May. 

I notice Government bonds are still down around 90 and to my mind 
that is a pretty good barometer that there is not too much credit 
available. 

Mr. Cote. Of course, we sold our Fannie May debentures last week 
for 4 percent, and the last issue we had went for 414, and that is a 
straw in the wind which we didn’t have before, and we see some 
evidence of curtailment of private construction plans, particularly 
in the 37 Eastern States. There are a number of things which indi- 
cate the market may be changing to a degree. 

Mr. Ratns. Now, Mr. Cole 

Mr. Core. Mr. Chairman, may I add one more thing in response 
to your inquiry a moment ago about the veterans’ program. 

One other thing that we believe to be true with respect to the 
need to enact this legislation now: If the veterans can be assured that 
this legislation will “be enacted this year, they then will not rush to 
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get under the wire as much as they would have if the Congress doesn’t 
act upon this legislation; that is my guess, anyway. 

Mr. Rarns. I ask this question in order for your Agency to give 
us some information, if you could. 

It is my information, and, in fact, I know, that there is a big 
Government loan-insurance program for ship construction which 
is a competitor for investment funds for housing, and has attracted 
a lot away from the housing market. I know that you have your 
staff and our staff is looking into it; we would like full and complete 
information as to the impact that is having on the housing market: 
and I wonder if you could furnish that if you don’t have it now? 

Mr. Cote. I wonder if I could give you the information which I 
now have, because it is a matter which many people are discussing, 
and we would like to give you the present information. We will also 
provide you further information, if it is available, and I think, 

I may, I will read this. 

Mr. Rarns. Very well. 

Mr. Corr. The interest rate on these loans may be up to 5 or 6 
percent if the special circumstances are found by the Secretary of 
Commerce to require a higher rate. By amendment to the law ap- 
proved on August 7, 1956, which is Public Law 1017, the amount of 
the loan which may be insured was raised from 90 to 100 percent, 
but the loan cannot exceed 8714 percent of construction costs. We 
are in the process of obtaining full information on the volume of 
funds involved in such loans. But figures made available by the 
Maritime Administration, however, show that, since August 1956, only 
4 ship-mortgage loans in an aggregate of $18, 844,000 ‘have been in- 
sured, and 3 Maritime Administration commitments for insurance in 
a total of $22,753,000 have been issued as of February 25, 1957. The 
interest rate on these loans ranged from 31% to 5 percent. 

That is the present information we have. 

Mr. Ratns. What is your present opinion of a loan which has all 
of these incentives wrapped up in it in housing mortgage credit? 

Mr. Corr. No. 1, the $18 million or $22 million, whichever it may 
be, is a rather minor amount. If, however, we believe that the projec- 
tion into the future of loans which carry a rate of interest higher 
and are better securities in the market, more acceptable, more com- 
petitive with mortgages, and if they become more competitive by 
reason of the volume, then certainly it will have a real impact upon 
the housing market. 

Mr. Rains. Will you give us, by letter, more detailed information 
about it ? 

Mr. Corr. Yes. 

(The information referred to is as follows :) 


INFORMATION ON GOVERNMENT-INSURED SHIP MortTGAGE LOANS 


The following information is presented in response to the request for informa- 
tion on the Government-insured ship mortgage loan program and its impact 
on housing. 

In accordance with the provisions of the Merchant Marine Act, 1936, as 
amended, the Secretary of Commerce is authorized to insure ship construction 
and ship-mortgage loans. 

Under title XI, as modified, up to 75 percent of the cost of the vessel can be 
loaned during the construction period of which 100 percent can be insured. 
During the mortgage period 8714 percent of the cost of a new vessel can be 
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loaned as to vessels with a sustained sea speed of 14 knots, and not less than 
8,500 gross tons; also 75 percent of the actual cost of other vessels can be loaned 
during the mortgage period and 100 percent of all such mortgage loans can be 
insured. 

Before the Secretary of Commerce may insure or enter into a contract of com- 
mitment to insure such loan or mortgage, he is required by law to find that 
the property or project with respect to which the mortgage or loan will be 
executed is, in his opinion, economically sound. The interest rates on such 
insured loans may be up to 5 percent or up to 6 percent if the lending market 
demands it or if special circumstances are found by the Secretary of Commerce 
which may require the higher rate. The Secretary of Commerce is authorized 
by law to assess an insurance premium of not less than one-fourth of 1 percent 
per annum nor more than one-half of 1 percent per annum of the average 
principal outstanding amount of insured construction loan (applicable to the 
construction period only) and not less than one-half of 1 percent per annum nor 
more than 1 percent per annum of the average principal amount of the average 
insured mortgage outstanding. By an amendment to the law approved August 
7, 1956 (Public Law 1017, 84th Cong.), the amount of the loan which may be 
insured was raised from 90 to 100 percent. The full faith of the United States 
Government is pledged in such insurance. The aggregate amount of the con- 
struction loans and mortgage loans which may be outstanding at any one time 
is $1 billion. 

Figures made available by the Maritime Administration show that since 
August 1956, when 100-percent loan insurance was authorized by Public Law 
1017, 4 ship mortgage loans in an aggregate amount of $18,844,000 have been 
insured. In addition, the Maritime Administration on behalf of the Secretary 
of Commerce has entered into contracts to insure 3 construction loans in the 
total amount of $18,727,500 and commitments to insure 3 ship mortgages in an 
aggregate amount of $22,753,000. The interest rates on these loans and mort- 
gages range from 344 to 5 percent with a maturity ranging from 7 to 20 years. 
The lenders and mortgagees are banks, insurance companies and in one instance 
a pension trust fund. The Maritime Administration also has applications for 
insurance of ship-mortgage loans in total amount of $500 million but about 
$280 million of this total represents 2 long pending proposals to build 2 gigantic 
passenger superliners and to build 9 ships to carry loaded truck trailers, neither 
of which have been able to obtain private financial backing. Thus, the practical 
total of pending applications is about $220 million. 

When loans to finance the construction of new ships are approved for in- 
surance, the actual disbursement of the long-term loan funds (mortgage) prob- 
ably will not take place for anywhere from 6 months to 2 years, the latter being 
the estimated construction period required for large tankers and many other 
vessels. There is a more immediate need for intermediate term funds to pro- 
vide the construction loan advances which, as pointed out, are also insured by 
the Maritime Administration, for up to 75 percent of actual construction ex- 
penditures. 

At this time, the total amount of long-term mortgage loan funds which might 
be involved in Government-insured ship mortgages subsequent to the August 1956 
authorization of 100 percent loan insurance appears to be in the neighborhood 
of $250 million which represents approximately 8714 percent of the total actual 
cost of the vessels involved and the actual disbursement of all of such funds may 
not take place for as much as 2 years from the date a construction contract is 
entered into. However, disbursements under insured construction loans repre- 
senting 75 percent of the actual cost will be made over such period of time com- 
mencing approximately at the time of entering into a contract of insurance as to 
such loan and contract of commitment to insure the mortgage. 

Although such an amount, of about $250 million, could provide some marginal 
relief in the current tight mortgage market, the impact of Government-insured 
ship mortgage loans upon the home-mortgage market probably is not too sig- 
nificant. In comparison with the total of $27 billion of nonfarm mortgage re- 
cordings of $20,000 or less and a net increase of about $11 billion in 1- to 4-family 
mortgage debt in 1956, a sum of one-quarter of $1 billion cannot be of major 
consequence. 

There have been reports recently of much larger amounts of long-term invest- 
ment funds flowing into tanker-ship loans. It is believed that the bulk of such 
recent investments or investment commitments have been with respect to charter- 
ship loans which are not insured by the Government. These loans may bear a 
higher interest rate than 5 percent. Instead of the full faith of the Government, 
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the credit back-up for such charter-ship loans is provided by the large inter- 
national oil companies. Under a charter-loan arrangement, the charter contract 
is assigned to the lender by the ship owner. The oil company payment for 
transportation services, as called for by the charter contract, goes directly to the 
lender. The lender retains an amount to cover payment on principal and interest, 
and remits the balance to the ship operator who has to meet running costs and 
other expenses. A number of leading life-insurance companies and commercial 
banks have been active in such charter-lending activities. 


Mr. Ratns. One further question of Mr. Mason. 

Mr. Mason, in the second paragraph on page 6 of your statement you 
propose amendments to improve section 207, rental housing program 
for elderly citizens. Are you making any progress at all with this 
program ‘ : 

Mr. Mason. Yes, Mr. Rains; we are. This is one of the most excit- 
ing and stimulating programs we have, particularly in that phase of it 
which the nonprofit groups are building this type of structure. 

I received yesterday in the mail postal cards from Seattle where a 
loan was just in the process of being closed out, and all around the 
country we have a great deal of interest in this program. 

Mr. Rarys. I wish you would put into the record the number of ap- 
plications you have had, and the action that has been taken on each 
one of them. 

Mr. Mason. We would be very happy to. 

(The material referred to is as follows :) 

Up to the present time there have been only two formal applications filed under 
section 207 for the insurance of mortgages on projects designed as housing for 
the elderly. Construction had already started on one of these projects prior to 
the filing of the application. These applications are currently being processed 
in our insuring offices. In addition to these 2 formal applications, there are at 
least 50 projects in various parts of the country which are in various stages 
of preapplication discussion with our offices. 

Mr. Ratns. I have some reservations about that program. I think 
the best way to handle it would be the proposal I made last year in 
the bill, along with the 50-year loan, and the 314-percent college 
framework loan. I would be glad to see how it is working out. 

Mr. Mason. We shall be happy to give you information on that, 
not only the ones we have but the prospects we have. 

Mr. Asnuxy. Will you yield at that point, Mr. Chairman? 

Mr. Ratwns. Yes. 

Mr. Asuitey. How many commitments have been issued under that 
program ? 

Mr. Mason. I couldn’t tell you at this stage. I would be very happy 
to submit it for the committee, Mr. Ashley. 

Mr. Rarns. Dr. Talle. 

Mr. Tatie. Mr. Chairman, first of all, I am glad to see the Admin- 
istrator of HHFA and the Commissioner of FHA here this morning. 
We are always glad to hear your testimony. 

[ think my question should be directed to Mr. Mason. Section 16 
of the bill would permit the FHA Commissioner to give a home buyer 
a statement of the Commissioner’s estimate of replacement cost instead 
of appraised value; is that correct ? 

Mr. Mason. Yes, it is, and in certain programs, Mr. Talle, instead 
of the estimate of value which is normal in FHA programs the Con- 
gress has provided that these insurable mortgage amounts will be 
based on replacement cost, and this amendment provides that where 
this is true the statement given the buyer as a protection to him of 
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what his property is worth should have not this unrelated statement 
of value but the statement of the replacement cost upon which his 
mortgage was based. 

Mr. Tarte. What programs are there that deal with the sales 
borrowing ¢ 

Mr. Mason. 213 is the cooperative program, 221, which is the pro- 
gram of housing for people who are displaced by urban renewal and 
other similar actions, and 220, which is the program of rebuilding or 
new structures in urban renewal areas. ‘Two of these three programs, 
sections 213 and 220, have replacement cost rather than the standard 
of F. H. A. estimate of value. 

Mr. Tate. I was sure of 213 and 220 

Mr. Mason. Yes; they are the same. 

Mr. Tarte. How would replacement cost valuation compare with 
appraised value ? 

Mr. Mason. It is generally a higher figure, Mr. Talle. The esti- 
mate of value is a long-term value looking at not just the current 
cost of the project but the long-term value of the project whereas 
the replacement cost is the exact figure that the land and buildings 
are estimated to cost the builder. 

Mr. Tate. Now, could you supply 6 or 7, let us say, actual illus- 
trations of differences in the valuation that you have made, that is, 
for sales property under section 213, and indicate what is the estimate 
on replacement cost basis, and what is the estimate of the same thing 
under an appraised value basis? Can you do that? 

Mr. Mason. Yes; we would be very happy to do that, and we will 
give you whatever number you would like. 

Should I say a dozen, something like that ? 

Mr. Tarte. That will be an adequate number, I am sure. Thank 
you for that service. 

Mr. Mason. Surely. 

(The material referred to is as follows:) 


Selected characteristics of sec. 213 sales type units 


Esti- | 
mated | Estimate | Amount Sale 
Location Projec replace- | of value | of price 
; ment | mortgage 
cost 
Phoenix, Ariz... Mayfair Homes | $9,927 $9, 927 $9,340 $9, 80K 
Los Angeles, Calif Valley Knolls Homes 17, 300 16, 450 | 15, 910 16, 97 
Denver, Colo Mapledale, Ine 12, 077 11, 500 11, 250 11, 625 
Gary, Ind Olympie Co-op 17,028 | 16, 158 15, 000 ] » 495 
Atlantic, Tov Fairlawn Homes 16, 595 | 15, 990 14, 036 14, 836 
Detroit, Mich Custer Co-op 14, 421 14, 567 13, 792 14, 220 
Genessee City, Mich Arlington Manor 16, 413 16, 253 14, 960 15, 700 
Hobbs, N. Mex ' Lincoln Road Co-op 16, 288 15, 450 14, 650 15, 438 
Alexandria, Va Georgetown Homes. . 15, 018 14, 250 13, 944 14, 408 


NotTe.—Compiled Mar. 11, 1957. 


Mr. Tater. Is not the object of furnishing the buyer a statement 
to allow him to have the benefit of FHA’s estimate of real value? 

Mr. Mason. The idea of this amendment to the Housing Act was to 
protect the home buyer from overbuying » Yes, from being misled as to 
what the value of the property was, to give him another means of 
testing his judgment of the value of the property he was buying. 

Mr. Tatte. Thank you. 
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I was wondering whether it would be a good thing to do to give 
the buyer an estimate of value. 

Mr. Mason. Well, it is confusing, Mr. Congressman, to the ordinary 
person, when you have to explain to him the difference between value 
and replacement cost. This doesn’t mean that it is bad, it means it is 
confusing, and each time we furnish this statement we have to explain 
why the difference, and, therefore, it seemed that it would be simpler if 
we didn’t have to do that operation. 

Mr. Tatue. Yes; it seems so to me. 

Well, thank you, Mr. Mason. Thank you, Mr. Chairman. 

Mr. Rarns. Mr. Addonizio. 

Mr. Apponiz1o. I have 1 or 2 questions, Mr. Chairman. 

First of all, Mr. Cole, I would like to pin you down a little bit more, 
if I can. If it becomes perfectly clear now that Congress will not 

raise the GI interest rate, would you then lower the downpayments 
right away ? 

Mr. Corr. My judgment is that we would. This is not a binding 
statement, of course, I just say it is my judgment. 

Mr. Apponizio. The other question I have is have you considered at 
all removing the present extra 2-percent downpayment under credit 
controls ? 

Mr. Cote. Have we considered it? Yes. 

Mr. Apponiz1>. Have you come to any kind of decision on that? 

Mr. Corz. For the present, we are not removing it. We are in a 
situation a little the reverse of what we were talking about a moment 
ago. Rightly or wrongly the Administration believes that everyone 
buying a house should have some little downpayment, and therefore 
some time ago the FHA added 2 percent on the minimum downpay- 
ment which was available for FHA; in other words, it was at that 
time 5, and it added 2 more. 

At the same time, the VA had a no-down-payment schedule, and 
they added 2 percent. Now, if we remove the 2 percent on FHA we 
think it would be proper to remove the 2 percent on VA. Because the 
Administration does believe that everyone should have a small amount 
invested in a downpayment, we are reluctant to take that step at 
this time. 

However, it is under consideration. 

Mr. Apponiz1o. I believe you said that you felt that we should 
liberalize these downpayments immediately. 

Mr. Corr. I said, Mr. Addonizio, it is our judgment that if the 
Congress acts immediately and gives the Federal Housing Adminis- 
tration the authority to do it, we , would be in a position to ‘do it when 
it became apparent that it was necessar vy to be done. 

Mr. Apponizio. The other question I have is directed at Mr. Mason. 
It has to do with section 207 of the rental housing program. 

T have been receiving a great many complaints from builders in my 
district about this program. They tell me that it was the intent of 
Congress that they be allowed a 10-percent — in the construction 
of rental housing, and I think Congress set a 10- percent limitation 
so that it would give some initiative to the program. 

As I understand it, the FHA has taken the position that they must 
leave a 3-percent cash equity in the building, and as a result that only 
leaves them with a 7-percent profit. The total result is that in my 
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area, and of course, I am sure you are familiar with the area that I 
come from, around Newark, N. J., it results in no construction of 
rental housing at all, and I was wondering what you, as the FHA 
Commissioner, had in mind in setting up this 3- -percent cash equity 
program, and also what you intended t to do about it in the future 

Mr. Mason. Mr. C ongressman, this is one of those differences of 
opinion between builders and the FHA. The leavi ing in of this 3- 
percent equity did not reduce the 10-percent profit of the builder. 
However, because there was a disagreement, and because the matter 
was not a vital one, the FHA Commissioner recently changed the 
FHA regulations, and now it is possible for a builder at the end of 
3 years to get out his 3-percent investment. He only has to leave it in 
now for a period of 3 years. 

Mr. Avponizio. I see. 

Mr. Rarns. That is brand new. 

Mr. Mason. This is brand new. 

Mr. Rains. When did that happen? 

Mr. Mason. It happened within a week, Mr. Rains. 

Mr. Apponiz1o. This was just done? 

Mr. Mason. Yes. 

Mr. Apponizio. Well, I am sure these builders that have been com- 
plaining are not aware ‘of that. 

Mr. Mason. Well, I can understand that, but it was done at their 
suggestion, and with their advice as to how it should be done, and I 
think they like our decision. 

Mr. Apponizio. Thank you. 

Mr. Rarns. Mr. McDonough. 

Mr. McDonoven. Mr. Chairman. 

Mr. Cole, I read a statement in the press yesterday released from 
Senator Kuchel’s office about the new policy you are initiating in the 
purchase of mortgages on multiple housing in San Diego. 

Mr. Cote. Mr. McDonough, this is not a new policy with respect to 
San Diego. 

Mr. McDonoven. I don’t mean that. 

Mr. Coir. ‘This is a new policy which permits Fannie May to issue 
standby commitments for 207’s, and this is nationwide, it isn’t solely 
for San Diego, but San Diego impressed us as being an area which 
Was in desper ate need of 207 construction, and it prov vided us with an 
example of a demand in many areas for large-scale 207 construction 
due to the fact that there was a great migration of workers into a 
epentia area, and by reason of the fact that it was difficult for the 
builders to secure construction loans, we felt that there should be some 
assistance to them by offering a standby commitment. 

Mr. McDonovuen. Well, this policy, then, it is a new policy with the 
Department, however ¢ 

Mr. Cotx. It is a new policy. 

Mr. McDonovuen. And the first area in which you are initiating it is 
in San Diego. 

Mr. Corz. They will be the first because they are the ones who came 
to Washington and presented to Fannie Mae the facts with respect to 
the situation. 

Mr. Apponizio. May I just say, 7 McDonough, we would like to 
have that program used up in our are 
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Mr. Core. It is available nationwide, Mr. Addonizio. 

Mr. Appontz10. Well, it is just being used in the California area. 

Mr. Cote. No; it is available nationwide. 

Mr. McDonoveu. Now, there is something concerning a 40-year 
term in connection with these mortgages. I don’t have the article 
in front of me. 

Mr. Mason. All 207 loans have a maximum term of 40 years, or 39 
years, or 3 months to be exact. 

Mr. McDonoveu. Mr. Cole, do you believe that the amendments to 
the Housing Act that your proposal here will stimulate the home- 
building industry throughout the Nation ? 

Mr. Core. If you are speaking in terms of the lower down payment, 
as I said in my answer to a question propounded by the chairman, | 
don’t think it stimulates the market particularly as an overall market 
in housing. I think it gives the modest income family a better oppor- 
tunity to obtain a house. It does, Mr. McDonough, I must admit, it 
does create perhaps a demand from an area, or shall I say a greater 
pressure, the demand is still there, but a greater pressure, a greater 
competitive position for the people in the lower income brackets, which 
I think is good. 

Mr. McDonoven. Well. you mean the home buyer that is seeking a 
house from possible $12,000 to $14,000 in cost ? 

Mr. Core. Yes: that is correct. 

Mr. McDonoven. That is the type of home that has been lagging 
in construction. 

Mr. Core. Yes. 

Mr. McDonoven. You have been able to meet the market demands 
in financing on the more expensive houses ? 

Mr. Core. Yes, Mr. McDonough, if I might use an illustration 
maybe this may clear up my position about it, I am not sure. 

If I were a trustee of a fund, and I planned to invest that fund in 
mortgages, I would decide whether or not I would put it into GI’s 
or FHA’s or conventionals. The fact that the Government has made 
it possible for the borrower to obtain a mortgage at a lower down- 
payment may not mean anything to me as a trustee of these funds. 
It may mean that I am still not going to lend the money with the lower 
downpayment. 

In my judgment I may decide to lend it at a higher downpayment. 
My point is that there will be some lenders who will say, well, for 
many reasons in my community or in my portfolio, I would like to 
have some lower downpayments, and therefore they will accept some 
of them, but I only have so much money to lend, and it is my judg- 
ment and my discretion how I shall lend it. 

Now, I am talking solely in terms of the private market, Mr. Mc- 
Donough. I am not talking in terms of Government lending, and I 
want that clearly understood, that I as a private lender make the 
decision, and I have so much money, and perhaps some of these people 
with lower incomes, and with lower downpayment can encourage me 
to make some of these loans instead of some of the conventionals or 
some of the others. 

Mr. McDonoven. Well, according to your proposal you are pro- 
posing to increase the loan to value-ratio on the first $10,000 to 96 
percent. 
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Mr. Mason. That is correct. 

Mr. McDonoven. How much downpayment is required on that? 

Mr. Corz. Four percent. 

Mr. McDonoveu. If the buyer were able to make a 10 percent 
downpayment on that kind of house wouldn’t it be a good idea to 
give co a full guaranty on the balance—instead of 96 percent, a 
hundred percent ? ' 

Mr. Corz. He is fully insured under FHA, the lender is. I am 
not sure that I understand your question. 

Mr. McDonovueu. Well, in order to stimulate housing 

Mr. Mason. Mr. McDonough, I think Mr. Cole misunderstands. 
Your question is, if a man has a 90 percent loan instead of a 96 
percent loan, is this 90 percent fully insured, and it is, under FHA; 
yes. 
~ Mr. McDonoven. What I am getting at is if the buyer is able to 
make more than your required downpyament the insurance, then, 
on the balance of the loan is guaranteed. 

Mr. Mason. The total amount, anything up to 96 percent of FHA’s 
estimate of the value of the property is insured under the proposal. 

Mr. McDonovuen. You don’t want to propose that the buyer can 
obtain the house for less than 4 percent down ? 

Mr. Coz. Well, Mr. McDonough, this is our proposal. 

Mr. McDonoveu. So you don’t want to make that any more than 
96 percent. The thing I am getting at is to encourage the purchase 
of—I want to provide a market so that the average home buyer that 
is looking for a $12,000 house can buy it with the least amount of 
resistance, but with the best assurance that he is going to pay out. 

Mr. Cotz. Mr. McDonough, it is always a question of judgment. 
I believe that credit offered by a man who is employed, and will 
remain employed, and where the economy is good, that his credit 
is good. It doesn’t require any downpayment to make his credit 
good. This might be my personal judgment, and the evidence shown 
by the VA program and the FHA program indicates that people 
want to pay their loans on their houses, mortgages on their houses, 
and do. 

The loss ratio in both programs is extremely, extraordinarily, low. 
On the other hand, it becomes a matter of judgment where you 
finally have your breakoff point. We have decided in offering this 
ben that the breakoff point should be 4 percent. We hope we are 
right. 

Mr. McDonoven. Now, referring to the NSLI fund, you appeared 
before the Veterans’ Affairs Committee, and at that time you stated 
that if we are going to do that, I mean if we are going to use these 
funds, why not go directly to the public and seek the money, instead 
of going through the NSLI fund. 

Mr. Cots. That is correct. 

Mr. McDonoveu. Well, now, if we did that we wouldn’t be doing 
the fund any good, and we would be accumulating an added debt 
obligation. 

Mr. Corz. You would still be doing the same thing, in my opinion. 

Mr. McDonoveu. Well, I don’t know. I can hardly agree with 
you on that. If you go to the fund you are giving the fund a larger 
percentage of return than they are now obtaining, you are providing a 
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ready market for second mortgages for the GI homes, while if you 
went directly to the public you are assuming a debt obligation, and 
an interest obligation, that you don’t assume if you went to the fund. 

Mr. Cotz. But, Mr. McDonough, if I may comment, you are assum- 
ing that the housing problem can be isolated from the rest of the 
problems of the Government having to do with the floating of and 
the continuation of borrowing on the part of the Treasury. It is all 
one problem, really. 

I would be happy if we could isolate housing from the needs of the 
Treasury to borrow funds in the Government, but it can’t be done. 

What you will do in this, at least in my opinion, you might to a 
certain extent increase the take on the part of the pension fund, but 
you might by doing that offset the value obtained by causing prices 
to raise to such an extent that the additional interest rate wouldn’t 
be worth anything. 

Mr. McDonoven. Well, what is the difference between that and 
providing an additional billion dollars for Fannie May which would 
be for the same purpose, to provide a market for secondary mortgages ? 

Won’t that increase prices, won’t that cause inflation, won’t that 
do the same thing that you are saying this will do? 

Mr. Corr. Mr. McDonough, the Fannie May proposal can do all 
of the things that you are talking about and not tamper with NSLI. 
There is no reason in our judgment to tamper with the other, and to 
cause a second operation to be put into effect we have an operation 
called Fannie May. 

Mr. Ratnes. Mr. Cole, do you want to talk about this today ? 

Mr. Cote. I would prefer not to. 

Mr. Rarns. I have many questions. I thought you would prefer 
to talk about it when you brought Fannie May in. 

Mr. Core. I would prefer not to talk about it today. 

Mr. McDonoven. Well, I won’t say any more about Fannie May, 
but with reference to your answer about the NSLI fund, you say that 
Fannie May will do for—well, I am referring to it now, but just 
for the purpose of making my point—will do the same thing, but it 
won’t do the same thing, for this reason: If you provided 20 percent 
of the NSLI fund for GI 414 percent mortgages, Fannie May wouldn’t 
pick up the 414 percent GI mortgages, and this fund will, so there 
is a difference. 

Mr. Corr. If Congress directed Fannie May to do it we could do it. 

Mr. McDonovcu. Well, we haven’t directed you to do it, and Fannie 
May isn’t picking up the GI mortgage. 

Mr. Cortz. Mr. McDonough, it is a question of what Congress and 
the administration decides to do. If Congress tells up to pick up 414 
percent mortgages, we will certainly do it. We just don’t think we 
should, and you are talking now of picking up 44% percent mortgages 
at par. We buy 414 percent mortgages, but you are talking about 
buying 41% percent mortgages at par. This isa different of philosophy 
which we will go into when we get to Fannie May, because it is a diffi- 
cult and complex subject. 

Mr. McDonoveu. Of course, the big problem here is to try to level 
off this housing market so that FHA and the GI homes are on an 
equal basis. If you keep one in one class, the market won’t buy the 
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mortgages out, and put the others in a class where the mortgages are 
available, you are just denying the veteran a home, and giving a 
home to the person who is a nonveteran, or making the veteran buy a 
conventional-loan house. 

Mr. Corr. That is why we suggest that the veterans’ program more 
nearly approach this. 

Mr. McDonoveu. You don’t propose that we increase the rate on 
the veterans’ mortgages ? 

Mr. Corr. No, we are not doing that in this proposal, but it would 
certainly help. We think it should be done in the Teague bill. 

Mr. McDonoven. That is all. 

Mr. Ratns. Mr. McDonough, I am in accord with some of your 
views and I hestitate to defer it. I think, Mr. Cole, you should come 
prepared next time to expound on NSLI and Fannie May in general. 

Mr. Corr. We will. 

Mr. Ratns. Mr. Barrett. 

Mr. Barrerr. Mr. Chairman: I would like to ask Mr. Mason and 
Mr. Cole, if the legislation they are asking for now is going to be 
considered as standby legislation? It appears to me that the amend- 
ments that we are considering here would not be used until 1958. 
Now, I assume that you are asking for this legislation as standby 
contemplating that the GI program may dry up, and you can step 
right into the picture and take over. 

Mr. Core. That is one of the reasons. Your first statement is cor- 
rect, sir. We look upon it as standby legislation. That does not 
mean, however, that we would necessarily wait until July 1958, to put 
it into effect. Conditions might warrant in our judgment our putting 
it into effect very quickly. 

Mr. Barrerr. Then may I ask either of you gentlemen how we can 
alleviate immediately the difficulties with which the GI’s are now con- 
fronted ? 

Mr. Corr. Well, our judgment is the way Congress can do it—this 
committee doesn’t have jurisdiction over all of it—our judgment is 
that an alleviation of some of the problems—I wish I could say it 
would solve all of the problems, but I can’t—an alleviation of some 
of the problems would be to raise the VA interest rate to 5 ee 
and to enact this bill. We think it is a package which would show 
to the veteran buyer and the people interested in, as all of us are, 
the needs of the veterans who served our country. We think it would 
be a package which would show to them that the Government is 
interested in trying to do what it can to (1) provide a program which 
oy th make the veterans’ mortgage competitive in the market; and 

(2) that if and when the veterans’ program begins to taper off that 
there will still be a lower downpayment schedule in FHA to assist 
those who are not able to get under the wire on the other. 

Now, this is the best solution that we have been able to come up 
with, Mr. Congressman. Again, it may not be the absolutely correct 
one, but this is our judgment under all of the circumstances. 

Mr. Rarys. Mr. Widnall. 

Mr. Wwnauu. Mr. Chairman, Mr. Mason, in connection with this 

sales-type c aoper ative program, I just saw a long article in the Evening 
Star, March 2, about approving such 40-year “Joans in W ashington. 
Now, why should you in the proposed new program remove the pres- 
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ent limitation on commercial and community facilities? As I under- 
stand it, you are now proposing that you use the 213 program to 
construct ‘commercial and community facilities; is that correct? 

Mr. Mason. That is correct; yes; it is now possible in part of the 
program, and we are proposing that it be made possible in all of the 
cooperative program. 

Mr. Wiwnatt. That would just be for sales-type co-ops ? 

Mr. Mason. Yes; at the present time it is possible in the manage- 
ment type co-op ; we are proposing that it be made possible in the other 
two, which are the sales type and the so-called sponsored type. 

Mr. Wipnati. Who would eventually own those facilities when they 
were paid off ? 

Mr. Mason. The cooperators. The cooperators would always own 
them. 

Mr. Wipnat. Not the builder? 

Mr. Mason. Not the builder or the sponsor in any type. 

Mr. Wipnaxu. Now, that program seems to be quite favorably re- 
ceived at the present time. Why should we discriminate against the 
section 203 program by giving 40 years in one instance and only a 
5-percent downpayment, while we demand a great deal more in the 
203 program? ‘That program is certainly just as much for the veteran. 

Mr. Mason. Mr. Widnall, the term of the mortgage was set by 
Congress; the cooperative program was born when there was a very 
strong attempt made to put through a middle-income housing bill. 
This bill failed to go through, and ‘the cooperative program was put 
through in place of it, and it set the 40-year term. The 40-year term 
isn’t only in the cooperative program. It is in the multifamily pro- 
grams under sections 207, 220, and 221 of the National Housing Act. 

Mr. Wipnaww, Well, I understand that, and the fact that the Con- 
gress put in the 40-year term. They are not only on a 40-year term 
but there is a Fannie May takeout at 99 which is discriminatory as 
against the section 203 program. 

Mr. Cotz. Well, that certainly was Congress’ direction. 

Mr. Wipnatw. Since that seems to be working pretty well, why 
shouldn’t it be extended to the section 203 program ? 

Mr. Core. Are you talking about the takeout at 99 ? 

Mr. Wipnatu. Yes. 

Mr. Cotz. We will have a recommendation on that Mr. Widnall, 
when we come up again. 

Mr. Wipnatt. Do you feel that it would be wiser to reserve the 
section 203 special benefits to management-type housing, section 213 ? 

Mr. Mason. I didn’t understand the question. 

Mr. Wwna.L. Wouldn't it be wise to reserve the special benefits in 
the section 213 program to management-type housing ? 

Mr. Mason. The reason for this proposal is that ‘when one of these 
so-called sales-type cooperatives is built, unless there is a continuation 
of this corporation, the use of it is very short and the cooperation part 
of it is very brief. The people who believe in cooperative housing, 
and who believe in this method of ownership and living, believe that 
it is desirable to continue this program. 

We have, for instance, up in New Jersey a cooperative which has 
just been formed up there, and which is building its buildings, and it 
wants playgrounds for its children, and they have had to form a sepa- 
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rate group in order to do this, and they and lots of others have pro- 
posed to us that it would be much simpler and much better for the 
cooperators if they had these facilities provided for when the housing 
is built. In our own redoing of southwest Washington there is think- 
ing—it isn’t any further than this stage—but there is thinking, if it 
was possible to have this type of thing, that a better type of play- 
ground facilities could be available to people in a block, in the middle 
of a block, rather than having a lot of separate backyards for people 
to play in. 

} Ser Wipnat. Well, wouldn’t the same thing apply to a housing 
development of 200 single-family homes; en. it be nice if they 
had playground facilities and commercial facilities, and a 99 takeout 
of Fannie May in the building program? I don’t see why you should 
say it can be done in one program and not in another program, because, 
after all, we are trying to take care of the housing needs of America 
in every phase of the industry. 

Mr. Mason. I am not saying that it is wrong, or right, Mr. Widnall ; 
I am saying that Congress at the request of one group has set up a 
program which I administer in that way. This is not the ordinary 
way that most other people live. This program has not had wide 
acceptance until rather recently, and I think it is still in the experi- 
mental stages, and I think the administration would be—— 

Mr. Wipnatt. Is that because the builders just found out it would 
work ? 

Mr. Mason. Well, I think it is still in the experimental stages, and 
I think we would be perhaps subject to criticism if we recommended 
too soon the extension of this to all the housing needs of our country. 
There are a lot of people that don’t believe in cooperative work 
together. 

Mr. Wipnat. Mr. Mason, you have offered three amendments to 
the title VIII program. Now, the first question I would appreciate 
you answering is: How many of these projects have been offered for 
bid up to this date? 

Mr. Mason. Forty-five, and the bids have been opened on 45 housing 
projects; that is 45 have been bid. 

Mr. Wipnatt. How many of the bids have been under or equal to 
your bids as to replacement cost ? 

Mr. Mason. Thirty-seven, and that left eight which were not. 

Mr. WipNALL. Eight were below. By how many dollars did the 
bids exceed your estimate ? 

Mr. Mason. Of these 8, there were 7 where the low bid exceeded 
FHA estimate of the cost. In Abilene, Tex., a project of 944 units, 
our figure was 114 percent above the low bid. as figure was $12,- 
316,000; the low bid was $12,493,974. 

Mr. Wipnatu. Do you have figures you can submit for the record on 
all of the projects? 

Mr. Mason. I have figures on all of the projects; yes, sir; and these 
ran from the—the seven of them; I can give them to you or put them 
in the record. 

Mr. Rains. You may insert them in the record. In fact, they were 
in the statement yesterday of Mr. Arrington, but you may insert them. 

Mr. Mason. They ran from less than 1 percent to 16 percent, but 
most of them were from 1 to 3 percent. 

893425711 
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(The figures referred to are as follows :) 
Number FRA esti- | Low bid Percent 
| of units | 


> iae 
Project 





Abilene Air Force Base, Tex - - 944 $12, 316, 000 $12, 493, 974 116 
Fort Carson, Colo : . 289 2, 605, 500 2, 688, 200 3 
Dover Air Force Base, Del 500 | 719, 853 | 6, 811, 900 1% 
Fort Meade, Md__.- eee ; 1, 000 | 14, 373,.176 14, 716, 070 2% 
Pine Bluff, kek 2 : 34 | 555, 059 560, 277 —] 
Tripler Hospital, Hawaii 164 2 680, 500 3. 020. 300 10 
Fort McClellan, Ala_ 300 | 1. 419, 900 1, 647, 000 14 
Fort Shafter, T. H : - : 1100 | ‘ 





1 No contractors bid this job. 


Mr. Wipnatu. Well, if Congress should give you the new authority 
that has been requested, how much variance would you permit under 
the reasonable relation ? 

Mr. Mason. The way the legislation is written, Mr. Widnall, the 
judgment in this would be the judgment of the milits ary, unless the 
Congress inserts some amount. 

Mr. Wipnatx. You would be bound by the judgment of the mili- 
tary ? 

Mr. Mason. The military lets the contracts, yes; we do not. Our 
figure was just one of those guides that they use in letting the contract. 
The military tells me, sir, ‘that in letting contracts for the housing 
under appropriated funds that if the bids are within 15 percent of 
their estimate of the cost of the project that the engineer at the site 
has the privilege of letting the contract. 

Mr. Wipnatt. I would just like your comment on this, if you will: 
If you have this discretionary authority, wouldn’t that be an open 
invitation to bidders to submit bids that would exceed your esti- 
mates, particularly since it is a practice of the Department of Defense, 
as I understand it at the present time, to advise interested persons as 
to the amount of your estimate of replacement cost? In other words, 
doesn’t your estimate become the floor for the bids? 

Mr. Mason. I think the answer to that, Mr. Widnall, is of these 37 
successful bids some of the figures ran as much as 10 percent below our 
estimate of the cost, although not most of them, I will admit. Most of 
them were close. 

Mr. Wiwnatt. Is that correct, or did that apply to the early bids? 

Mr. Mason. Well, the whole program is relatively current, as you 
know. 

Mr. Apponiz1o. Will you yield ? 

As I understood you, the figures you gave us, you said it ran from 
1 to 16 percent; it varied. 

Mr. Mason. On the unsuccessful bids there was one—— 

Mr. Apponiz1o. And you said, in connection with the legislation 
you would recommend we enact, you would rely on the judgment of 
the military. 

Mr. Mason. I said it is the military’s judgment. FHA doesn't rely 
on anything. FHA merely gives the figure which the Congress has 
said must be a guide or they cannot be let for over our figure. 

Mr. Apponizio. Don’t you think that figure that you gave of 15 
percent which the military relies on is a rather broad one to leave 
with them in their judgment ? 
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Mr. Mason. Well, they let public-works contracts at a higher vari- 
ance, the variance being 25 percent. 

Mr. Apponizio. Well, do you think Congress ought to write some 
restriction in there, then ¢ 

Mr. Mason. I think that is up to the judgment of Congress. 

Mr. Apponiz1o. Well, do you have a recommendation on that? 

Mr. Mason. We have no recommendation ; no, sir. 

Mr. Rarns. Well, of course, in this committee we couldn’t change 
the military’s operations on bids; they operate under the Armed Sery- 
ices Committee that gives them that division between bids. On the 
general contracts they do. 

Mr. Apponiz10, Well, I was particularly referring to housing and 
not to the other military bids, and I was wondering whether the com- 
mittee would want to leave that discretion in the law. 

Mr. Mason. Well, the reasons for this recommendation are that 
there have been so many variances of such small amount, and this 
causes a lot of expense and running around, that we felt that it might 
be wiser, it aint speed up this program, if this was not in the 
program. 

Mr. Avponizi0. Well, I was just thinking if you have that in the 
law, buiders would be encouraged to come in with a higher bid. 

Mr. Rarns. Well, offhand it looks to me like you have been doing 
« good job, if you have had it that many times the bid under your 
figure. 

Mr. Mason. Of the 45 cases, they bid under our figure in 37 cases. 
The average was from around between 1 and 4 percent. 

Mr. Ratns. Under? 

Mr. Mason. Under; on those 37 cases that were under. 

Mr. Wipnau, Will you furnish the subcommittee the amount pro- 
vided in an average project analysis for the maintenance of the unit 
in a Wherry project ? 

Mr. Rarns. I didn’t understand your question. I was interested in 
it. 

Mr. Wipnatu. The amount provided in the project analysis for the 
maintenance of the unit in a Wherry project. 

Mr. Mason. We can do that, Mr. Widnall; yes. 

(The material referred to is as follows:) 

A sample of 92 projects insured under the section 803 Wherry military housing 
program reveals an average estimated annual maintenance expense of $90.60 per 
unit. Included in these estimates of maintenance expense are estimates for 
decorating, repairs, exterminating, insurance, grounds expense (materials only), 
furniture and furnishings (if included), and miscellaneous items. 

Mr. Corr. Mr. Chairman, I wonder if I might clarify a statement 
that I made in answer to Congressman Addonizio’s question ? 

Mr. Ras. All right. 

Mr. Corr. And I think I made my statement a little more flat than 
it should be. 

Mr. Addonizio asked me whether or not FHA would lower its down- 
payments immediately. I may have not quite caught the word “imme- 
diately,” and I think I should not mislead the committee. 

Mr. Apponiz1o. Are you referring to the question where I tied it up 
with the GI interest rate ? 

Mr. Corr. Yes, “If the Congress decides that the GI interest rate 
should not be raised, and my judgment is that we would,” and then I 
said, “that is not a binding statement, just my judgment.” 
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I want to add an assumption. One is with respect to the word 
“immediately.” The real assumption is that we would find, we must 
find, before we put it into effect, we must find that the GI would be 
penalized by reason of the continuation of a lower interest rate. By 
that I mean that he cannot find mortgage money which he wants with 
which to build homes, and if we found that to be true then we would 
very seriously consider putting that into effect. 
Mr. Apponiz1o. You are not cl: irifying this statement for the pur- 
pose of letting Congress know they should raise the GI interest rate? 

Mr. Corx. I am, very definitely, because it is a part of it, and I felt 
I didn’t make it clear. 

Mr. Apponizi0o. unre ey don’t, Mr. Cole. 

Mr. Corz. Then the GI, in my judgment, will be penalized, and this 
proposal we are making would not do the job, in our opinion. This 
FHA proposal is merely to alleviate the situation. We think the two 
must go together, but even though the Congress in its judgment should 
decide not to raise the GI interest rate we will have to do the best we 
can, and the best we can would be to consider the lowering of the 
downpayment. 

Mr. Rains. We didn’t go into the details of it, but suppose that those 
happenings come about, “that the C ongress does not increase it, and 
we are aware of the possibility, we don't know, I don’t think anybody 
knows, don’t you think, then, it would become the duty of this com- 
mittee charged as we are with credit and all of the facilities that go 
with home building outside of direct loans for veterans, which is not 
within our province, don’t you think, then, it would become our duty 
to write into FHA—you can’t write it into VA, I assume—more lib- 
eralized than you suggested for the ordinary FHA participant, more 
liberalized preferences for veterans including lower downpayments 
even than you have asked for in this particular bill, including the 
payment of the insurance by the Government, in order to make some 
kind of preference for the veterans who did not get the benefit of the 
loan guaranty program in FHA ? 

What do you think of that, I mean in VA? 

Mr. Cote. The only thing I can say to that, Mr. Chairman, is we are 
presenting a proposal, and when I say “we,” I mean the Administra- 
tion is presenting a proposal of higher GI interest rates and FHA 
rower downpayments. We hope that this will pass. We think that 
tnis makes sense. If Congress disagrees with us, and accepts one or 
the other, then I think Congress should be sure, and I know you will 
try to be sure that you are meeting the problem. 

‘If that occurs, then maybe we will talk to you about something else, 
but at the present time this is our program, and we think this makes 
more sense than anything we can come up with. We have given it 
a great deal of thought. Alternatives have been suggested, and ideas 
have been considered on all sides, but we really think of it in terms 
of a package, so I can’t talk to you today in terms of what would 
happen if Congress does something which neither I am sure the 
committee nor I know will occur. 

Mr. Rarns. Mrs. Sullivan? 

Mrs. Sutitvan. I want to follow that line, Mr. Cole. On December 
4, when you raised the FHA interest rate from 414 to 5 percent, well, 
I think you knew this would put the GI loan program behind the 
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so-called eight ball completely. I am curious to know why didn’t 
you wait and see whether Congress would raise the GI rate? 

” Mr. Corp. Well, we felt, Mrs. Sullivan, that the housing market 
was deteriorating at that time, and we felt that we were under an 
obligation to take such steps as we could take. This was the kind of 
step contemplated when Congress passed the FHA law. This was 
the kind of step Congress realized might occur when the GI bill was 
passed, that there might be a differential between the VA loans and 
the FHA loans. 

I personally don’t happen to believe that there should be that differ- 
entiation, as evidenced by what has happened. But in the wisdom of 
Congress, the Veterans’ Affairs Committee, and those who believe 
that this does provide a benefit to the veteran which enables him to 
secure a privilege beyond that which the ordinary citizen might ob- 
tain, they felt that the rate should be fixed. 

I don’t believe so. I think there should be a flexibility. Therefore, 
so far as the FHA was concerned, and the Administration was con- 
cerned, we did what we could. True, it is, it made it difficult for the 
Veterans Administration, and it made it difficult for veterans to ob- 
tain loans, but, on the other hand, the veteran can go to FHA. We 
were hopeful that we could get as quick action as possible on the part 
of Congress. In other words, we just did what we thought was the 
right thing to do because this was available to us to do. 

Mrs. SuLuivan. Well, in raising this rate it hasn’t opened up any 
greater money market, has it ? 

Mr. Corr. Well, we find that it has assisted very markedly. The 
one straw which indicates it is that the applications received by the 
FHA have increased in the last month to quite a large degree, and, 
conversely, the applications received by VA have gone down, This, 
to us, is an evidence that it was necessary for the Government to 
place these mortgages in a better competitive position. 

Now, we also have evidence that lenders are pulling out of the 
market on the part of VA loans and cannot continue to purchase VA 
loans at this rate. This also is an indication to us that the VA loans 
are not competitive and should be made competitive. 

Now, if you say to me how many dollars have been put into the 
market by reason of it, I don’t think anybody can answer that question. 

Mrs, Sutiivan. That is what I was curious to know, what happened 
in these last 8 months. 

Mr. Coir. I don’t think anyone would know. Mr. Mason might 
want to comment further on it. 

Mr. Mason. Well, Mrs. Sullivan, one of the things was a question 
of timing. The construction industry which builds these houses be- 
gins to make its plans ordinarily in November for the houses that they 
are going to build during the year, end, likewise, the lenders, being 
the large lenders who have supplies of funds, begin to make their plans 
as to where they will put their funds that they have during the existing 
year. These plans are always made either late November or early 
December, the lenders’ plans generally in December, and it was our 
feeling that we did help to make more funds available by bringing 
FHA’s rate up to the existing rate, not really raising the rate, but 
simply acknowledging the rate that was there, and thereby we did 
actually bring more funds into the lending market. 7 
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We find big lenders—I am talking about insurance companies, and 
that sort of thing—who want to know what the program is going to be, 
and who, if we had been going along and waiting until January or 
February to change our rate, might have made their plans to put their 
funds elsewhere. 

Mrs. Sutuivan. Well, is there some kind of proof that you can put 
into the record showing the increase since this announcement was made 
in December, the increase of more money available and more requests 
for building ? 

Mr. Mason. As Mr. Cole said, figures about the actual amount of 
money which go into mortgage loans are not now available. 

Mr. Coie. We do have, Mrs. Sullivan, the figures on the improve- 
ment in the volume of applications received by FHA for the month 
of January, Pure e: That is a seasonally adjusted annual 

rate of 159,000 for January compared with 137,000 for December, new 
home applications. 

Mrs. Sutiivans. Do you have a record of that that you could put 
in the record for our use later on, or is it just the one comparison that 
you have now ? 

(Data requested above is as follows :) 


Volume of applications for FHA insurance on 1- to 4-family home mortgages 








New construction Existing construction Total construction 
Month ee ane ea I oa Oe hate wWiaineee MERA ee 

| Monthly | Annual Monthly Annual Monthly | Annual 

| volume rate! | volume rate ! volume rate ! 

1956—July - - 16, 890 202, 000 22,051 | 266, 000 38, 941 | 468, 000 
Aucust_ ‘oA Lihue 16, 208 | 177,000 22, 915 250, 000 39, 123 | 427, 000 
September-.-.----- of 13, 371 182, 000 | 17, 468 223, 000 30, 839 | 405, 000 
October 13, 270 | 149, 000 17, 156 190, 000 | 30, 426 339, 000 
November 9, 970 142,000 | 12, 660 | 167, 000 22, 630 309, 000 
December . 7, 749 37, 000 10, 268 162, 000 18,017 | 299, 000 
1957—January phew abewel 10, 549 159, 000 14, 282 195, 000 24, 831 354, 000 
February | 12, 102 162, 000 14, 563 | 190, 000 26, 665 352, 000 





1 Seasonally adjusted. 


Mr. Core. We have them month by month all of the way back. 
Percentagewise, it reads something like this: 

FHA new home applications received in January increased 36 per- 
cent. from December, and on a seasonally adjusted per work-day 
basis the increase was 16 percent. In contrast, a number of new home 
appraisal requests received during the month of January under the VA 
program, for which the mortgage interest rate remained at 414 per- 
cent. was lower than in December, although in each of the 3 prec eding 
years there had been a December-to-January increase. 

Now, this is for what it is worth, Mrs. Sullivan. 

Mrs. Suniivan. Yes. I realize that we have to check back for the 
last year, but there are many factors that-would change the percentage. 

Now, there is only one other thing that I would like to ask you, 
and if we liberalize section 203, and you put it into effect, are you sure 
that your authorization will carry you until Congress can act on 
the matter next year ? 

Mr. Cote. You are speaking of Fannie May ? 

Mr. Mason. FHA authorizations. 
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It is our impression, Mrs. Sullivan, that this would certainly carry 
us until Congress was in session a year from now. 

Mrs. Sutiivan. That is all. 

Mr. Rarns. Provided we didn’t add something else to it. 

Mr. Mason. Provided you don’t do something else to it. 

Mr. Rarns. Mr. Ashley. 

Mr. Asuiey. There has been a proposal to increase the mortgage 
limit on section 221 housing from $9,000 to $12,000. Is the admuinis- 
tion in favor of this proposal ? 

Mr. Mason. Well, Mr. Ashley, I don’t believe the administration has 
considered this proposal at all. 

Mr. Asuuey. Neither of you gentlemen have, I take it? 

Mr. Mason. That is right. 

Mr. Asuiey. Mr. Chairman, are we considering discussion on con- 
trol of discounts as relevant this morning ? 

Mr. Ratns. No, I think discount control discussion would better 
fit in when we discuss Fannie May. That is going to be on the 15th. 

Mr. Asutey. All right; I will defer my questions. 

Mr. Rarns. I believe it would fit in better later. 

Mr. Asuuey. All right. That is all. 

Mr. Ratns. Mr. Mason, if Congress should decide to pay the insur- 
ance premium on FHA veteran loans; in other words, veterans who 
go into FHA, if Congress should decide to pay that, 1 would appre- 
ciate it if you would give us estimates from your agency on the cost, 
both annual and total. 

Mr. Mason. Wecan do that. 

Mr. Rarns. I suggest that you let our staff know that because we 
would like to have that for our consideration later on. 

Now, I have a question or two about military housing. I discussed 
three amendments to title VIII military housing, but I notice you 
don’t say anything about the big question in it, and that is whether 
or not your recommendation will mean ample funds with which to 
finance the title VIII project. The increase which you recommend, 
we are frank to say we don’t believe will carry the program on at 
full blast. What do you think? 

Mr. Mason. You are talking about the market for money now ? 

Mr. Ratns. Yes. 

Mr. Mason. The private market for money / 

Mr. Ratns. What I am talking about is the Defense Department 
under title VIII, the recommendation which you have made, do you 
think that is sufficient with which to carry on the title VIII program 
of $100 million ? 

Mr. Coie. Mr. Rains, again this becomes a question of our recom- 
mendation on Fannie May; doesn’t it? 

Mr. Rats. Yes. 

Mr. Coir. We are not ready to make that recommendation. 

Mr. Rarns. All right, I will hold that. 

Now, Mr. Cole, I usually ask you this question every year. I want 
toask youagain. I like to keep records on this. 

A year ago I asked you about your foresight on the number of 
housing starts that we would have, and I believe you told me it would 
be 1,300,000, and I see we fell short 200,000 units this year. How about 
making a prediction this time? 

Mr. Cote. About 1,100,000. 
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Mr. Rains. That is provided we carry through what? 

Mr. Corr. Mr. Rains, these are not predictions, these are “guess- 
timates,” these are based upon many assumptions. If these assump- 
tions occur they will build 1,100,000; if they don’t occur, we won't. 
This is not a matter over which I have control or, frankly, over which 
the Congress has control, in my opinion. We would have had 1,- 
300,000 last year if the market had not deteriorated, and I began talk- 
ing that way along in May, April, and May, I said we will not arrive at 
this unless things are done which would make the market better. 

I am of the opinion that if the recommendations by the administra- 
tion are accepted, and if the market eases up somewhat during this 
calendar year, and I am speaking about the calendar year, that we can 
obtain 1,100,000 housing units started. 

Now, I don’t think the easing up needs to be of any great degree, but 
I do think it needs to ease up a bit more, and I see in the wind those 
straws which indicate it is possible. For us to enter into a situation, 
which is rather delicately balanced, and say, now we believe that the 
market is deteriorating to such an extent that it is critical, that it has 
an adverse impact upon the economy, that people will be thrown out 
of work, that a depression is at the brink, would not be correct. We 
think the picture is good, we think there is good, sound production, but 
we do think that the market, instead of firming up, is softening 
somewhat. 

Mr. Rarns. What worries me about it is this: I recited this yester- 
day to the Federal Reserve, and to Mr. Burgess, and I will try to do 
it from memory today: Last year we built houses at the rate per 
capita of 7.4; 2 years ago it was at the rate of 9.4; in 1952 it was 11.4; 
30 years ago we built:the same number per capita of homes in America 

I don’t wish to infer that it is your fault. It may or may not be. 
It may be the fault of Congress, but. somehow or other we are letting 
home building get back to the horse-and-buggy days. We are not 
building —e, more per capita. Last year we put 50 billion down for 
highways. I admit we were in the thirties as far as highways are con- 
cerned. There are billions proposed for school building. 

Now, we insist that homes should get a better break in the mortgage 
market in this country. Do you believe that ? 

Mr. Coxz. I believe it. 

Mr. Ratns. Does anybody else have any questions? 

We want tothank you for your appearance, and we will look forward 
to the 15th when we will discuss these other questions. 

Mr. Mason. Thank you, sir. 

(The following information was submitted by Mr. Mason :) 


COMMENTS SUBMITTED BY FHA COMMISSIONER MASON CONCERNING COSTS FOR 
FHA ADMINISTRATION OF A VETERANS HOME MorTGAGE INSURANCE PROGRAM 


The following comments are submitted pursuant to a request from Subcom- 
mittee Chairman Rains to Commissioner Mason during hearings of the House 
Committee on Banking and Currency Subcommittee on Housing on Tuesday, 
March 5 

In FHA section 203 insuring operations since 1984, FHA has sustained losses 
(including reserves for losses on properties still held by FHA) aggregating 
$6,062,235. These aggregate losses amount to $1.79 per case insured by FHA 
under the section 203 program, for comparison with the cumulative loss figure 
of $6.25 per case for VA loan guaranty operations, as cited to the subcommittee 
by VA Chief Benefits Director Stone. 
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It must be realized that the FHA and VA experience reported above reflects 
operations during an extended period of prosperity. Occurrence of a depression 
would, of course, substantially increase the scale of losses under either program. 
There seems to be no particular reason for assuming greater efficiency in default 
servicing or property disposal by one executive agency than by another in the 
administration of similar programs, so that it may reasonably be expected 
that losses of one would be essentially the same as losses of the other, assuming 
equivalent standards for claim settlements. The period elapsed between date 
of insurance and the beginning of a serious depression is a primary factor in 
determining the extent of losses in mortgage insurance operations. The range 
of possible losses is, of course, much greater on account of this factor for a 
program having a limited period for writing of insurance contracts than for a 
continuing program such as section 208 since the entire volume of insurance 
may be concentrated shortly before a depression (resulting in maximum losses) 
or may be concentrated several years before a depression (resulting in minimum 
losses). 

A thorough comparison of FHA and VA aggregate administrative expenses 
and costs to borrowers for processing of cases was made by FHA in the spring 
of 1955 as a guide to FHA administrative decisions. The analysis showed little 
distinction between aggregate costs under the two systems, with perhaps a 
minor advantage for the FHA method. There is no apparent reason for 
modifying this conclusion on the basis of any intervening developments. 
Amounts of charges and methods of payment for such expenses can be deter- 
mined according to policy decisions whether such costs are to be borne by the 
veteran or by the Government. 

If a veterans preference home loan insurance program were established for 
FHA administration, it would be possible to have FHA administrative expenses 
and losses for such a program covered by appropriation just as is now done with 
respect to VA expenses and losses for the current program. As indicated 
above, there is no apparent reason why the amounts required for such appro- 
priations would be any different whichever agency has administrative responsi- 
bility for the new program. Under this procedure, provisions for transfer to 
premium-paying status under section 203 would be desirable for those cases 
initiaHy guaranteed for veterans and subsequently transferred to nonveteran 
mortgagors. If, on the other hand, premium charges were to be made by the 
Treasury on behalf of the veterans equal to present section 203 premiums 
(intended to cover contingent losses in the event of a severe depression), the 
amount of premium collections per $1,000 of loan amount during the entire 
life of the loan for 25-year 5-percent mortgages under selected circumstances 
would be as follows: 


BOOT BAT BOCORGIE CO BONGO sik sie erccncnsadnwnndxsanwkuce $75. 30 
EGG REIN GEOR? GN) SONII 8 he i Ocnigienin cna cameene aman 1 54. 07 
ek SE URI UL Ue nian Sung Sold emidon ea 167. 47 


? Including 1 percent prepayment charge. 

2 Estimated median life expectancy for outstanding VA-guaranteed loans. 

In this case provision could be made for returning to the Treasury any ex- 
cess of its premium payments above the amounts required for actual administra- 
tive costs and insurance losses. Including allowances for investment income by 
the fund and interest costs to the Treasury, the net expense to the Treasury 
would be the same under either procedure. 


Mr. Rarns. The committee stands in recess until 10 tomorrow 
morning. 
(Whereupon, at 12 noon the committee adjourned. ) 
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WEDNESDAY, MARCH 6, 1957 


House oF REPRESENTATIVES, 
SUBCOMMITTEE ON HOUSING OF THE 
COMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C 


The subcommittee met at 10 a. m., the Honorable Albert Rains, 
(chairman of the subcommittee) presiding. 

Present: Messrs. Rains, Addonizio, Mrs. Sullivan, Messrs. Ashley, 
Talle, McDonough, Widnall, and Betts. 

Mr. Rarns. The committee will please be in order. 

The first witness this morning is from the National Association of 
Home Builders, Mr. George S. Goodyear, the president. 

Come around, Mr. Goodyear. We are glad to have you. 

Mr. Goopyrar. Thank you. 

Mr. Rarns. As I understand, you have a rather extensive prepared 
statement which will be incorporated in the record, and then you have 
a summary ; is that correct ? 

Mr. Goopyrar. That is correct. 

Mr. Rarns. All right, you may proceed, Mr. Goodyear, with your 
summary. 


STATEMENT OF GEORGE S. GOODYEAR, PRESIDENT, NATIONAL 
ASSOCIATION OF HOME BUILDERS 


Mr. Goopyrar. For the record, Mr, Chairman, members of the com- 
mittee, my name is George 8. Goodyear, and I am an active builder 
operating in Charlotte, N. C., and I am the current president of the 
National Association of Home Builders. 

I have with me on my right Mr. Herbert Carlton, the general counsel 
of our association. 

I will read these very few prepared remarks, and then I will be 
prepared to answer any remarks that you have. 

Since there have been some developments in the housing field which 
occurred after I had submitted my statement, I should like to supple- 
ment that statement with the NAHB views. 

The Administration proposed last Saturday legislation which would 
reduce downpayments required under the FHA’s home-mortgage in- 
surance program. This isa progressive step. But, and I must say it is 
a big “but,” the NAHB does not feel that the Administration has 
gone : far enough or fast enough with its proposals to counteract the 
slump i in home building. The NAHB feels that should the Congress 
approve a lowering in the downpayment schedule these requirements 
should go into effect automatically upon enactment, not when the 
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Federal Housing Commissioner decides that they are necessary. In 
fact, lower downpayments are needed now. We do not ask these 
changes from purely selfish motives. The effect of a slump in home 
building is being felt through the whole economy. Lumber, home 
appliances, house furnishing, are all being affected. 

The future of home building, as thus perhaps the entire national 
economy, hangs in the balance. It is our considered opinion that 
unless adequate steps are taken at once it will soon be impossible for us 
to continue to build American homes of the kind and in the volume the 
American people demand and need. 

There is a large trend now away from the low downpayment, long- 
term mortgage, at relatively low interest, which enables so many 
millions of Americans to have homes of their own and contributed so 
much to this Nation’s flourishing economy. We feel the downpay- 
ments proposed by the Administration need further consider ration, in 
relation to these objec tives. 

In this connection, I would like to refer the committee to exhibit B, 
which is attached to my complete statement, on which you will find a 
comparative table of downpayments under the present statute, and 
those proposed in bills now before the committee. We believe our 
proposals are more realistic, more in line with the needs of the economy 
and those seeking houses today, who over the long term are good credit 
risks, and able to pay for those homes, but do not at the present time 
have the high cash downpayments required. It is the processing of 
the loan itself which is important. 

The future burden the borrower assumes in relation to his income 
prospects, and not the amount paid at the time of closing. This is 
borne out by repayment experience under the FHA and VA programs, 
as shown in chart No. 6 attached to my complete statement. 

In the letter requesting the views of the association I represent, sug- 
gestions are cited that veterans received some sort of preferential 
treatment in the revision of FHA downpayment requirements. We 
disagree. The purpose of the Servicemen’s Readjustment Act was not 
to give veterans preferential treatment in perpetuity but to assist in 
their transition to civilian life. There should be a single down- 
payment system for veterans and nonveterans alike. 

As the legislation authorizing guarantee of loans for World War I 
veterans comes to an end, it is in our opinion vitally important that a 
mortgage financing device be provided which would remove the dis- 
tinction between veterans and nonveterans, and provide to all an 
opportunity to acquire a home on practicable terms. 

I call your attention to chart 1 attached to this statement, which 
graphically demonstrates the importance of FHA and VA loans in 
jower- priced homes. Nine-tenths of all housing between $10,000 and 
$12,000, and seven-tenths of all housing under $15,000, depended in 
1955 on FHA or GI financing. 

Chart 2 shows how the 200,000 unit loss in 1956 home production was 
practically all in the FHA and VA market. The continuing drop in 
FHA appraisal requests, together with the wholly uncertain situation 
in the VA program, por tends a further drop in home construction this 
spring and summer. 

You will find on pages 2, 3, 4, and 5 of my complete statement a 
more detailed discussion of the home building picture today. 
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Now, as to interest rates: We have always advocated the funda- 
mental principle that home buyers, veterans or not, are entitled to the 
lowest feasible interest rate available in the market at any particular 
time. Iti is obvious, however, that the 414 percent statutory limit on the 
GI rate is no longer competitively attractive to lenders. Any legisla- 
tive action which does not contemplate enabling the GI interest rate 
to move at parity with the FHA rate, does not solve a basic problem. 

We believe it is vital to permit adjustment of the GI rate for the 
further reason that the current 414 percent level does not benefit the 
veteran home buyer. On the contrary, it actually results in increasing 
his financing cost above what he would have to pay on a GI loan at 5 
percent, because to buy a home he must use either FHA or conventional 
financing. FHA financing at 5 percent requires an additional half per- 
cent for | mortgage insurance, while the conventional rate ranges up- 
ward from 51% percent, depending on local conditions. NAHB’s views 
on the needs for an increased GI rate are expanded under the heading 
interest rates, commencing on page 6 of my complete statement. 

Now, on mortgage credit and Fannie May, it is our opinion that 
ranging in importance to an adjustment of the GI interest rate certain 
emergency revisions in Fannie May legislation are needed. 

Under its secondary market function Fannie May’s authority to sell 
its debentures, which is limited to 10 times its capital and surplus, i is 
fast approaching exhaustion. The accelerated pace of Fannie May 
purchases in recent months, and the condition of its borrowing author- 
ity, are shown by charts 4 and 5, and background information on 
Fannie May operations is detailed on pages 10 through 14 of my 
statement. 

If the home building industry is to reverse its present downward 
trend, we believe an increase of $250 million is necessary in Fannie 
May capital to provide enough borrowing power for operations at a 
maximum level for at least 1 full year. 

In addition to this $250 million of preferred stock to expand Fannie 
May’s secondary market operation by 214 billion, we are sincerely con- 
vinced that the time has come to use the special assistance function 
already provided by the act. We are convinced that the conditions are 
present right now which Congress had in mind when it created the 
special assistance authority in 1954. At that time the Congress stated 
that this authority was intended to be used as a means of retarding or 
stopping a decline in mortgage lending and home building activities 
which threatens materially ‘the stability of a high-level national 
economy. We believe that such a situation now exists in the mortgage- 
lending and home-building industries. 

We urge, therefore, that Fannie May be authorized to issue up to 
2 billion in obligations to the Secretary of the Treasury to be used to 
provide emergency relief in geographic areas, and in price ranges 
where funds for FHA-V A insured mortgages are not now available. 

We have some proposals for legislation to make Fannie May into a 
central mortgage bank. 

Turning now from immediate emergency measures to the broader 
question of Fannie May’s proper perm: anent role, the need seems to be 
for a complete and adequate mortgage banking system. We believe 
an adequate instrumentality to cope with the problem of stabilizing 
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home-mortgage financing is as essential to a sound mortgage banking 
system as is the Federal Reserve System to commercial banks. 

I have submitted six points on how to carry out this proposal which 
you will find on pages 15 and 16 of my complete statement. 

It would be necessary, one point proposes, for Fannie May to raise 
most of its money by sale of longer term debentures suitable for pen- 
sion funds and other long-term investors. At present Fannie May 
debentures have been short term, about 9 months. We believe that 
use of the established Fannie May special assistance function, as we 
suggest, is preferable to restoring to national service life insurance 
reserves for mortgage credit. 

We believe also that this committee should consider removal of the 
current limitation which prevents purchase by Fannie May of any 
mortgage over $15,000 in principal amount. 

Now, on discounts we feel that the cure for the present highly un- 
satisfaction situation in relation to FHA—-VA mortgage discounts 
lies in a realistic interest rate, and in the attraction of additional funds 
into the mortgage market. We do not believe that a solution lies in a 
further attempt artificially to fix lenders’ yields by attempting to con- 
trol discounts. Like interest, discounts cannot be arbitrarily con- 
trolled. 

This brief summary covers only the highlights and primary legis- 
lative recommendations contained in the extensive statement which 
I have submitted for your use and information. We have also at- 
tempted to present our views on the main subject matters raised by 
this committee’s request for testimony. Specific and detailed legis- 
lative recommendations are set forth in my complete statement under 
the three primary headings covering our views on the VA interest 
rate, mortgage credit, and Fannie May, and the FHA downpayment 
revisions. 

On behalf of the National Association of Home Builders, I wish 
to express our appreciation for the interested efforts of this committee 
and for this opportunity to testify. I will be very happy to answer 
any questions that the members of the committee have. 

(The complete statement of Mr. Goodyear is as follows:) 


STATEMENT OF GEORGE S. GOODYEAR, PRESIDENT OF NATIONAL ASSOCIATION 
oF HomME BUILDERS 


Mr. Chairman and members of the subcommittee, my name is George S. Good- 
year. For the record, I am an active builder operating in Charlotte, N. C., and 
its vicinity, and the current president of the National Association of Home 
Builders. As you know, this is the trade association of the men who build 
America’s homes. I appear before you today to present the considered opinion 
of its 40,000 members on the subjects covered by the several bills before you. 

The bills before you cover practically the entire field of housing legislation. 
In our opinion, the problems with which they attempt to deal can be grouped 
into three main areas: First, and by all odds the most urgent, interest rates. 
Second, mortgage credit, under which heading we include continuation and ex- 
pansion of FNMA’s secondary market operations; the activation of FNMA’s 
special assistance function; discounts; use of national service life insurance 
reserves; the voluntary home mortgage credit program; and direct lending. 
Third, FHA downpayment modernization. 

Although each of these is so complex and important as to merit far more 
extensive discussion, I shall attempt to present our views on these three main 
points as concisely as possible. 

I believe it helpful first to outline the current picture as the home building 
industry sees it. 
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THE CURRENT HOME BUILDING PICTURE 


Our industry is composed of tens of thousands of small-business men. It is 
their overwhelming opinion that the future of home building in this country 
presently hangs in the balance. Our grave view of the problems now facing 
the American home buyer and the home building industry and—if solutions 
are not quickly found—the entire American economy—is expressed in the follow- 
ing excerpts from the 1957 statement of policy of this association, unanimously 
adopted by its 475-man board of directors at the association’s annual conven- 
tion about a month ago. 

“The home building industry faces in 1957 conditions which threaten to cancel 
its 25 years of steady progress toward the goal of good homes for all Ameri- 
cans, * * * 

“Without financing suited to its ability to pay, the American family cannot 
buy a home. Without production credit at reasonable rates home builders can- 
not effect, and pass on, the economies which their customers have a right to 
expect. 

“The experience of the past two decades has dramatically demonstrated that 
(1) a healthy home-building industry is basic to a sound economy and (2) more 
important, widespread private ownership of good homes is the basis of a strong 
and free society. The strength of America depends on the character of its peo- 
ple; and character is formed in the home. Out of the American home, the 
Nation is built,” 

It is our considered opinion that, unless adequate steps are taken at once, it 
will soon be impossible for us to continue to build American homes of the kind, 
and in the volume, the American people demand and need. 

If the history of housing for the past 30 years has demonstrated anything at 
all, it is the simple fact that the American family cannot buy a home without 
financing suited to its ability to pay. Attached at the end of my statement is a 
brief summary of the importance of home building in the national economy (ex- 
hibit A). I urge that you study this at your leisure. 

The man of modest means—the “mass market,” in industrial language— 
generally cannot undertake to buy a home (and at the same time provide for his 
family all those things which are now a part of the American standard of living) 
without the kind of low downpayment, low monthly payment mortgage available 
only under the FHA and VA systems. 

The importance of FHA and VA loans in lower priced home construction is 
graphically demonstrated by chart 1 attached to this statement. As you can see, 
nine-tenths of all housing between $10,000 and $12,000 and seven-tenths of all 
housing under $15,000 depended in 1955 on FHA or GI financing. By far the 
larger fraction of this was GI financed. 

Chart No. 2 shows how the 200,000 loss in 1956 home production was practically 
all in the FHA and VA financed sector of the market. While FHA and GI starts 
dropped sharply, conventionally financed starts increased slightly. In other 
words, as builders were asked to absorb increasing discounts, production of lower 
priced homes became increasingly more difficult and home building shifted—in 
lesser volume—to the higher price brackets for which conventional financing is 
suitable. 

The story of this rapid and accelerating trend away from FHA and VA 
financing—and what is indicated for the future—is told in the statistics of appli- 
eations for new homes. In December 1956, VA appraisal requests were down to 
19,029 compared to 24,892 for December 1955 and 44,251 2 years ago; FHA re- 
ceived applications for 7,749 new homes compared to 13,379 a year ago (which 
represented a drop of over 40 percent, to the lowest volume in 10 years). In 
January, VA appraisal requests on new homes at 18,924 were down 35 percent 
from January a year ago and 59 percent from 2 years ago. FHA applications 
on new homes at 10,549 were down 32 percent from January 1956 and 59 percent 
from January 1955 (although 36 percent over the exceptionally low level of 
December 1956). 

This foreshadows a further drop in home construction this spring and summer. 
It constitutes an alarming trend away from the low downpayment, long term 
mortgage at relatively low interest which was the fundamental factor in ihe 
progress of this industry during the past two decades in providing new homes 
for persons of moderate income. 

As a result of the disappearing market for this type of loan, we are now forced 
to revert to a mortgage financing pattern which we believe to be an utterly in- 
secure foundation upon which to base this great industry. Experience teaches 
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that for a while home production will continue at what may seem to be a reason- 
ably satisfactory level but only by increasing use of conventional financing supple- 
mented by expensive short-term second (and, eventually, even third) mortgages, 
or by the use of contracts for deed or similar makeshift financing devices. Al- 
ready this type of financing is increasing. This is reminiscent of the 1920's. We 
do not believe it either economically or socially sound for an increasing propor- 
tion of home production to be available only to those comparative few who can 
afford substantial downpayments or who are rash enough to burden themselves 
with second mortgages. 

Home production is today squeezed between the upper millstone of ruinous 
expense which a builder must absorb if he plans to sell to GI's and the nether 
millstone of the narrow available market under other types of financing unless 
FHA terms are realistically revised. GI loans have become practically non 
existent except at prohibitive discounts which in many cases now equal or exceed 
the builder’s profit margin. Since their interest rate was raised a few months 
ago, FHA insured loans are now quoted at higher prices although still several 
points under par in most areas. But the downpayment presently required under 
FHA financing is too high for the typical purchaser at today’s construction cost 
levels. For example, under the maximum mortgage now permitted by law to be 
insured, to buy a moderate priced home, selling for approximately $15,000, a man 
must have in cash approximately $2,400. This is to cover (a) the FHA down- 
payment of $1,950 plus (b) approximately $450 for typical closing costs and 
prepaid carrying charges for the first year. Few prospective purchasers of homes 
in this price range can accumulate that much free cash, although experience 
shows they would be excellent credit risks on loans patterned to their ability to 
repay. 

There exists a large and steady demand for homes in the middle and lower 
priced ranges in most areas but it cannot be met unless “mass financing” is 
revived. 

Against this background, we have certain very definite views to suggest 
rather I should say “urge’’—for legislative action. 


I. INTEREST RATE 


We have always advocated the fundamental principle that home buyers 
(whether or not veterans) are entitled to the lowest feasible interest rate avail- 
able in the market at any particular time. 

It is obvious, however, that the 414 percent statutory limit on the GI rate is no 
longer competitively attractive to lenders. 

Any legislative action which does not contemplate enabling the GI interest 
rate to move at parity with the FHA rate will prove, at best, only a temporary 
palliative. It is possible to accomplish a permanent solution by (a) raising the 
ceiling on VA-guaranteed loans, thus continuing the GI program, and (b) revising 
the FHA downpayment schedule to conform substantially to the downpaymeuts 
now typical under GI financing, thus in effect establishing a new and single system 
embodying the necessary features of the GI loan at the highest rate legally 
permissible on FHA loans. Our view on the FHA alternative is contained in 
point III below. With your permission, I shall discuss the problem of the GI 
interest rate at some length because of its fundamental importance although, of 
course, I am aware that this subject has been considered in the Veterans’ Affairs 
Committee. 

There is no real substitute for a higher interest rate for the simple reason 
that deliberate action toward higher money rates has been fundamental govern- 
mental economic policy for many months. 

It is beyond our function here to attempt to argue at length the pros and cons 
of the so-called tight money policy. Its impact on home building is briefiy dis- 
cussed in the economic summary which I have previously mentioned (exhibit 
A). Suffice it to say that we question the wisdom of a credit policy which denies 
home ownership to increasing numbers of worthy American families—or forces 
them to buy on unsound terms—while, without significant impairment. credit 
continues to flow in recordbreaking amounts into industrial expansion; into 
high yielding consumer loans; and into the financing of such laudable (but 
certainly nonessential) activities as Caribbean cruises. We emphatically dis- 
agree with the recent public statement of the Vice Chairman of the Board of 
Governors of the Federal Reserve System that housing is “postponable.” We 
believe that apportionment of searce credit on the sole basis of ability to pay 
is not sound economically or socially ; does not accomplish its stated objectives : 
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and (as in the case of our industry) has serious adverse repercussions. We are 
convinced that some means should be found to apportion the available credit 
supply more equitably to various users of credit. 

Failing this, money cannot now be borrowed by anyone—including the Govern- 
ment itself—except at terms much higher than a year ago. For example, the 
first step toward an increase in the interest rate on savings bonds to 3% percent 
has been taken to counteract the trend of investment away from such bonds 
and into other higher yielding securities. The slackening of the flow of money into 
mortgage loans reflects exactly the same investment considerations. 

Until this policy is reversed—until 4/4 percent again becomes a marketable 
rate—it is apparent that either GI loans must be allowed to offer higher interest 
or the GI loan program will disappear. An interest rate cannot be fixed by fiat 
or decree ; it must recognize the financial facts of life. 

An attempt to keep the GI rate at an artificially low level will rapidly and 
prematurely terminate the VA program, both for Korean veterans and the vet- 
erans of World War II. Remember the figures I cited a few minutes ago—VA 
appraisal requests for new homes in January were one one-third below a year 
ago and almost 60 percent below 1955 while, in contrast, FHA applications regis- 
tered a more than usual December to January gain of 36 percent, reflecting the 
increase to 5 percent in the FHA interest rate. 

We believe it is vital to permit adjustment of the GI rate for these further 
reasons : 

(1) Holding the GI interest rate at its present 4% percent level does not 
benefit the veteran home buyer. On the contrary, it actually results in increas- 
ing his financing cost above what he would have to pay on a GI loan at 5 percent 
because to buy a home he must use either FHA financing which requires an addi- 
tional one-half percent for mortgage insurance or conventional financing, interest 
rates on which range upward from 51% percent. 

(2) The presence in the market of virtually unmarketable 4% percent loans 
has the further unfortunate effect of tending to increase abnormally the dis- 
counts which lenders seek on FHA loans. This is so because FNMA, in order to 
secure funds for its secondary market operations from private investors, can 
only afford to offer for 41%4 percent loans a price sufficiently discounted to provide 
a yield which will support the interest it must pay on its borrowings. Other- 
wise, it would not only jeopardize its self-sufficient operation but run the risk of 
evoking a flood of 414 percent offerings far beyond its capacity to handle. Asa 
result, private lenders take their cue from FNMA’s posted prices and shade their 
offering prices to a level slightly below the cost of doing business with FNMA. 
This in turn increases the pressure on that agency and engenders a downward 
spiral in prices for 44%4 percent loans which helps to disorganize the entire mort- 
gage price structure. If the GI rate were raised to 5 percent, FNMA could buy 
at. the higher prices now commanded by FHA loans and this would give a better 
tone to the entire mortgage market. 

(3) Many lenders have unavoidably aggravated the shortage of funds for VA 
loans by reluctantly withdrawing from the market because they do not like to 
be put in the position of buying loans at the high discounts which they must 
demand in today’s market to justify a 444 percent investment. If the 5 percent 
rate were made effective, many of these institutions would gradually return to 
the market at some reasonable price level. The additional funds thus flowing 
into GI lending would tend to stiffen the market. 

In sum, therefore, maintaining the GI interest rate at 4% percent simply 
results in higher charges to those veterans who now want to purchase homes 
and is the largest single factor in the current chaotic condition of the mortgage 
market. We believe it essential that the Congress amend the Servicemen’s 
Readjustment Act to permit a maximum interest rate on GI loans at the same 
level legally permissible for FHA insured loans. 


II. MORTGAGE CREDIT 


(A) FNMA secondary market and special assistance functions 


Commencing in 1938 and continuing until 1954, Federal National Mortgage As- 
sociation obtained all its funds for purchases by selling debentures to the Treas- 
ury. In those 16 years, it provided a needed “backstop” for the mortgage market, 
particularly in the more recently developing areas of the country where scarcity 
of mortgage money in relation to construction needs—already out of balance 
was aggravated by the distance from the main capital markets which normally 
have money to “export.” 
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FNMA began to encounter serious problems only when it was faced with the 
necessity of supporting an interest rate (or, more properly speaking, an invest- 
ment yield—i. e., rate considered in relation to purchase price of the mortgage) 
which was not an acceptable rate in the private investment market. Thus, in 
1950 and again in 1953, FNMA used all its resources in an attempt to support a 
sagging mortgage market but its efforts were, in the end, futile because it did 
not have power to adjust the interest rate on, or the price of, the security it 
was buying. 

In the Housing Act of 1954, the Congress thoroughly revised the FNMA 
operation, dividing it into three parts: First, the mortgages therefore accumu- 
lated in FNMA’s portfolio were set aside for management and liquidation. Sec- 
ond, FNMA’s main mortgage purchasing function (so-called secondary market 
operation) was thenceforward tied to the private investment market by the re- 
quirement that FNMA obtain its funds by sale of its debentures to private in- 
vestors (rather than from the Treasury as previously) ; and resort to the Treas- 
ury was limited (except in an emergency) only to temporary borrowings in the 
interim between FNMA debenture issued. Third, FNMA’s previous direct resort 
to the Treasury was maintained in a limited way for emergency use (so-called 
special assistance function) to be used, when and to the extent that the Presi- 
dent determines in the public interest, for the financing of particular classes of 
mortgages or “of home mortgages generally as a means of retarding or stopping 
a decline in mortgage lending and home building activities which threatens 
materially the stability of a high-level national economy” (National Housing Act, 
as amended, sec. 301 (b)). 

Since FNMA must now raise its funds in the private investment market, the 
price it must pay on its borrowed money determines the yield it must receive on 
the money it loans. It consequently has no choice in an unfavorable market but 
to drop its price on a fixed interest rate loan just as do private lenders. The 
net cash return to a builder on a $$12,000 mortgage sold to FNMA is illustrated 
by chart 3. Even so, FNMA’s operation has been of great help in preventing even 
worse chaos than has afflicted the mortgage market in the last year. FNMA’s 
sound management should be noted and complimented. Forces beyond its control 
have compelled it to drop its prices, particularly for GI loans, to what amount 
to panic levels. 

Under its secondary market function, FNMA’s authority to sell its debentures 
(limited to 10 times its capital and surplus) is fast approaching exhaustion. The 
accelerated pace of FNMA purchases in recent months and the condition of its 
borrowing authority are shown by charts Nos. 4 and 5. 

FNMA’s special assistance function has thus far been authorized by the 
President for use solely to make a market for certain special classes of loans 
(such as military family housing loans under FHA title VIII and loans for 
cooperatives under sec. 213). No attempt has been made to use this function to 
buy home mortgages generally to stop the decline in lending and home building. 
Nor could it now be successfully so used since there remains available for this 
purpose somewhat less than $50 million of unalloted funds—an amount utterly 
insufficient to stem even a much less serious decline than we are now experiencing. 

In our opinion, second in importance to adjustment of the GI interest rate in 
assuring an adequate flow of mortgage credit are the following emergency revi- 
sions in FNMA legislation: 

(1) Secondary market operations —FNMA capital for this purpose should 
be increased sufficiently to provide enough borrowing power for operations at a 
maximum level for at least 1 full year. We believe $250 million is necessary 
for this purpose if the home building industry is to reverse its present down- 
ward trend. 

This committee and the House have recognized the necessity of an increase 
in secondary market authority but have provided only $50 million in additional 
capital—enough only to support $500 million of debentures (under the statutory 
10-to-1 formula). We are aware that the committee has, however, made it clear 
in its report accompanying House Joint Resolution 209 that it recognizes this 
amount is only a “stopgap” and that it fully realizes the urgent necessity for 
substantial additional secondary market authority. 

An inadequate increase in FNMA secondary market authority is not wise 
economy. The effectiveness of this function of FNMA in large part depends 
upon the confidence of lenders in its continued availability. An originating 
lender must be sure at the time he commits to a builder that the FNMA secondary 
market will be available when the home to be built is completed—typically about 
a year later. If lenders become fearful that FNMA may be forced to stop buy- 
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ing before they can deliver loans or if Ff NMA is forced by inadequate authoriza- 
tion to ration its buying or to attach limitations and conditions designed to dis- 
courage offerings to it, the effectiveness of the agency will have been perman- 
ently impaired. 

(2) Special assistance.—In addition to an additional $250 million of preferred 
stock to expand FNMA’s secondary market operation by $2.5 billion, we are 
sincerely convinced that the time has come to use the special assistance function 
already provided by the act. We believe it not even arguable that the decline 
in mortgage lending and home-building activities now, in the words of the 
statute, “threatens materially the stability of a high-level national economy.” 
We believe the sickness in mortgage lending and in home building have been 
allowed to go so far that this strong medicine is needed. We refer again to 
chart No. 2. 

We therefore urge this committee to amend section 305 (a) of the National 
Housing Act to activate FNMA’s special assistance function on an emergency 
basis immediately (without awaiting the Presidential determination now re- 
quired by the act) and that for this purpose it authorize FNMA to issue up to 
$2 billion in obligations to the Secretary of the Treasury. Such special assist- 
ance authorization should be for use, under administrative rules to be prescribed 
by the agency, to provide emergency relief in geographic areas and in price ranges 
where mortgage credit is not now available. We would expect that the Congress 
would continue, for the period of the emergency, the present floor of 99 under 
the price which FNMA could pay for loans bought with the special assistance 
fund. At such a price, these funds would be of maximum usefulness in halting 
the downward trend of mortgage prices in those areas—and in those price classes 
of housing—in which the situation is now the worst. 

We do not make this recommendation lightly, nor are we unmindful of the 
size of the sum suggested and its possible impact on the Federal budget. Only 
after careful consideration and debate within our organization and upon the 
profound conviction that strong measures are absolutely necessary if the un- 
healthy trend in mortgage financing is to be revised, do we suggest a remedy 
of this nature. 

We believe this committee should consider removal of the current limitation 
which prevents purchase by FNMA of any mortgage over $15,000 in principal 
amount. This limitation has an unequal effect in various areas—it confines 
FNMA’s supporting effect to a portion only of the mortgage market. I believe 
I have made fully clear that we feel the market today is so upset as to warrant 
FNMA’s free and full operation in as wide a segment of the market as possible— 
particularly since $15,000 is in some areas less than the typical loans required. 


(B) Conversion of FNMA into Central Mortgage Bank 


Turning now from immediate emergency measures to the broader question of 
FNMA’s proper, permanent role, the current mortgage crisis seems to us to illus- 
trate the lack of a complete and adequate reserve mortgage banking system. We 
have long urged conversion of FNMA into a true central mortgage bank. We 
believe an adequate instrumentality to cope with the problem of stabilizing home 
mortgage financing is as essential to sound mortgage banking as is the Federal 
Reserve System to commercial banking. 

We believe the subcommittee should consider expansion of FNMA into a true 
mortgage reserve facility. To do so it would be necessary to amend the act 
under which FNMA functions to accomplish the following: 

1. FNMA should raise most of its money by sale of long-term (5 and 10 
year) debentures suitable for pension funds and other long-term investors. 
At the present time FNMA debentures have been short-term (9 month) 
notes. 

2. The statement of FNMA’s basic purpose and the criteria affecting 
FNMA purchases should be amended to contemplate that it hold indefinitely 
in its portfolio mortgages purchased by it—at present, the act contemplates 
purchasing only for early resale. 

3. To support an operation of this type, FNMA must have greater borrow- 
ing power than would be provided even by expansion of its preferred stock 
by the $250 million I have already suggested. The subcommittee might 
explore directing Treasury to take preferred stock in exchange for all or a 
part of notes with which it now finances FNMA’s management and liquida- 
dation portfolio, resulting from its pre-1954 operations. This would post- 
pone, to the extent of such use, liquidation of the Treasury’s investment in 
FNMA, but would still preserve the proceeds of the management and liqui- 
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dation portfolio for eventual repayment to the Treasury. As this portfolio 
is gradually paid off—as an easier money market permits sale of these 
mortgages and increased sale of debentures at reasonable rates and as its 
expanded operation throws off the substantial profits to be reasonably antici- 
pated—-the Treasury can be repaid. In effect, considering FNMA as a busi- 
ness operation, this would amount to the preferred stockholder allowing his 
capital investment to be plowed back into the business rather than requir- 
ing that it be drawn down at the earliest possible date. 

4. Control over FHA and GI interest rates should be placed in FNMA. As 
I have already discussed at length, a realistic interest rate, reflecting the 
actual market at the time, is essential if FNMA is to operate by private bor- 
rowing. Unless it has control over the interest rate on the securities it 
buys, FNMA will always be in danger of becoming simply a mechanism to 
feed Treasury funds directly (and as we have indicated, futilely) into the 
mortgage market. 

5. To permit it properly to perform these functions, FNMA’s organiza- 
tional structure should be revised. It should be given a non-partisan Board 
of Directors (supplemented by an Advisory Citizens Board) appointed for 
long, staggered terms and required to be experienced in and representative 
of mortgage lending or home building. 

6. FNMA should be authorized to lend on the security of VA and FHA 
paper (so-called rediscount function) as we suggested in our testimony be- 
fore this subcommittee last year, Febuary 17, 1956. 

At this time I believe it in order to repeat the remarks which I addressed to 
the chairman of this subcommittee in a letter dated February 21, 1956, in com- 
menting on some of the testimony that had at that time been submitted to your 
subcommittee (to the effect that any attempt to improve FNMA might be “com- 
petition with private enterpise” ) : 

“* * * This is incomprehensible to us. The Federal Reserve System is not 
regarded as ‘competing with private enterpise’ because it exercises its sweeping 
powers to ‘backstop’ commercial banks. To us, the function of Federal National 
Mortgage Association in mortgage credit is roughly comparable to that of Fed- 
eral Reserve in commercial credit. Its purpose is to assist private enterpise: 
to open new channels and new fields of opportunity for private mortgage lenders. 
We believe that, by and large, its operations have accomplished precisely 
tia. * 5, * 

“We believe that those who fail to understand this concept are under the mis- 
apprehension that our proposal would require FNMA to attempt to support a 
par maket through the use of Government credit. This is not the fact. We 
envision an operation based entirely on funds obtained in the private money 
market and directed toward a sound mortgage market at relatively stable prices 
considering all circumstances at the particular time. 

“Through a properly operating FNMA private mortgage lenders will be en- 
abled to expand and grow stronger. This, we conceive, is the proper function 
not only of FNMA but of all governmental operations affecting home building 
and residential mortgage credit.” 


(C) National service life insurance 

We believe that use of the established FNMA special assistance function as 
we suggest is preferable to resort to national service life insurance reserves be- 
-ause: FNMA is an experienced and respected agency in the complex field of 
mortgage credit; its special assistance function was wisely provided by the 
Congress 3 years ago as a “standby” precaution against the very conditions in 
which we now find ourselves. It seems to us hardly wise to abandon this existing 
weapon—lying readily at hand to a going agency which for 16 years effectively 
and efficiently conducted exactly this kind of operation—and seek newly to de- 
velop (possibly in the hands of an untried agency) a duplicate and perhaps less 
efficient weapon to fight the current lending and building decline. Establishment 
of a new operation would, in our opinion, still further confuse and disorganize the 
mortgage market. Whether “special assistance” or NSLI reserves be used, the 
Treasury would have to sell bonds to raise the required funds and at rates above 
that presently caried by NSLI bonds. If the purpose of suggesting use of NSLI 
funds for mortgages be to obtain for the fund the higher rate of interest on 
mortgages, we suggest this can be better accomplished by issuing new bonds at 
today’s higher rates. 


(D) Direct lending 


We consider it highly important that special assistance purchasing of this 
nature be conducted in such manner as not to pass over the line to become, in 
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effect, direct lending. FNMA has amply demonstrated it can handle this assign- 
ment. We do not believe anyone would seriously contemplate undertaking to 
support by direct Federal lending the vast ($12 billion net annually) residential 
mortgage market. We do not object to H. R. 4602 which expands and continues 
the VA direct lending program because (a) it is limited to so-called remote areas, 
i. e., the smaller cities and towns not now reached by private lending; and (b) 
the Veterans’ Administration has demonstrated it can operate such a program 
prudently, and in the interest of veterans. But such a program must not be 
expanded to the point that it becomes a real and imminent threat to the private 
lending system which, I am sure the subcommittee agrees, should rather be im- 
proved and stimulated. 


(e) Discounts 


In general, we are in agreement with this subcommittee’s analysis of the 
problem of discounts in its Report No, 2, issued February 9, 1956. However, we 
regret we cannot agree that discounts should be controlled because we do not 
believe there is any feasible way to control them. Last year the subcommittee 
recognized that discounts in some degree are unavoidable but condemned ex- 
tremely high discounts. We join in condemning the levels which discounts have 
in some instances attained. But we cannot agree that there is any method 
to restrict what the subcommittee rightly called “unreasonable and abusive” 
discounts without producing worse evils. 

Some members of the subcommittee may remember the attempt to control 
discounts by law culminating in 1953 in such an almost complete stoppage of 
GI lending as to impel the Congress then to repeal the limitation. Reinstitu- 
tion of a limit on discounts without action on the interest rate would only serve 
to worsen present trends. 

Proposals to require FHA and VA to prescribe limits on fees, charges, and 
discounts have the effect only (1) of placing impossible administrative burdens 
on these agencies, and (2) making unwitting lawbreakers of builders and lend- 
ers conscientiously trying to use these financing systems. We would regard 
any such legislation as most unfortunate. 

The cure for the present highly unsatisfactory situation lies in a realistic 
interest rate and in the attraction of additional funds into the mortgage mar- 
ket—not in a further attempt artificially to fix lenders’ yields by attempting to 
control discounts. It is for this reason that we have suggested use of FNMA 
special assistance funds to buy mortgages at a fixed high price (99). This is 
a practical and speedy method of eliminating discounts. 


Ill, FHA DOWNPAYMENT REVISION 


Previously I touched on the fact that—under the maximum ratios now per- 
mitted for FHA mortgages—a prospective purchaser today must pay in cash 
at closing a considerably greater amount than he usually has been able to ac- 
cumulate. The FHA downpayment schedule has, as time has gone by, moved 
further and further away from market realities. For example a downpayment 
schedule geared to a market in which the typical new home value was $8,200 
(FHA’s 1950 median) is completely unsuitable to a market in which the median 
value has risen to $11,700 (1955 median) and probably $12,500 in 1956. Rising 
income, higher construction costs, and the trend toward larger, better equipped 
houses, have all accelerated an outmoding of the FHA schedule, with consequent 
discrimination against the 1957 homebuyer compared with this 1950 counterpart. 

We believe this situation should have the attention of the Congress whether 
or not the GI interest rate be adjusted to permit continuation of the GI pro- 
gram. But particularly if the interest rate is not so adjusted, then it seems to 
us that prompt action toward a more practical FHA downpayment schedule 
(see exhibit B attached) is the only solution. We support generally proposals 
of this type. 

As the legislation authorizing guaranty of loans for World War II veterans 
comes to an end, it is, in our opinion, vitally important that a mortgage financ- 
ing device be provided which would remove the distinction between veterans 
and nonveterans and provide to all an opportunity to acquire a home on prac- 
ticable terms. H. R. 2584 and H. R. 3602 are directed to that end. At the 
time this testimony is being written, the administration’s housing bill has not 
yet been revealed: but we have heard discussions of the possibility that it will 
include a generally similar proposal. 
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I have previously referred to the predominant part played by the low-down- 
payment, long-term loan in enabling families of modest means to acquire their 
homes. There is no evidence to indicate that low-downpayment loans are signi- 
ficantly less sound than loans made at a lower ratio to appraised value. The 
Federal Housing Administration has insured 3.4 million loans under its basic home 
program, section 203, in 22 years of operations. Of this total, 1,520,700 have been 
repaid, and only 12,400 have been foreclosed, or four-tenths of 1 percent of the 
loans insured. In the 12 years of its operations, the Veterans’ Administration has 
guaranteed nearly 4.8 million home loans. Of these, nearly 1 million have al- 
ready been repaid in full, while the VA has been called on to pay claims on only 
29,400—only six-tenth of 1 percent of the loans guaranteed. Attached as chart 6 
is a representation of FHA and VA repayment experience. It is the processing 
of the loan itself which is important—the future burden which the borrower as- 
sumes in relation to his income prospects—and not the amount paid at the time 
of closing. 

Finally, we suggest that the subcommittee consider amendments to section 221 
which, in our opinion, will activate that potentially useful device for production 
of low-cost homes. In most parts of the country today, increased costs of labor, 
materials, and land development have made the existing statutory limits under 
this section no longer realistic. For sale housing, this section now permits a 
mortgage up to $9,000 with an extra $1,000 for high-cost areas. There are not 
many areas in which even a minimum acceptable house can be constructed within 
these figures. We suggest that the maximum mortgage amount per family dwell- 
ing or unit be raised to $12,500. Such limit would still mean that the section 
would be suitable only for providing comparatively low-cost housing. In those 
areas in which a $12,500 limit provides ample leeway, the amendment should 
make it clear that the FHA Commissioner has the discretion to set lesser mortgage 
limits in accordance with prevailing cost levels. 

Section 221 presently is available for rental housing only for nonprofit organ- 
izations. There is no logical reason for this. If the purpose of the section can be 
accomplished by a business corporation, then the usefulness of the section is be- 
ing needlessly impaired. There should be no need for argument that, in all fields 
American production and accomplishment, stemming from the profit motive, have 
resulted in benefits to the people of the Nation far surpassing other systems based 
on nonprofit or State-controlled enterprises. 

Certainly in a time of general curtailment in housing production every effort 
should be made to utilize to the utmost those programs which present any chance 
of encouraging lower cost homes. In this way both a social goal and an economic 
good will be accomplished. Section 221 offers this chance, if amended as 
suggested. 


Exureirt A. THE SIGNIFICANCE OF HOME BUILDING TO THE AMERICAN ECONOMY 


Home building is one of America’s major industries, ranking second in im- 
portance perhaps only to food and food processing. The 12 million dwelling units 
provided since the end of World War IIl—an output in construction dollars alone 
of more than $100 billion—did much to spark and sustain the postwar economic 
boom. By its very nature, operating practically everywhere our people live, it 
affects the economic life of every community in America. 

Our economic history indicates that home building is a bellwether industry. 
What affects it also affects, eventually, practically every other sector of our 
economy. It is not too much to say that without a healthy home-building 
economy, geared to our people’s requirements, we cannot long have a healthy 
overall national economy. 

The value of new residential construction put in place in recent years has run 
close to $16 billion annually, accounting for one-fourth of new private invest- 
ment. Taking into account land and other nonconstruction factors, the value of 
the industry’s product is probably in the neighborhood of $20 billion annually. 

In recent years, it has provided directly approximately 214 million jobs a year, 
with about half the total involved in work on the construction site. The impact 
of new housing is further extended by the market it provides for a multitude 
of products. About 3.000 different items go into every new home: thus, any 
change in home construction volume is felt in thousands of factories and by 
thousands of suppliers all over the country, to say nothing of the thousands of 
builders and millions of workers employed in this industry. Residential con- 
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struction uses one-third of our total lumber output, two-thirds of all brick, four- 
fifths of all gypsum. 

Surveys indicate that the sale of a new house generates in the first year of occu- 
pancy alone about $1,500 per home in retail sales of furnishings and equipment. 
Home building also creates additional demand for other types of construction— 
stores, churches, schools, utility expansions, and the like. Moreover, construction 
of new housing is a prerequisite to industrial expansion in many areas. Thus, 
apart from any sociological importance, home building is a vital dollars and cents 
influence now and in the future in every part of our country, geographically and 
economically. 


INFLUENCE OF TIGHT MONEY ON HOME BUILDING 


In view of the significance of home building to our economy, the disadvantage 
at which home building finds itself in the current money market is of importance 
to everybody. This disadvantage arises partly from the nature of home-mortgage 
lending; because of the relatively small dollar volume involved in any single 
transaction, because home building is essentially a small-business man’s business, 
it cannot compete for scarce funds on even terms with the financing operations of 
Inajor corporations. Moreover, the nature of the mortgage instrument and the 
lack of satisfactory devices for mortgage financing, have practically barred it 
from access to some of the fastest growing forms of savings, such as pension and 
welfare funds. 

It is absurd to consider our tight-money policy as though it stands by itself 
apart from other Government policies, particularly budget, fiscal, and tax policies. 

Our economy today is susceptible to management—to an extent generally un- 
realized—by the Government through a number of devices, primarily monetary 
policy (as exercised by the Federal Reserve), and fiscal, tax, and budget policy. 
While monetary policy goes off in one direction—presumably to restrain infla- 
tion—tax policy moves in another, furnishing large competitive advantages and 
incentives to industry for plant and equipment expansion through accelerated 
depreciation, fast tax writeoffs and a tax policy which, in effect, encourages busi- 
ness spending rather than saving, and budget policy likewise moves in the direc- 
tion of expansion and spending. There has been little evidence that monetary 
restrictions have succeeded in restrainig corporate expasion in the past year: 
in fact, as has been pointed out by prominent economic authorities, under current 
tax policy, corporate borrowing rates are actually lower than they have ever 
been in peacetime America. At the end of 1956, corporate borrowings totaled 
$211 billion, a gain of $15 billion during the year. Between the first quarter of 
1955 and the first quarter of 1957, business spending for plant and equipment 
soared from an annual rate of $26 billion to $38 billion, a gain of 48 percent, and 
it is still going up. 

Contrariwise, look at housing. With money tight, housing starts and builders’ 
plans have been drastically cut. Between January 1955 and January 1957 the 
seasonally adjusted annual rate of private starts fell from 1,416,000 to 1,010,000— 
a drop of 29 percent. Housing starts began to decline in mid-1955. The decline 
has lasted all through the last 18 months, and 1956 volume was in total 200,000 
less than the previous year. 

That this result is not sheer accident is shown by a recent statement of the Vice 
Chairman of the Board of Governors of the Federal Reserve, that he considers 
housing “postponable.” In essence, he has undertaken to rewrite not only public 
policy in the housing field, but to bypass a clear declaration of congressional intent 
on our national housing policy, as embodied by the Congress in the Housing Acts 
of 1949 and again in 1954. 

The net of a monetary policy of restraint and budget, fiscal, and tax policies 
of encouragement to expansion has been what might be expected; powerful 
forces working unevenly on the economy. In this setting, it is inevitable that the 
home-building industry suffer the major impact and be singled out for “post- 
ponability.” It is for this reason that the industry has developed proposals, not 
to give it any unfair advantage, but merely to restore a competitive position 
barred to it by conflicting governmental policies. 
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Exursit B 
Comparison table—FHA downpayments, Mar. 1, 1957 
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Present Proposed by | Proposed by | Expected ad- 
FHA value | Present schedule in | H. R. 3602 H. R. 2854 | ministration 

| Statute! | effect ? | (Representa- | (Representa- | proposal 5 

{ | | tive Ayres)? tive Teague)* 
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ti aa aii ee 5, 000 5, 000 3, 100 3, 600 5, 000 
re Ler Oh Se On DAD 6, 000 6, 000 3,350 3, 950 6, 000 
PEPE e ok se cdebci tiga wcskind 7, 000 7, 000 3, 600 4, 300 7, 000 
i dehnknctubidectennnteieacebe | 8, 000 8, 000 3, 850 +, 650 8, 000 
ete ceaetiaet teh eatin eae cma 9, 000 9, 000 4, 000 5, 000 9, 000 
Ge oa ce be dmeddeouttnsss ee. 10, 000 10, 000 5, 000 5, 350 10, 000 





195 percent of $9,000 value plus 75 percent of excess; maximum mortgage, $20,000 

295 percent of value up to $9,000; 93 percent of Ist $9,000 plus 73 persent of excess for values over $9,000; 
maximum mortgage, $20,000. 

§ 98 percent of $10,000 value; plus 92 percent of next $5,000; plus 75 percent of excess; maximum mortgage, 
$25,000. 

498 percent of $10,000 value; plus 92 percent of next $5,000; plus 75 percent of next $5,000; plus 65 percent of 
the excess; maximum mortgage, $30,000 
$ 596 percent of $10,000 value; plus 85 percent of next $6,000; plus 70 percent of excess; maximum mortgage, 
20,000. 
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CHART 1 


SEVEN OUT OF TEN OF ALL HOUSES 


PRICED UNDER $15,000 WERE PRODUCED 
UNDER THE VA AND FHA PROGRAMS 


{BASED ON 1955 DATA) 


PRICE CLASS PERCENT OF HOUSING STARTS 
9 20 40 60 





SUMMARY: 


TOTAL Se FHA CONVENTIONAL 


UNDER $15,000 * 


$15,000 AND OVER 


DETAIL: 


UNDER $10,000 
$10,000 - 11,999 
$12,000- 14,999 
$15,000 + 19,999 


* 


$20,000 AND OVER 











178 HOUSING ACT OF 1957 


CHART 2 


DECLINE SINCE 1955- ALL FHA- VA 


{HOUSING STARTS CN A TWELVE MONTH MOVING BASIS 1953-56) 
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Cuarr 4 
FNMA PURCHASES SOAR DURING 1956, 
AS MONEY TIGHTENS 


MILLIONS MILLIONS 


OF OF 
DOLLARS ' DOLLARS 
1604 a nn te renin 0 
FNMA PURCHASES UNDER SECONDARY MARKET | 
(MONTHLY) . 
149 }——___ +140 


sia 0 


SI i ct 





; 

i i 

; 

i i 
100 +———_____- —____-_-_____-—- -- +100 

} 
a0 + $0 
60 +-——______— + 60 
40 +— + 4&0 
20 —+ 20 

5 ce ” x — By a ee eh nieces iy 


‘ AN 
‘54 1955 i956 est 1957 





HOUSING ACT OF 1957 181 


CHART 5 


FNMA's AUTHORIZATION 
NEARLY EXHAUSTED 


(SECONDARY MARKET) 
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CHART 6 


VA- FHA HOME BUYERS ARE GOOD MORTGAGE RISKS 


(Repayment experience under FHA and VA programs) 
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guaranteed insured 


1957 PoLticy STATEMENT, NATIONAL ASSOCIATION OF HOME BUILDERS 


The home building industry faces in 1957 conditions which threaten to cancel 
its 25 years of steady progress toward the goal of good homes for all Americaus. 
This progress has been made possible by low downpayment, long-term mortgage 
financing at relatively low rates of interest. There is now an alarming trend 
away from this necessary pattern. 

Without financing suited to its ability to pay, the American family cannot buy 
a home. Without production credit at reasonable rates home builders cannot 
effect, and pass on, the economies which their customers have a right to expect. 

The experience of the past two decades has dramatically demonstrated that 
(1) a healthy home-building industry is basic to a sound economy and (2) more 
important, widespread private ownership of good homes is the basis of a strong 
and free society. The strength of America depends on the character of its 
people; and character is formed in the home. Out of the American home, the 
Nation is built. 

We are deeply concerned that these truths are being forgotten by some in posi- 
tions of authority. Ata time when our economy is at its peak, the average Amer- 
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ican finds it increasingly difficult to buy a home. While the economy booms, 
housing starts are down. Current FHA and VA applications indicate an even 
sharper drop to come. Most significantly, the decrease in available housing is 
almost entirely in the price ranges for moderate income families. There is some- 
thing fundamentally wrong with a credit situation which denies homeownership 
to increasing numbers of Americans. 

Home buyers, particularly those of modest means, are inordinately affected by 
the burden of tight money. Meanwhile, credit continues, without visible impair- 
ment, to flow in record-breaking amounts into industrial expansion and into 
shorter term and higher yielding consumer loans. Irreparable damage to the 
home-building industry, to other small business and to the Nation must inevitably 
follow if credit is available only to those who can afford to pay a high price. 
To accomplish the stated and laudable objective of preventing inflation, Federal 
Reserve and Government credit policies must be reshaped to insure more equit- 
able distribution of available credit to all sectors of the economy. Only thus can 
the basic shelter needs of the American public be satisfied in today’s economy. 

Home buyers must continue to suffer because our industry—compared with 
others—does not enjoy equal opportunity of access to the capital supply. Our 
industry is immediately affected by (1) special tax and similar advantages to 
other industries which severely restrict the ability of the home builder—and of 
his typical customer—to compete for money and (2) governmentally stimulated 
competition for capital for guaranteed loans for ship construction, for public 
buildings, and for military housing. This will be further aggravated by the 
road-building program. Some means must be found to apportion available credit 
properly to our industry and to these and other desirable uses. 

With all of this in mind, the 40,000 members of the National Association of 
Home Builders declare for 1957 the following policy designed: First, as an emer- 
gency measure to provide mortgage funds in geographic areas and in price ranges 
where not now available through parity of VA and FHA interest rates, recogniz- 
ing that this will be futile without expansion of the Federal National Mortgage 
Association and, second, as a permanent solution, to (1) establish a sound central 
mortgage facility, and (2) reexamine the Nation’s tax and credit structure. 





I. MORTGAGE FINANCE 


The legislative ceiling on the VA interest rate must immediately be equalized 
with that limiting the FHA rate. We hope that the higher rate will increase 
available mortgage money and reduce discounts demanded by lenders. We urge 
lending institutions, recognizing their responsibilities, to avoid unconscionable 
charges which can be exacted in today’s economic climate. Otherwse, the inevit- 
able reaction against excesses (now becoming distressingly frequent) will fur- 
ther increase pressure for direct governmental lending. 

If our economy is to maintain necessary stability, the tremendous demand for 
capital must be controlled at its source. The full weight of the Federal Govern- 
ment must be placed behind measures to distribute credit more equitably to all 
parts of the economy, including steps to defer all except immediately necessary 
public works and to institute a voluntary credit-control program. 

To provide an orderly transition to normal financing for World War II veter- 
ans and to recognize, for veterans and nonveterans alike, today’s cost levels, 
Congress should (a) revise FHA’s minimum downpayment schedule and mort- 
gage limit, and (0) extend GI loan rights for World War II veterans. 

FHA should, by a searching self-examination, bring up to date its processing 
requirements and procedures. 


II, MONETARY AND CREDIT STRUCTURE 


Recognizing that our monetary and credit system has not been revised in 
nearly half a century, the President and congressional leaders have proposed a 
thorough reexamination of the Nation’s financial and credit structure to deter- 
mine its adequacy in today’s economy. We vigorously support this proposal. 


IiI. EXPANSION OF MORTGAGE SOURCES 


To meet the current emergency it is essential that Congress forthwith (a) 
expand FNMA’s preferred stock by $250 million to provide FNMA with sufficient 
borrowing power in the private securities market to continue its secondary mar- 
ket operation in needed volume; (0b) recognize that an emergency exists within 
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the meaning of FNMA’s established special assistance function requiring use 
of that authority to the extent of $2 billion immediately to prevent further dan- 
gerous deterioration of the mortgage market and of our economy, and (c) remove 
the $15,000 limitation on mortgages eligible for sale to FNMA. 

The current mortgage crisis sharply illustrates the lack of an adequate reserve 
mortgage banking system and the inherent defects of the mortgage instrument. 
FNMA, soundly managed under difficult conditions, within its limited means 
has done its best to prevent an even more acute shortage of home mortgage 
credit; but there is no adequate instrumentality (comparable to the Federal 
Reserve System in the field of commercial credit) to cope with the problem of 
stabilizing home mortgage financing. For this purpose, we have long urged con- 
version of Federal National Mortgage Association into a true central mortgage 
bank. 

The recent encouraging trend toward mortgage investment by pension and 
welfare funds should be vigorously encouraged and the proper function in 
mortgage investment of the rapidly accumulating pension and welfare funds be 
fully explored. 

IV. TAXATION 


The natural disadvantage of home building in the competition for capital has 
been increased by tax provisions which powerfully stimulate capital expenditures 
by other industries. Fast depreciation writeoffs are the most important single 
factor underlying the current excessive demand for capital. In contrast, the 
tax laws provide little, if any, incentive to homeowners or builders. Expendi- 
tures for home repair and maintenance, in excess of 3 percent of the owner’s 
income, should be tax deductible. We urge a restudy of the Nation’s tax struc- 
ture with particular attention on the impact of taxes in preventing accumulation 
of working capital for land development and construction; restudy of capital 
gains on real estate; and other means of adjusting tax laws to encourage, instead 
of to restrict, residential construction. 


Vv. PRODUCTION PROBLEMS 


Homes in numbers consistent with an expanding population and growing 
economy and in price ranges for a broad market cannot be produced unless 
Federal and local governments and mortgage lenders cease discouraging con- 
struction of homes at prices the mass market can afford. 

Last year we noted with concern that burdensome local zoning, building and 
subdivision regulations; the exorbitant cost of financing: high land cost; and the 
unnecessary constant increases in VA and FHA requirements are inevitably 
taking home building beyond the reach of its true market—the average American 
family. This year scarce and expensive financing and mounting material costs 
have increased the dangerous pressure toward more costly construction. The 
mistaken philosophy that there are too many low-cost homes is now heard even 
in Government planning. We must return to fundamentals to avoid disastrous 
limitation of our market. 

Since only by constant and competent research in both the technical and 
marketing aspects of home building can the American people be assured of 
homes that best serve their needs, we once again urge the stimulation of home 
building research programs on all levels. 


VI. REHABILITATION, REDEVELOPMENT AND RENTAL HOUSING 


Widespread public interest in halting the deterioration of existing homes 
through better enforcement of health and housing laws and in redeveloping our 
blighted urban areas has at last reinforced the efforts of the home-building 
industry. Further progress in urban renewal now will depend upon Govern- 
ment moves to develop more practical regulations, expeditious procedures, and 
realistic attitudes. We are encouraged by HHF<A’s recent attempt to simplify 
requirements imposed on municipalities as a condition precedent to rehabilitation 
programs and to assistance in the acquisition of land. 

The adequacy of present section 221 provisions to accomplish original con- 
gressional intent must be constantly reexamined. 

Unfortunately, the construction of multifamily redevelopment projects (as of 
all rental housing) continues to be retarded by FHA’s basic assumption, now 
firmly embedded in its regulations and procedures, that rental housing sponsors 
must be disciplined and unreasonably controlled. Badly needed financing for 


i 
i 
| 
' 





rr — ~~ ~ be oe he 


ane 2 ice fh oo het OO hh ot OP 


oa mam = 


an 





HOUSING ACT OF 1957 185 


modest rental housing will not be available unless and until FHA reexamines 
realistically its entire approach in this field. 


VII. THE “PACKAGED MORTGAGE” 


Publie recognition in recent years that certain equipment and appliances are 
part of a home—to be financed in the home mortgage—has contributed enormously 
to the rising American standard of living. Such equipment as the electric 
refrigerator and the washing machine are now popularly considered as much 
of a modern necessity as central heating and the kitchen range and oven (all 
originally regarded as personal property). Certain groups now seek to force 
buyers into expensive, short-term financing for home equipment and appliances. 
The home-building industry vigorously opposes this effort to turn back the 
calendar. 

VIII. PUBLIC HOUSING 


There is no justification for continuing the outdated public-housing program. 
Increasing vacancies in existing public housing in most areas have confirmed 
our declaration last year that rising consumer incomes have entirely eliminated 
any need for additional Federal public housing. 

Every dollar invested in public housing bonds reduces the amount of mortgage 
credit available for private construction. 

The Congress should investigate to determine whether occupancy in public 
housing is confined as intended to low-income families. We continue to insist that 
existing public housing projects be disposed of where no longer needed. 


Ix. COMMUNITY FACILITIES 


The most important need for the long-range growth of our urban civilization 
and our rapidly expanding population is adequate provision of community facili- 
ties needed for modern family living. Communities are falling further and 
further behind in producing schools, street, sewer and water and other facilities 
and are adapting palliatives which cause serious present and future difficulties. 
Every level of government must (a) study the present and long-range needs of 
our urban areas; (0) determine the tools available and needed to provide the 
facilities; and (c) stimulate other Government, private institutions, and the 
general citizenry to recognize the need for positive action and cooperation. 
Builders, government, and all citizens must work together to provide for family 
needs within the community and the home in a manner that will promote and 
not deter homeownership. 

x. LABOR 


High productivity is essential if the American people are to be properly housed. 
We oppose restrictive practices which delay or prevent technological advances, 
new methods of construction and development of new materials. 

We regard as indefensible coercion of workers through pressure on neutral 
persons by secondary boycotts. We oppose legislation which would weaken the 
secondary boycott provisions of existing law and we support amendments to 
strengthen these provisions. 


XI, MILITARY HOUSING 


Fully recognizing the importance of good housing to the Military Establishment 
to which is entrusted the defense of our country, we urge constant reexamination 
to prevent excessive programing, which unfortunately is occurring in some 
areas. 

Mr. Rarns. Thank you, Mr. Goodyear. 

Dr. Talle has an engagement at the Rules Committee about 10:30, 
and I defer to him for some questions at this time. 

Dr. Talle. 

Mr. Tauur. I appreciate the courtesy, Mr. Chairman. 

Mr. Goodyear, we who are members of this committee have an 
accounting to make, you see, on the floor of the House when the bill 
is brought out, and so our questions are a little like Meet the Press on 
occasion. 

89342—57——18 
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The questions some of us ask are not always based on our own think- 
ing but we have to look at the whole picture and be answerable for 
what we present to the House. 

It seems to me on first reading, that perhaps your statement on page 
13 is a little strong. Iam referring to the part where you say: 

We believe it not even arguable that the decline in mortgage lending and home 
building activities now, in the words of the statute, threatens materially the 
stability of a high level national economy. 

I will stop there. That is the portion that strikes me as being a 
little strong. 

In looking back and in looking ahead, too, the increase in gross 
national product last year was about 5.5 percent. Of that total 2.8 
percent represented increases in prices and not increases in goods and 
services. ‘The best estimate seems to be that for this year, 1957, there 
will be a further increase of 4 percent in the gross national product 
total. 

Whether half of that, or so, will be inflation only, I don’t know. 
I hope it will not. 

Now, turning back, if you take a look at the drop in home building, 
was the drop last year around 200,000 units ? 

Mr. Gooprrar. Approximately. 

Mr. Tatie. And if we should have, say, a further decline of a hun- 
dred thousand this year, we would be about where we were in 1951? 

Mr. Goopyrar. That is right. 

Mr. Tattx. So the figures measure up pretty well in the comparison. 

Now, looking at the conventional loans, they are higher. 

Mr. Goopyerar. In the figure over 15,000. 

Mr. Tauttz. They have stayed pretty steady, and they would prob- 
ably represent 60 ee of the building ? 

Mr. Goopyrar. I don’t think they stay steady. You had a higher 
number of them last year, because of the inability to get funds under 
VA and FHA contracts, and this probably involved second mortgages 
and land contracts, and I think the figure of last year was a very high 
figure, it is not an average figure. 

Mr. Tattr. Well, the information I have is that whereas the drop 
was high in other lending, the drop in conventional loans was only 1 
percent. 

Mr. Goopyrar. That is correct, Mr. Talle. However, we feel that 
that is not sound because the loss in your hous sing is in the middle 
income and lower cost houses, and the holdup in the conventional 
financing is in the expensive house. 

Mr. Tatxe. There would be quite a little help, wouldn’t there, if 
we made the interest rate realistic, perticulariy in the VA program ? 

Mr. Goopyear. There is no question about that. 

Mr. Tattx. Actually what happens is if we control the interest 

ate, and keep it at an unrealistic level, we automatically force dis- 
counts into the picture ? 

Mr. Goopyrar. That is correct 

Mr. Tatix. And if we control both interest rates and discounts what 
happens is that the money goes elsewhere, it doesn’t go into housing ? 

Mr. Goopyrar. You have absolutely no loan program. 

Mr. Tatie. Thank you, Mr. Chairman. 

Mr. Rarns. Following up Dr. Talle’s question, perhaps from a dif- 
ferent angle; in your prepared statement you make a strong case for 
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raising the GI interest rate, and I am not unaware of the fact that at 
414 percent, with 5 percent on FHA, it is unrealistic. But not only 
do people have to be realistic in the mortgage field, we have to be real- 
istic here in the Congress, and one of the things we face is a very 
definite possibility that the Congress is not going to raise that interest 
rate. There is no foregone conclusion that it will. 

1 want to know if it doesn’t happen, would you agree that Congress 
as an alternative—and that is specifically the province of this com- 
mittee, to keep the housing demand high, and the home building in- 
dustry rolling which we have somehow got to do, in my judement— 
should take rather drastic action in liber alizing the FHA? 

Mr. Goopyrar. Well, there is no question about that, Mr. Rains. 
if the VA program comes to an abrupt halt which is practically the 
situation now, and you can see the results of it in the number of starts 
and building applications, something is going to have to be done to 
take up the slack, 

Mr. Rains. Those figures that you gave a moment ago as to the 
percentage of home building starts under GI and FHA programs 
is quite a sizable part of the entire home building program, is it not? 

Mr. Goopyrar. Well, for the year 1955, 54 percent of all starts were 
under FHA and GI. 

Mr. Ratns. So that proves conclusively we cannot rely on conven- 
tionals alone, even though they were only off 1 percent, if we are 
to keep up the housing starts to anything like a necessary average? 

Mr. Goopyrar. You can’t, and also you will have absolutely no 
middle- or low-cost housing with conventional loans. 

Mr. Rarys. Also back of conventional loans in a great many in- 
stances is the very dangerous situation of what we in Alabama 
called second mortgages, which you call second trusts. Isn’t it true 
in the market in which conventionals are used, that there are second 
trusts back of them for the buyer ? 

Mr. Goopyrar. Well, there are a good number of them, we have no 
record of what percentage have second mortgages in connection with 
them, but I would say a good part of them do. 

Mr. Rains. I would have to disagree with the statement that you 
made that the act of Congress which set up the loan guaranty pro- 
gram for veterans in the VA was not meant to be preferential treat- 
ment for veterans. You must remember that it was a part and parcel 
of the GI bill of rights, and I think it has been the intent of Congress 
always, or has been since the days of the Revolutionary War, that a 
veteran should have special and preferential treatment. 

So I believe that you must give some consideration, in fact I am 
sure the Congress feels that it must give some consider ation, to the 
fact. that the VA loan is out of the market, that we must give him 
a better break, and the Korean veterans are coming up, of course. 

Do you think, and I admit this is hypothetical, that if the Congress 
does not increase the interest rate, and if the committee sees fit to 
liberalize FHA generally, perhaps, even more than the Adminis- 
tration has suggested, that is for everybody, then do you see any 
objection to this Congress moving a step further and liberalizing the 
FHA with veterans’ preference? 

Mr. Goopygar. I think at the time the VA program was authorized 
that was with the intent of giving the returning veteran a helping 
hand, because he had not been able to save and unable to work, he 
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had been in the armed services, he had to have a home, and this pro- 
gram was one way in which the Government gave him a helping hand. 

It seems in my conversations that after 10 years they feel that 
veterans that have not used their entitlement to purchase a home 
perhaps will not use it. As you know, a good many veterans have pur- 
chased homes under other types of fins ancing, and of the remaining 
number no one knows how many have bought houses under different 
types of financing. 

ai the Korean program has approximately 8 years to go, and 
it is certainly conceivable that as interest rates go up they will also 
come down. Over a period of 8 years I think it is feasible that 414 
percent may bea selads interest rate again. 

Mr. Rarns. I wish I could share your opinion about that. I hope 
you are right. 

Mr. Goopyrar. Well, I have seen the times when they were down 
and up and down again, and it is possible within that time the 414 
percent may be a realistic rate, and the Korean program will not be 
penalized. 

At the present time, of course, it would. I heard testimony here the 
other day by Mr. Stone, in which he said that for the VA to pay the 
FHA insurance premium on the average loan it would cost approxi- 
mately $600 a loan and under the present setup it only costs about $35 
a loan. 

Now, if the VA wants to go into that extensive a program I see 
nothing wrong in setting up a program in FHA to give the veteran 
preferential treatment. However, it is not the policy of this associa- 
tion to advocate such a perferential program. 

Mr. Rarys. Our problem here is a little different from yours. 

Do — see our problem, Mr. Goodyear ? 

Mr. Goopyrar. Yes, I see your problem. 

Mr. Rarvys. One other question. 

I note on page 18 of your statement you have no objection to Mr. 
Teague’s bill or the committee bill, H. R. 4602, which expands very 
greatly and very largely and improves the VA direct-lending program 
for housing and loans to veterans in the remote areas, smaller towns 
and cities. I share your opinion. I think it isa splendid bill, and I 
am really glad to see the home builders recognize that the veterans in 
the smaller towns ought to get the same benefits that the veterans do 
in the larger cities, and I am glad to say I am happy to have on our 
side in this thinking the National Association of Home Builders. 

Now, along this line do you think that an FHA direct-loan program 
for nonveterans in those same areas ought to be put into effect? I 
realize I am asking you a hard question. 

Mr. Goovyrar. No, sir; I think we would have to keep FHA out of 
a direct-loan program. It is entirely foreign to their concept. 

Mr. Rarns. Well, you, of course, realize that in changing times, Mr. 
Goodyear, FHA as it has been constituted is not sacrosanct. Do you 
agree with that ? 

“Mr. Goopyzar. In some respects I think that the thinking and the 
policies of FHA could stand a good bit of modernization. 

However, I don’t think that our Government is set up or is ready to 
face the cost of a direct-loan program in the FHA. If the FHA and 
VA began a direct-loan program it could cost $7 billion a year, ap- 
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proximately, and I don’t think that under the present circumstances 
that our Government is prepared to furnish that kind of money. 

Mr. Ratns. Do you have a question, Mrs. Sullivan ! 

Mrs. Sutttvan. Yes, Mr. Chairman. 

Mr. Goodyear, how m: ny houses do you think will be built in 1957, 
and would you mind giving us the reasons for your answer / 

Mr. Goopyrar. With the’ present state of the mortgage market, it is 
our opinion that there will probably be no more than 850,000 to 900,000 
units built in the country during 1957. That is under present mort- 
gage conditions. 

Mrs. Sutiivan. Because of the tight money ? 

Mr. Goopyrar. Because of the shortage of money. 

Mrs. Sunuivan. Well, we hear from time to time that there are 
already too many houses under construction, and that there exist con- 
ditions of overbuilding with houses unsold in parts of the country. 
Do you have any information on this subject ? 

Mr. Goopyrar. Well, I think the census figures show at the present 
time that there is a very small vacancy figure in the country today. 
I have done considerable traveling in the last 4 or 5 months around the 
oneney and we have not found any surplus of houses. 

In J anus ir y, in the National Housing Center in Washington, we hi ad 
a roundtable of builders’ intentions for 1957 at which time we took ¢ 

sampling of those builders from the different areas they lived in as 
to the housing conditions in their areas, and I think almost without 
exception none of them had a large inventory of housing. 

I might just comment that I spe nt Monday in Detroit, a city that 
customarily builds 35,000 houses a year. That is what they built in 
1955. In 1956 they built approximately 28,000. In 1957 they esti- 
mate that they will build 50 percent of 28,000. 

Detroit has a survey that has just been made by the FHA which 
shows that there are 2,500 houses within 30 to 60 days’ time of being 
completed. This is a 1 month’s supply of houses for the city of 
Detroit, and starts are still falling off, and it 1s conceivable if that 
condition continues for 3 or 4 months the city of Detroit will have an 
acute housing shortage. Ordinarily, they would have a 3 to 4 month 
supply of houses on hand. At the present time they have approxi- 
mately 2,500 houses. 

Mos, Sutiivan. Those are houses that are built for sale, not for rent ? 

Mr. Goopyear. That is only for sale units, yes. 

Mr. Suxttvan. Do you know whi at 1s happening to production of 
homes in the lower and the modest price brackets ? 

Mr. Goopyrar. Well, because of the unavailability of funds in the 
FHA and VA market, there is practically no programing in the VA 
field at all, because of high discounts and the unavailability of money, 
too, Practically all of the construction today is in the higher priced 
bracket because that is the only place we can obtain financing, 
and that is the place where you have to use conventional financing. 

I do not have the exact figures before me as to the number of units 
in the so-called middle and low cost field. 

Mrs. Sutiivan. But you feel that is small ? 

Mr. Goopyear. Very, very small, yes. 

Mrs. Suntivan. Now, on page 14 of your longer statement, Mr. 
Goodyear, you indicate that the home builders do not like the pres- 
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ent limitation in the law which prevents the purchase by Fannie May 
of any mortgage over $15,000 in principal amount. In other words, 
you would like to operate the Fannie May facilities for loans of 
$20,000, or higher. 

Well, frankly, Mr. Goodyear, I don’t think we are going to get any- 
where with that amendment, to raise it to $20,000. I think the Fannie 
May activities should be directed toward the support of homes built 
to meet the needs of the great bulk of American families, concentrated 
in the middle and low price ranges. I think this is a jarring note 
in your testimony, and it raises a fear in my mind that you builders 
may be asking for support to build in the higher price ranges for the 
higher i income groups. 

What are your comments on this? 

Mr. Goopyrar. Well, I will have to agree with the first part of your 
statement, Mrs. Sullivan, that we feel Fannie May certainly should 
support the lower cost homes. However, we felt ‘that Fannie May 
should be permitted to balance its portfolio so it would not have only 
low-cost housing in its market. It would have a rai ige of the market, 
so when it came time to liquidate the loans, when private investors 
might be interested, it would have ar: ange of mortgages to pick from 
rather than a small r: inge, and to give them an ove1 rall picture, and, of 
course, the statutory limit on the FHA loan is $20,000, and we thought 
it would bring it in line with that. 

Mrs. Sutuivan. I think that is all, Mr. Chairman. 

Mr. Rarns. Mr. Ashley. 

Mr. Asutey. Mr. Goodyear, I notice on page 21 of your prepared 
statement for the record that you recommend that the C ongress in- 
crease the mortgage limit on section 221 to $12,500, the present ceiling 
being $9,000—$10,000 in high cost areas. I find this proposal a little 
astounding, Mr. Goodyear. 

This section 221 provides no downpayment loans up to 40 years, 
and it was specifically designed, as I understand it, to provide housing 
for low-income families dis splaced from slum areas. I would like to 
learn your rationale in this matter principally because of the history 
of mortgage limit legislation. Last year we raised the limit from 
$7,600 to $9,000. Now. you would have us go to $12,500. 

The families that are being displaced are clearly just_a step ahead 
of public housing, as far as their income is concerned. Isn’t that the 
truth of the matter? How on earth are they going to afford 
$12.500 home ? 

Mr. Goopyrar. Well, low-cost housing means many things. In cer- 
tain areas of the country a low-cost house is $8,500, in New York and 
Chicago and Cleveland, $12.500 would be a low-cost house, and I think 
a great deal depends on the incomes of the people in the particular area 
where you are doing business. 

Now. in New York, Chic ago, and Cleveland, the incomes are much 
higher than they are in the areas where housing sells for $8,500. 

Mr. Asuury. Are you talking now about the incomes of families 
that are living in areas which have been designated as slums? 

Mr. Goopyear. Yes. 

Mr. Asuxey. And you are talking about incomes of these people? 
What would you say those incomes are in, let us say, a high income 
city like New York or C hicago ? 
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Mr. Goopyrar. I would say approximately $75 a week, I am just 
taking that as a figure. You would probably have a much higher 
family income than $75 a week because that type of family, usually 
the mother and the father both work, and if they have older children 
some of the children work, so you would have a higher family income 
than that. 

Now, in an area where the housing may sell for $8,500, I am talking 
about a weekly salary of $40 a week, 

Mr. Asuiery. I am glad, at least, that you are looking at it from 
the standpoint of the family income rather than what the market 
will bear, what the traffic will bear. I am from Toledo, Ohio, and 
there is no question but what we have some unscrupulous people who 
will charge far and away more for an old dwelling than it 1s remotely 
worth. I wonder, do you have figures on the number of new units 
compared to the number of old units authorized under 221 ? 

In other words, on these section 221 loans, what is the percentage of 
new home purchases as against old home purchases ? 

Mr. Goopyrar. Well, I don’t have the figures, but it is my under- 
standing that they are all new homes, and it is my understanding 
there is quite a respectable list of 221 projects. 

I would like to further say that our Association this year is putting 
on a number of regional clinics in different parts of hea country to ac- 
quaint our builders with 221 and urban renewal, and we hope that 
through this public-interest program that we are going to be responsi- 
ble for the production of a good many homes under this section. 

Mr. Asutey. Mr. Goodyear, on pages 14 through 16 of your testi- 
mony you argue for conversion of Fannie May into what you would 

call a true central mortgage bank. In one instance you proposed that 
Fannie May should raise most of its money by the sale of longer-term 
debentures—5 to 10 years—suitable for pension funds and other long- 
term debentures. At the present time, Fannie May debentures are 
short-term notes of 9 months maturity. 

Can you tell us why you think that Fannie May does not use its 
present authority to issue some longer-term debentures ? 

Mr. Goopyrar. Well, there has been a diffic ulty, as you know, in the 
market. However, at the present time they have not wanted to finance 
long-term debe wntures on the high interest rates prevailing today. They 
have kept them purposely on a short-term basis so that they would 
not be faced with 5- and 10-year debentures of maybe 414 or 4% 
percent interest rate. They are hoping that the money market will 
loosen sufficiently that perhaps they can float debentures for 314 to 
3.75 or 3.80. 

As you know, the other day Fannie May sold $250 million of their 
notes at an interest rate of 4 percent, whic +h is one-eighth less than the 
last offering that they put out. We have been dise ussing this for 
some time with the Fannie May management, and they feel that the 
time has probably come that they could start testing the market with 
maybe 18 months’ notes to see what the reception would be. 

Howe ever, there has been some criticism on the part of the Treasury 
about Fannie May using long-term debentures because they felt that 
they rel be tapping ‘the same source of mone y that they use for 
Government bonds. 
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Mr. Asutry. So your position would be, at least in part, that the 
Treasury pressure would be against such long-term notes ? 

Mr. Goopyrar. Yes. It has been in the past. However, I think right 
now Fannie May has been able to convince them that this is a logical 
step, and I understand that they are giving very serious considera- 
tion to testing the market. 

Mr. Asuury. On page 13, where you outline your recommendations 
for a vastly expanded Fannie May special-assistance program, I note 
your exception that Congress will continue the present special floor 
price of 99 which Fannie May pays for special-assistance loans. 

When we wrote that price of 99 into last year’s law we did not have 
GI and FHA housing mortgages generally in mind. We had in mind 
many of the new housing programs which need special support to get 
them going—for ex xample, military housing, cooperative housing, loans 
for urban renewal housing, and the like. 

Do you think that it would be wise for us to write such a liberal 
price into the law for a general mortgage support program ¢ 

Mr. Goopyrar. Well, we are asking for this special assistance to be 
used for low-cost housing. 

Mr. Ashley, I might say that in the using of a figure of a million 
houses a year, such as is presently being used, that kind of figure tends 
to hide what is actually happening to housing in the areas that need it 
the most, that is in the South, the Southwest, and the West. ‘Those 
areas are growth areas. They are very highly undercapitalized, and 
the lower cost housing is being built in those areas, and those are the 
areas where mortgage discounts are the highest, and those are the 
areas which depend proportionately more on Fannie May for its 
mortgage funds, and with the low prices that Fannie May has in 
those areas, and they are usually a point to a point and a half less, 
those mortgage prices, than they are in other areas of the country, 
and it tends to upset the general mortgage market in those areas. 

We feel that if Fannie May should have funds of this type for 
special assistance to be used in those areas where mortgage dis ae 
are highest, and where so-called lower cost housing can be built, 
would be a terrific stimulus to paeneel investors having to raise ais 
prices to buy mortgages in those areas. We feel that a sum such as 
this would force the private lenders to get into the market and buy at 
a higher price, and Fannie May’s price just really sets the market in 
any area, for that matter, but particularly so in those growth areas. 

And we feel that the situation is really critical, or we would not 
have recommended such relief. We feel it is necessary to correct 
the situation in those areas. 

Mr. Asuiry. You put it on a geographical basis, then ? 

Mr. GoopyEar. That is what we say; yes. 

Mr. Asuiry. That is all. 

Mr. Rats. Mr. Betts. 

Mr. Berrts. I have an observation to make. 

I think Mrs. Sullivan’s questions were pertinent, because I think 
we ought to be quite sure there is a need for housing before 
we take any moves that would be inflationary, as far as the economy 
is concerned. 

I will agree that the Government ought to step in and help where 
there is a need for housing as distinguished from an area where 
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there is simply a desire or a want to build a new home. I think 
we ought definitely to help out the poorer class. 

But now asa question of pumping credit into the economy, helping 
a group which simple desires a home, I think is another question. 
Do you have any comments to make on that ? 

Mr. Goopvyrar. Well, I think when you see that 7 out of 10 of all 
houses priced under $15,000 in 1955 were under the VA and FHA 
programs, and when you see figures which say that 630,000 houses 
were financed conventionally last year, there must be a shortage of 
homes in the lower and middle income bracket, and those are the 
people who need housing, because there is always customarily a short- 
age of lower and middle cost housing. 

Mr. Berrs. I will go along with you on that, but, above that, in the 
area above that, what do you have to say about it : 

Mr. Goopyear. Well, in that area over and above $15,000, it is pri- 
marily conventionally financed so you wouldn’t be helping those peo- 
ple except by an undersupport. It would be indirectly by helping 
them to get conventional financing maybe on a little easier terms. 

Mr. Berts. Well, I think that is important to have in the record, 
that statement. I think the home builders have done a great service 
to the country in this crisis of home building, and I want to con- 
gratulate you for it. I just think we ought to be a little careful 
about moving ahead into areas which might tend to be inflationary 
to the economy. 

Mr. Ratns. Mr. Widnall. 

Mr. Goopyrar. Mr. Rains, I have a statement of the information 
on volume of unsold houses on hand in the United States which I 
would like to include in my statement, if I may. 

Mr. Ratns. It may be included in the record, Mr. Goodyear. 

(The material referred to is as follows:) 


INFORMATION ON VOLUME OF UNSOLD HOUSES ON HAND 


Surveys made both by the National Association of Home Builders and the 
United States Government clearly indicate that the surplus of vacant homes is 
relatively small and tend to dispel any indication that we have overbuilt. 
In fact, recent trends would indicate that we are moving again in the direction 
of housing shortages rather than otherwise. The following items give a clear 
indication of this: 

1. In September 1956, NAHB made a major survey of the building industry, 
surveying 600 builders all over the country; 40 percent of the builders in the 
survey reported no completed and unsold homes. For those builders who did 
have unsold homes on hand, the completed and unsold inventory amounted to 
only one-half of 1 month’s production. Two-thirds of the builders reported their 
unsold units were either the same or less than a year ago. 

In addition, there were far more homes under sales contract but not yet 
completed, so that in sum total the number of units reported as sold, though 
either not yet started or completed, was more than the total number of unsold 
unis either completed or under construction. 

NAHB made another survey early in January 1957, in connection with the 
roundtable on builders’ intentions. Here, too, it was clear that there was no very 
serious overhang of unsold homes. Three-fourths of the reporting builders said 
the number of completed and unsold homes was the same or less than a year ago. 

Adding further weight to this finding is a report by the Census Bureau 
on vacant units available for sale or rent in the fourth quarter of 1956. The 
Census Bureau reported a decline in supply of such units. As a matter of fact, 
the volume of units available for sale was only 0.4 percent of the total supply, 
less than the percentage of such units that was reported in the very serious 
housing shortage days of 1950. 
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3. The recent staff report to the Subcommittee on Housing of the Committee 
on Banking and Currency, dated January 24, 1957, reports that mayors all 
over the United States advise them that a serious housing shortage exists in 
the Nation’s cities. About 150 mayors responded to a questionnaire from the 
Senate subcommittee. 


[Department of Commerce, Washington, D. C., January 31, 1957] 
CENSUS BUREAU Reports SiticgHt Drop IN AVAILABLE VACANCIES 


(Advance release of data to be presented in Housing and Construction Reports, 
Series H-111, No. 7) 


Quarterly results for the period October through December 1956, show a slight 
decline in the supply of available vacant dwelling units, the Bureau of the 
Census, United States Department of Commerce, reported today. The Census 
Bureau defines an available vacant dwelling unit as one intended for year-round 
occupancy, not dilapidated, and offered for rent or sale. 

The available vacancy rate for the fourth quarter 1956 was 2.5 percent of 
all dwelling units in the United States, according to the results of a sample 
survey made by the Bureau of the Census. The “for rent” portion amounted 
to 2.1 percent and the “for sale” portion, 0.4 percent. In the previous quarter, 
July through September, the available rate was 2.8 percent—2.2 percent for rent 
and 0.6 percent for sale. The drop in the rate occurred in the territory outside 
standard metropolitan areas as well as within these centers; however, the 
rate continued somewhat higher outside than inside metropolitan territory. 

By geographic region, there was significant variation in the available rates. 
They ranged from 1.6 percent in the Northeast to 3.2 and 3.3 perce ent respectively 
in the West and South. The variation was largely in the “for rent” group. 


Available vacancy rates 





Total For rent For sale only 
Tee kas ae 2.5 2.1 0.4 
DN Sods ouibewke dc weetneedc peabucstUenat 1.6 1. 3 
nic csin'gtnasmnnaitelnetaees 2.1 1.7 4 
South_- ee i ed 3.3 2.8 5 
West____- a5 3.2 2.7 5 
Inside standard metr opolit: an areas _ 2.2 1.8 4 
Outside standard metropolitan areas_._.....-......---- 2.8 2.3 5 


The median sale price asked for single-family nonfarm available vacant houses 
in the fourth quarter was $12,300, which was higher than the median of $10,800 
during the fourth quarter 1955. For nonfarm available rental vacancies, the 
median monthly rent asked was $46, practically the same as the $48 median a 
year ago. 

(NotEe.—Copies of the report series H-111, No. 7, entitled, “Vacant Dwelling 
Units in the United States, Fourth Quarter 1956” will be available in about 2 
weeks and may be purchased from the Bureau of the Census, Washington 25, 
D. C., or at field offices of the U. S. Department of Commerce. Price 10 cents.) 

Mr. Rarns. Mr. Widnall. 

Mr. Wipnatu. Mr. Goodyear, do you have any figures which would 
show the type of inquiry you are receiving now, by that I mean the size 
house people are interested in, is it larger than it was 2 years ago, 5 
years ago ¢ 

Mr. Goopyrar. We are having a great deal of inquiry for larger 
homes, but we also have a certain percentage of people who will have 
to buy asmaller home because of their income bracket. I think that the 
figure of 630,000 units conventionally financed last year is the figure, 
because that is probably the larger home, because in periods of tight 
money such as we have ‘had the lenders tend to Jean toward the larger 
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home, and the higher cost home, and provide funds for that type of 
housing where they will not provide it for the lower cost housing be- 
cause it is not of the same type of borrower, doesn’t have as good credit, 
he has maybe fewer children, and has a better financial statement. 

Mr. Wipnati. What I have in mind is this: We have heard much 
about doing a lot for the GI. The GI 10 years ago was just getting 
married and didn’t have a family, he was looking for any kind of small 
house. Today, 10 years later, the GI who is looking for a house may 
have 3 or 4 children and that small house won’t do. 

Now, we are talking about the family of today and not the original 
family. So aren’t your demands higher moneywise than they “used 
to be ? 

Mr. Goopyrar. Oh, yes, there is no question about that. The 
veteran who bought the house with 850 square feet in 1946 and 1947 
has 2 or 3 children today and is looking for eleven-or-twelve-hundred- 
square-foot house. But that man probably has an equity. He is sure 
to have an equity in the house he bought in 1946 or 1947 that would 
serve as a downpayment in many cases for the larger home. 

I remember the big problem there is finding lenders who in today’s 
market will finance the sale of that used house, so that the veteran 
can get his equity out of it and put it on a new house, because of the 
shortage of mortgage money the lenders don’t want to take the smaller 
loan or lend on the smaller house. 

Mr. Wipnaut. The chief compl: aints I have received from my own 
district in connection with GI loans is even though they had a substan- 
tial equity they couldn’t get a GI loan, that they would have a $3,000 
or $5,000 downpayment, and be very willing to apply that to a house, 
but they still couldn’t get a GI loan; is that true, generally? 

Mr. Goopyrar. They “couldn't get it at a 414 percent rate; no, sir; 
it is just not available, except in those cases where the builder is either 
forced through circumstances, or can’t help himself, and has to pay a 
high discount, and sells the house and pays the high discount, but in 
many areas, even W ith the high discounts, many lenders have with- 
drawn from the VA market entirely because they will not buy loans 
at the high discounts. 

Mr. Wipnati. If you lower downpayments and lending terms 
doesn’t that tend to increase the discount ? 

Mr. Goopyrar. No, not if the interest rate is comparable. 

Mr. Wipnati. Well, suppose you try to maintain the present in 
terest rate. 

Mr. Goopynar. Four and a half percent ? 

Mr. Wipnau. Yes. 

Mr. Goopyrar. You just can’t do it. It is an unrealistic rate today. 

Mr. Wwnat. So the only way you could take care of that market 
would be by direct lending from the Government, or by a Fannie May 
nope at par, or something like that? 

Mr. Goopyrar. Even then you don’t have sufficient funds to get into 
a direct loan program, and we are not talking about the higher priced 
house, or the larger house being used under the Fannie M: ay special 
assistance function at 99. 

Mr. Wipnatt. I have been very much interested in the workings 
of the Voluntary Home Mortgage group, and it seems to me that in 
the last year they have gained tremendous ly in their effectiveness in 
the field: You say on page 18 of your testimony : 








196 HOUSING ACT OF 1957 


We do not object to H. R. 4602 which expands and continues the VA direct 
lending program because it is limited to so-called remote areas. 

Don’t you think that would tend to destroy the effectiveness of the 
voluntary mortgage program ? 

Mr. Goopyrar. At a 414 percent rate, it will. The voluntary home 
mortgage program did a very good job as long as they were able to 
compete and buy loans at a price that was effective to them in their 
return. However, with the limit of 2 percent discount which the VA 
places on the V HMC it became an unrealistic program. 

Now, the VHMCP is not going to be able to compete in those areas 
at a 5 percent interest rate if a direct loan program is going to be at 
414 percent. But they can’t compete today with the discounts as 
they are. If the VA makes a loan at par, the VAMCP is absolutely 
precluded from operating in those areas, or even a 2 percent discount 
they can’t operate in those areas. 

Mr. Wwwnatt. Thatisall. Thank you. 

Mr. Rarns. Mr. Addonizio. 

Mr. Apponizio. Mr. Goodyear, there is one thing that impresses 
me in your recommended program, and that is that we certainly cannot 
consider it a timid one. You not only want a higher GI interest rate, 
but you want a $21, billion increase in the regular secondary market 
operations of Fannie May, and, in addition, you apparently want to 
give the Fannie May special assistance program $2 billion for advance 
commitments to support GI and FHA loans practically at par. 

Now, I am not criticizing the logic of your program, but I must 
admit that it isa very ambitious one. 

Now, do your people really Bees that you need all of this, or are you 
doing like the bureaucrats often do when they inflate their budget 
requests, knowing that the Budget Bureau and the Congress will un- 
doubtedly reduce them, anyway ? 

Mr. GoopYEAR. Ww e felt this was a very big problem and called for 
some real big thinking, and that is what we tried to do. That is the 
result of our thinking, those big figures. We think that is what it will 
take to do the job, Mr. Addonizio. 

Mr. Apponizio. Now, on pages 17 and 18 of your statement which 
you submitted for the record, you say that the home builders prefer 
the use of Fannie May’s special assistance program to the use of 


national service life insurance reserves as a means of supporting 
veterans’ loans. 
I am not very much convinced by your arguments. Isn’t it true 


what you really fear is that the use of the national service life in 
surance reserves would be administered by the Secretary of the Treas- 
ury, and that the Secretary of the Treasury would not be sympathetic 
to the credit needs of the home building industry ? 

Mr. GoonyEar. Well, to answer your last question, the Secretary of 
the Treasury oversees the operations of Fannie May. It is directly 
under their supervision. They control the borrowings and the pur- 
chase prices, too. 

Our reason for our statement is that to lend a billion dollars is a 
pretty big problem, and it requires a pretty big organization to do it. 
The VA is not set up to lend a billion dollars. They would have to 
increase their staff considerably to do it. We could not see the wisdom 
of setting up a parallel line of lending agencies when Fannie May is 
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already there, it isa going business, it is a very well respected organiza- 
tion, and the Congress provided for Fannie May to do any Govern- 
ment assistance to the mortgage market. 

Now, of course, we understand, and I am sure you do, that these 
nation: al service life insurance funds are not setting over there locked 
up in a closet. 

Mr. Apponizio. Isn’t it true under the legislation that has been pro- 
posed that Fannie May would act as the agent for the Secretary of the 
Treasury ¢ 

Mr. Goopyear. Well, it would be similar. I can understand some of 
the arguments that have been advanced in favor of using the national 
service life insurance reserves. One of them has been that the veteran 
should receive a higher rate of return than 3 percent on his money. 
If that is the case, those moneys are invested in a special class of Gov- 
ernment bonds, and they certs 1inly could raise the interest rate on that 
special class of Government bonds, and in the end achieve that purpose 
of giving them a higher return. 

We just feel that since Fannie May is in the business, and it is oper- 
ating, and it wouldn’t take any more staff, it would be no more ex- 
pensive for Fannie May to take that billion dollars and lend it, and 
you are going to have to do it either way, you are going to have to 
sell Government bonds, if you use the national service life insurance 
funds, and you are going to have to sell Government bonds if you put 
a billion dollars in speci ul assistance. 

It just seems like a long way around to accomplish the same purpose. 

Mr. Apponizio. Well, Mr. Goodyear, I believe you said you felt 
Congress should lower the downpayments, liberalize the downpay- 
ments in the FHA program immediately. At the same time, I believe 
you also said that Congr ess should raise the GI interest rate and re- 
activate that program which we have been told is now almost dead. 

Don’t you think that what you are actually doing by asking for these 
two things simultaneously is creating two competing programs which 
are somewhat inflationary because you will bring the VA program 
back to a status quo and at the same time liberalize the downpay- 
ments under FHA ? 

Mr. Goopyear. If the Congress should liberalize the FHA down 
payments within the next 60 days it would be too late for that down- 
payment structure to have any material effect on the home building this 
year, because from the time the law is passed and the FHA receives 
it, and writes the regulations, and distributes it to the field, and it gets 
into operation, it would be next fall before it would become effective 
at all, and by next fall, as far as the home building industry is con- 
cerned, the VA program will be facing out, because the VA will not 
be able to issue commitments to builders after about next fall, because, 
as you know, it takes a good 6 to 9 months to build your houses, sell 
them, get them processed, and so on. 

We feel that this program will just begin to take effect about the time 
that the World War II program is facing out, and this would pick it 
up and carry it out. 

In the meantime, between now and next fall, the 5 percent rate— 

Mr. Apponiz1o. Well, in the mortgage market won’t you have two 
competing groups ? 
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Mr. Goopyear. No, because the FHA is not designed to take care of 
the veteran necessarily, it is designed to take care of the nonveteran 
where the VA is designed to take care of the veteran. 

Mr. Apponiz1o. When you lower the down payments you are bring- 
ing more people in under the program. 

Mr. Goopyrar. Under the FHA program ; yes, sir. 

Mr. Apponizio. And they will have to compete against one another, 
and you may very well find yourself in the same situation where you 
find yourself today, where there is no mortgage money available. 

Mr. Goopygar. This is not to stimulate housing, it is to keep it from 
going down any further. It is dropping off fast, now. We are trying 
to stop it from dropping off and hold the line. This is not a stimula- 
tion, merely a holding the line. 

Mr. Apponizio. All right, that is all. Thank you. 

Mr. Rarns. Mr. Goodyear, I didn’t think you gave very much em- 
phasis to the answer that you gave to Mr. Betts. You left him feeling 
that after all there was only a few areas in which people w: anted 
houses, and that maybe we didn’t need to do much about it, maybe 
there wasn’t too much demand, and a million units a year was about 
enough. 

Well, now, if that is the situation, what is the need for the so-called 
crash approach to this legislation for the home-building industry, 
and for the people in gener: al? 

Mr. Goopyzar. Well, I certainly didn’t want to leave the impres- 
sion 

Mr. Ratns. I don’t think you do. I would like for you to furnish 
for the record the evidence of fall-offs. 

It is my information that we are presently building houses, this 
past year, at the rate of 7.4 per 1,000, that 2 years ago we were building 
houses at the rate of 9.4 per 1,000; that in 1952 we were building houses 
at the rate of 11.7 per 1,000, and that in 1925 we were building houses 
at the rate of 11.9 per 1,000, 30 years ago at the same rate that we were 
building them in the economy in which we build today. 

I think those figures, w ith the exception that I may have misquoted 
a point or two, which I will correct, are about right, and if we are 
building houses no faster per c apita in the age in which we are living 
today than we were building 30 years ago do you think, then, that 
there is any need for a step-up in the housing program, away from 
the 1,100,000 per year, or not ? 

Mr. Goopygar. I don’t know how anyone can arrive at a figure of a 
million housing units as being enough for our country. We have an 
expanding population, a growing country, and that must be taken into 
consideration, in any kind of figures that are put out. 

We have a certain growth in population every year that must be 
taken care of, marriage and families and that sort of thing. 

T am frank to tell you I don’t know how many houses should be built 
per year. I can tell you in 1955 we were producing at the 1 rate of ap- 
proximately 1,350,000, and they were being absorbed, and if we were 
producing that many in 1955, and with the growth of our country in 
the past couple of years, we can certainly sts and more now. 

Also, if you look at 630,000 convention: illy financed houses, and look 
at the number of $15,000 houses and lower that are not being built 
today, and add those two figures together, you will have well over a 
million units. 
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Mr. Rarns. All right. I would like for your organization, I think 
you have the facilities to do it, to furnish to this committee out of 
figures you can get from the Census, the amount of houses that are, 
because of obsolescence, and complete deterioration, torn down each 
year by order of the cities and the courts. 

I would like to know how many units are being dest royed each year 
by the Federal building programs, the State and « county building pro- 
grams, the right of eminent domain. 

If you can’ * get it I want the staff to get it from somewhere. 

Mr. Goopyrar. We can get it for you. 

Mr. Rarns. I would like to know how many are going out by way 
of slum clearance, and how many are being replaced in their stead. 

(The information referred to is as follows:) 


Hovusinea PrRopucTtion ComMpareED To DEMAND, SUPPLEMENTAL MATERIAL Sup- 
MITTED BY NATIONAL ASSOCIATION OF HOME BUILDERS AT THE REQUEST OF 
SUBCOMMITTEE CHATRMAN RAINS 


SUMMARY 


In summary, available statistical data do not readily lend themselves to meas- 
uring the exact extent of deficit in meeting what could be effective market 
requirements for housing at the right price and terms. At the same time, a 
review of such data as are available indicates there is a decided and widening 
gap between the progress being made in other sectors of the economy and in 
meeting our housing needs, as developed in detail below. 

All the available evidence indicates there is a considerable unfilled market 
for housing among families in the middle- and lower-income level, the extent of 
which is difficult to measure, in view of the paucity of statistical data. Realiza- 
tion of this market depends on the provision of housing suited to the potential 
purchaser’s requirements in terms of size, location, price, and financing. It 
should be noted that the 1956 decline of 200,000 new units was practically all in 
the middle and lower price ranges because of the unavailability of FHA and GI 
financing. 

That progress in home building has lagged far behind, in comparison to other 
objective measures of the Nation’s growth is shown by the table below. Home 
building is sharply down from the peak years of 1950 and 1955, and contrasts 
with the substantial growth in such measures as gross national product, income, 
industrial production, and population. As a matter of fact, as table I appended 
to this statement indicates, home building starts per thousand population are 
in early 1957 at the lowest level in the past decade as well as below the ratio 
in 1924, 1925, 1926. 


C nga ison of noneenys starts and economic growth 














Current level | Percent change from— 
Item | 
| Date | Amount 1 year 2 years 1950 
| ago } ago | 
es 3 ae it ee Rosi. 
PERV OUs OURS GUT. ios cavemnsunscagesn« | February 1957_..--. 191,000 | —19.3| —29.2} —33.4 
Gross national product (billions of dollars).| 4th quarter, 1956_.| 1 $423.8 | +5.4 | +15.4 +48. 6 
Personal income (billions of dollars). ....- | » i daasilinekie bal $333. 2 | +5.9 +14.3 | +46. 8 
Disposable income per capita: | 
Current prices..........- ieamdaecidenwnstiaaee Witiaadinave aaleniael | 1$1, 732 | +3.5 | +9.8 | +274 
Constant (1956) prices. ..............-.. fe . Sealed wewee | 1 $1,708 | +0.9 +6.8 | +11.2 
Population (million persons) -_----.------- | February 1957__--- 170 +1.8 +3.5 +12.8 
Industrial producion (1947-49=100; sea- | January 1957._---- 146 | +2.1 +10. 6 | +30. 4 
sonal adjustment). 
New plant and equipment spending (bil- | 1st quarter, 1957__-. $38.0) +15.8|) +48.1 84, 2 
lions of dollars). | | 


1 Seasonally adjusted, annual rates. 
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THE PRODUCTION RECORD 


Home building volume rose steadily after World War II in response to the 
pent-up demand which had accumulated not only during the war years but 
also under the depressed conditions of the 1930's. In addition, incomes had 
risen substantially, and with incomes, the demand for better housing conditions, 
In 1949, the production of new nonfarm homes topped the 1 million mark for the 
first time and in 1950, surged to a record production of 1.4 million. Home build- 
ing activity in these years was concentrated in the lower price brackets. The 
invasion of South Korea in mid-1950, however, made it necessary to cut back 
housig production through credit controls. Bolstered by conditions of credit 
ease, the rate of housing starts turned upward in early 1954. In 1955, housing 
starts reached the second highest total on record—1.3 million. During that 
year, however, the money market began to tighten and by the latter part of 
1956, the lack of mortgage credit had become a critical problem. 

Financing commitments arranged during 1955’s easier credit condition held up 
housing volume during early 1956 so that in total more than a million new 
homes were put under construction last year, although volume in the second 
half of the year was 7 percent under the first half. This made the eighth con- 
secutive year in which more than a million new homes had been built and sold. 
The extreme tightness in the mortgage market, however, has resulted in severe 
curtailments of activity under the FHA and VA programs, which account for 
the bulk of low and moderate priced housing. Because the long lead time re- 
quired to produced new homes, even immediate action to relieve the effects of 
the tight money policy as it affects home building would not show up in actual 
starts for months to come. Meanwhile, home building activity continues to 
drift lower, with all of the cutback in the lower end of the price scale. In 
February 1957, private housing starts were running at a seasonally adjusted an- 
nual rate of 910,000—down 19 percent from the same month a year ago and the 
lowest level since May 1949. Thus, we are faced with the paradox that while 
our Nation has grown much bigger, much richer, much more productive over the 
past 8 years, the present trend, if allowed to continue, would mean the lowest 
volume of new homes in that period. 


THE DEMAND FOR HOUSING 


While the lack of mortgage money has reduced the number of new homes 
being built, the market remains strong in nearly every area of the country. 
New nonfarm household formation in the 1950-56 period, according to Bureau 
of the Census data, have averaged 976,000 a year. Although the nature of the 
data are such that figures for single years should be used with caution, the 
same Bureau of the Census reports indicate that the level in the lastest year 
(that ending April 1956) equaled the average for the period. 

More recent statistics on net household formation will not be available for 
some months, but some clue is given by the Office of Vital Statistics report that 
marriages in the calendar year 1956 numbered 1,569,000—a gain of 3 percent over 
the year before. 

A factor of growing importance in the housing market is the replacement 
demand generated by demolitions of existing dwelling units. While direct sta- 
tistics on this vital aspect of the housing market are weak, the Bureau of Labor 
Statistics has estimated that the total number of dwelling units withdrawn from 
the supply in recent years has run in the neighborhood of 300,000. (Some, but 
not all of these units are substandard.) The expansion of the highway build- 
ing program and the progress of urban renewal activities, as well as the increas- 
ing demands for office and commercial building can be expected to increase the 
number of homes demolished annually. The Census Bureau is currently engaged 
in a national housing inventory which, when complete, will furish more adequate 
data on this. 

Another source of demand for new homes is the fact that the existing inventory 
of houses is not entirely suited to the demands of the population. For one thing, 
population shifts from one part of the country to another create new demands 
even though they do not affect the total household formation figures. About 30 
million Americans—9 million families—move each year. Of these 11%4 million 
families move to another State. This is more than the total volume of new 
home construction. 

Between 1950 and 1955, while our total population grew 9 percent, Nevada 
gained 41 percent; Arizona increased 31 percent; Florida, 25 percent; and 
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‘alifornia, 23 percent. In these and other States, the net in-migration of families 
is an important factor—and in some places, the most important—in the housing 
demand. 

Also, the sharp increase in second, third, and fourth births is creating addi- 
tional demand for larger homes. In the 1950 Census of Housing, it was found 
that the median size of houses was 4.6 rooms, slightly below the 4.8 room median 
in 1940. On the other hand, the gap between the number of first and second 
children born in 1954 was only 40,000 as compared to a spread of 300,000 in 1940. 


Number of births, by birth order 


Percent 








Live-birth order 1954 | 1940 change, 1954 
from 1940 

Eg oS bcd aa dvausuccudcuvesdesesadesch eae 4, 078, 055 2, 558, 647 | +59 

RR ite tie le, de cancbiimt on tech aaninnces eandabersnetn 1, 159, 644 | 940, 116 | +23 
OO Re Se es, sauna edeeieeen nian "| 1, 119, 393 | 639, 236 | +75 
Baath Me Seiekt nck axSen : is Loe 785, 066 | 349, 941 | +124 
IN Be TR ae Te 5 ee eat sc waenee EES 442, 800 | 205, 443 | +116 
a ee ee ee , ema : 234,717 | ere +-79 
CULT oo ha diiicsich on sce keitiiie ada cnssagend o4-canesban eal 206, 708 154, 138 +34 
EE: : dhe Ma tacstucite’ 129, 727 138, 674 | —6 





Sourse: U. S. Office of Vital Statistics. 


The rise in incomes is another strong support to the housing market. In recent 
years, at least a million families have moved into the over $5,000 income 
bracket annually. The University of Michigan’s Survey Research Center recently 
did an analysis of the housing market to assess some of the factors of motivation 
behind the housing boom. As Dr. George Katona, director of the study, con- 
cluded: “In brief, the study suggests that there now exist ‘upgrading needs’ 
of such magnitude that they represent an important additional element in the 
housing market.” 


Nonfarm family income in 1958 dollars * before tawves 


(Number of nonfarm families in thousands] 








; 

| j 
1941 1947 | 1950 1951 | 1953 | 1959 

| j | | 

i - 10, 090 | 6, 979 7, 451 6, 499 | 5, 233 | 3, 000 

$3,000 to $4,999 asateactucasanawdun'one 8, 143 10,500 | 11,219} 11,849 | 11, 093 | 10, 000 

$5,000 and over_.........-.---- ee ed 8,607 | 18,556} 15,470 16, 472 19, 302 25, 500 

_ — — => —— —_— — —— es “= = | — > 

ee ee, Loos edcnsencasnan|, S008 Stee 34,140 | 34, 820 35, 628 | 38, 500 





1 All figures have been adjusted to 1953 dollars to avoid distortion by inflationary trends. Figures for 
193 are taken directly from the March 1955 issue of Survey of Current Business, official publication of the 
U.S. Department of Commerce. 

Note.—Figures for 1947, 1950, and 1951 are from the same source adjusted to 1953 dollars. Figures for 1959 
are House and Home's projection of these 1947-53 trends. Figures for 1941 are based on material underlying 
Selma Goldsmith et al. Size Distribution of Income Since the Mid-Thirties, The Review of Economics 
and Statistics, February 1954. 


It can readily be seen that these factors—household formation, demolitions, 
population shifts, changes in family size, and rising incomes—add up to a demand 
for well over a million new homes a year—providing financing is available on 
terms suited to the mass market needs. 

In addition, there is a pressing social need to produce more homes so that it 
will be possible to replace the millions of slum units still being occupied. In 
1950, according to the most conservative estimates, nearly 7 million occupied 
nonfarm dwelling units were considered as substandard in that they were either 
dilapidated or lacked adequate plumbing facilities. A level of production which 
merely meets the demands outlined above will not do enough to raise the housing 
standards of the American people. 


89342—57 14 
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VACANCIES 


A very sensitive indicator of the health of the housing market is the vacancy 
ratio, and here the evidence is strong that the number of vacant dwelling units 
in most places is relatively small. In fact, recent reports suggest that we are 
again moving in the direction of housing shortages. The Bureau of the Census, 
in its latest quarterly survey, found that only 2.5 percent of the Nation’s housing 
inventory was vacant and available for rent or sale. This was less than in the 
preceding quarter when the rate had been 2.8 percent, and only moderately above 
the 1950 level when it had been 1.6 percent. Moreover, vacant homes for sale 
amounted to only 0.4 percent of the total supply as compared to 0.6 percent in the 
preceding quarter and 0.5 percent back in 1950. 

In view of the decline in new home production despite our growth elsewhere in 
the economy, and despite the high level of household formation and housing 
demolition, these extremely low vacancy ratios should not be surprising. 











TABLE I 
Number Percent Percent change 
change from year ago 
Item $e a February fren Resi) ie 
from 
February 2 months January February | 2 months 
1957 
I a es 65, 000 130, 000 0 —17 —15 
Private sac oeadaie ein hea pe 62, 500 124, 700 ( 19 —17 
Public : ‘ sib baie ete did 2, 500 5, 300 —11 +92 +104 
Private starts, seasonally adjusted at an- 
nuai rate- --.- in Secale ations nate bate tee saiilin Actes 910, 000 1, 920, 000 -10 —19 «17 
FHA starts__- peice gnasehiatealeen : 9, 500 173, 000 +19 —27 | —33 
VA starts__-. site balan bib aches otiatiddiaas Ae iuis 9, 900 21, 900 —18 —43 —46 
Conventional starts - -.-- sic lilateah lisence 43, 100 85, 500 | +2 —7 +1 
Proposed units in 
All FHA applications. ........--- mA 21, 976 36, 760 +49 +9 (4) 
Home applications_-.......-..--- 12, 102 22, 651 +15 -34 —34 
Project applications---.-_- ofuvbs 9, 874 14, 109 +133 +491 +519 


1 Increase of Jess than 0.5 percent. 


TABLE II.—A comparison of nonfarm housing starts and nonfarm population, 
selected years 





Nonfarm Starts Nonfarm| Starts 
Nonfarm | popula- per Nonfarm | popula- per 
Year housing tion 10,000 Year housing tion 10,000 
Starts (approx- | popula- starts | (approx- | popula- 
imate) | tion | imate) tion 
Thous. Thous. | Thous. | Thous | 
893 | 82,500 SO $00 eS 1,396 | 125, 600 | 111 
937 | 84, 200 111 RN iiie cai aivcsacttisihien daticteiatl 1, 091 128, 700 85 
849 85, 900 | 99 iviskeck skit koma | 1, 127 130, 900 | 86 
a indieubiadeen 515 99, 600 52 atic, nites 1, 104 135, 000 82 
I satiate are 603 100, 900 60 lace s 1, 220 138, 600 | 88 
Rita citi J 706 | 102, 400 69 is ccicmeeciaiiiacatas 1,329 | 141,400 | 94 
Na cate : 849 | 115,800 73 ____ ee ER Se . 1, 121 144, 200 | 78 
aid sh chitin Reece wharys 932 | 119,700 78 ¢ January..-.-- 1,045 | ! 147, 000 71 
a 1,025 | 122,200 | 84 1957: February---- 940 | ! 147,000 64 


{ | ' 


1 Estimated. 





NATIONAL ASSOCIATION OF HoOMrE BUILDERS, 
Washington, D. C., March 18, 1957. 
Hon. ALBERT RAINS, 
House Office Building, Washington, D. C. 
DeAaR Mr. Ratns: I am enclosing two brief memos on the very sharp decline 
in housing starts in February—the lowest since May 1949—and on the trend in 
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FHA new applications since the FHA rate was raised to 5 percent. As you will 
note, the FHA applications are making a steady recovery since the interest rate 
was raised to a competitive level. 

Because I know how busy you are, please do not feel culled upon to reply to 
this letter. 

Respectfully, 
Gro. S. GoopYEAr, 
President. 


Marcy 14, 1957. 
From the desk of Geo. S. Goodyear, president, National Association of Home 
Builders 
Subject: February housing starts 


FEBRUARY STARTS Drop WerLL BreLtow MILLION-A-YEAR RATE 


As long forewarned by the home-building industry, the seasonally adjusted 
annual rate of private starts dropped to 910,000 in February—the lowest level 
since May 1949. Since the beginning of 1955, the annual rate of housing starts 
has dropped by over half-a-million. 

Altogether, housing starts totaled 65,000 in February, the same as in the pre- 
ceding month, but 17 percent below a year ago. Publicly owned starts numbered 
2.500, including about 1,100 units of Capehart-Rains housing. These public starts 
were somewhat less than in the month before, but nearly double the year-ago 
level. 

Private starts, at 62,500, gained only 0.5 percent from January, whereas a rise 
of about 11 percent is the normal increase at this time of year. This was the 
lowest February in 8 years. Within the private segment, starts under the VA 
program declined 18 percent from January to only 9,900 units; FHA starts rose 
19 percent to 9,500; and conventional starts rose 2 percent to 43,100. All eate 
gories, however, were below February 1956. 














Number | Percent | Percent change from 
| change year ago 
Item aleaiemess February |___ aces 
| | from | 
February | 2months | January | February | 2 months 
| 1957 
xe pie lee or wit ek 
Cau atte ok dd Se 65,000} 130, 000 | 0 | —17 | sits 
PRN See 3 ; 62,500 | 124, 700 ) —19 | —17 
| are eee ees 2, 500 | 5, 300 —11 | +92 | +104 
Private starts, seasonal adjustment at an- | | 
I ee 910, 000 1, 920, 000 | —10 —19 | —17 
ip Yee ee ijebentodheute 9, 500 | 173, 000 | +19 —27 —33 
VA starts....-- <asugon phataloaeeasent 9, 900 21, 900 | —18 | —43 | —46 
OComvenitional S6Orts. ..< < cccccwcccccesececus 43, 100 85, 500 +2 —7 | +] 
! Increase of less than 0.5 percent. 


MARCH 14, 1957. 
From the desk of Geo. S. Goodyear, president, National Association of Home 
Builders 
Subject: FHA and VA trends since the FHA rate was raised to 5 percent 


The February housing starts figures at 910,000 units seasonally adjusted annual 
rate, will, we fear, not be the low mark for 1956 unless emergency action is taken. 
Reports reaching us from the field convince us that a continuing decline is in the 
making. 

The significance of emergency action on increasing the GI rate to 5 percent is 
underlined by a review of the new units in FHA applications when compared 
with the proposed units in appraisal requests. 
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| 1 Y 








| 
| Number of | Proposed Number of 
New home | units decline} new units units decline 
Year 1956-57 units in from same in VA | from same 
| FHA appli- | month of appraisal months of 
cations | previous | requests previons 
year j 1 year 
a oe et 13, 371 30, 007 15, 056 
EE ents a ca gbdidcaweeksuaaaee 13, 270 29, 678 13, 465 
i ics lianscomtiniecalatiiin a ieian 9, 970 21, 941 8, 456 
ED betes ms copacanenearqasasasns 7, 749 19, 029 5, 863 
OS er ee ee 10, 549 5, 033 | 18, 924 10, 360 
oe ee ee ee 12, 102 6, 405 | 20, 170 16, 964 
| 


The FHA increase to 5 percent went into effect in December, which was the 
low point in FHA applications in many years. Since that time FHA applica- 
tions have been firming up and the new home units in February applications were 
up by 15 percent from January, which we understand, is a more-than seasonal 
increase. 

On the other hand, VA appraisal requests have shown a continuing slide-off 
with the declines for the same periods month by month, far heavier than the 
declines in the FHA. The figures also suggest the possibility that there may 
have been some transfer of activity from VA to FHA because the GI interest 
rate at 4% percent stands as a block in the way of getting GI money without 
unbearably excessive discounts. 

Mr. Rarns. I think the figures will show we are not even keeping 
up with the number of houses that are being destroyed and taken out 
of living quarters each year, and I would like to see those figures, if 
you can get them or if you can’t I would like them to be furnished from 
the Housing and Home Finance. 

I don’t want to feel like we are trying to do an emergency piece of 
legislation just for the sake of keeping certain people in the home- 
building industry. I want to feel, and I am sure that the Congress 
does, that we are meeting a need of the people generally who need 
and want these houses, so I would like for the record to be complete. 

Mr. Berrs. Those figures that Mr. Rains gave, showing the drop 
in construction of homes, wasn’t there a year or two in there when 
there was not tight money? 

Mr. Goopyrear. When there was not tight money ? 

Mr. Berrts. That there was a drop in construction ? 

Mr. Goopygar. No, sir. 

Mr. Berrs. What was that last year? 

Mr. Goopyrar. 1955 

Mr. Berrs. Didn’t you go toa mae when there was 11- 

Mr. Rarns. 11.1 was 1950, per capita, and now it is 7.1. In 1950 
we were building at the rate of 11.1 per capita, and we were bine the 
same thing in 1925. 

Mr. Goopygear. Mr. Betts, I don’t think we have had as prolonged a 
tight money situation as we have had this time. For instance, money 
started to tighten about the middle of 1955. But it didn’t show in 
1955 because commitments were made at the beginning of 1955. 
Lenders customarily will make a commitment for 1 year, so if a builder 
secured his commitments in the early part of 1955 he had his finane ing 
all of the way through 1955. 

It doesn’t begin to “show up until 1956 because he has no commit- 
ments to carry past the middle half of 1956. Maybe the first half of 
1956 would show pretty good, and I think that is one of the reasons our 
building held up in 1956, as it did, because it was based on 1955 ¢ arry- 
over of « commitments, and after the middle of 1956 you are seeing a 
terrific drop, and that is the reason for it. 
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Mr. Ratns. Now, Mr. Goodyear, when Mr. Ashley asked you a ques- 
tion a while ago that ties into w vhat I have just discussed with you 
that Mr. Betts ‘brought out, you asked for a higher ceiling on that par- 
ticular house which is supposed to take care of the extreme low in- 
come people in the slums. Then we have a feeling on one side that: 
maybe we have got enough houses, that we are getting along. 

Isn’t. it true that if you get a house too high for a man in the slums 
to buy, or if you fail to get enough housing in the market for the 
American people, and I am pleased to see the amount of homeowners 
we now have and the great increase we have made, that is to you and 
other organizations, aren’t we just inviting more public housing unless 
we meet the need in the slums and meet the needs across the country, 
generally ¢ 

Mr. Goopyrar. Asbolutely. 

Mr. Rats. I think we ought to keep that in our minds, because to 
the American people housing i is important, and I have the feeling that 
housing is not getting its share of the credit that is avail: able, and 
that we are not putting the emphasis on the things that we need to 
help the people get homes. 

Do you share that opinion ¢ 

Mr. Goopyear. We certainly can agree with you there. 

Mr. Ratys. Are there any other questions 4 

Th: ank vou very much for appearing. 

Mr. Goopyrar. Thank you. 

Mr. R ‘rns. We appreciate the information that you have given us 
in the fnll statement. 

Mr. Goopvyrar. We will be glad to help you. 

Mr. Rarns. The next witnesses are from the Mortgage Bankers As- 
sociation, Mr. Robert Tharpe, Mr. John F. Austin, Jr.. and Mr. Sam- 
uel F. Neel. 

if vou will have a seat and identify yourselves for the record as to 
who von are and where you are from, and so forth. 


STATEMENTS OF ROBERT THARPE, JOHN F. AUSTIN, JR., AND 
SAMUEL E. NEEL, REPRESENTING THE MORTGAGE BANKERS 
ASSOCIATION OF AMERICA 


Mr. Tuanre. Mr. Chairman and members of the committee, my 
name is Robert Tharpe. I am president of Tharpe & Brooks, mort- 
gage bankers of Atlanta, Ga. 

Wi ith me is Mr. John Austin of Houston, Tex., president of the 
Ka itts Be ttis Co., and president of our association, and Mr. Samuel FE. 
Nee 1 eneral counsel of our association. 

Me R ‘ins. We are glad to have you gentlemen. 

I notice, Mr. Tharpe, that you have quite an extended statement 
filed with information which will go in the record as you have pre- 
sented it, and that you have a summary which you wi ill present, and 
then subject. yourselves to questions; is that right? 

Mr. THarrr. That is correct, Mr. Chairman. 

Mr. Rarns. You may proceed, Mr. pha 

Mr. Tnarpr. First, I perhaps should describe our association. 

The Mortgage B: inkers Association has a membership of approxi- 
mately 2,000, the largest part being mortgage companies, but there are 
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also insurance companies, savings banks, and other similar institutions 
which invest in mortgage loans. 

The typical mortgage company originates a mortgage loan, uses its 
own money to close the loan, and then sells the loan to an insurance 
company or other savings institution, but continues to service the 
loan. In servicing the mortgage company has a continuing interest 
in the transaction throughout the entire life. It is the local repre- 
sentative of the out-of-State investor. 

Basically, what the FHA’s insurance and the VA’s guarantee has 
accomplished in the two programs is to enable lenders to make Joans 
with long maturities and with little or no downpayments which they 
would otherwise have been prevented from making under the State 
laws governing their operations. 

I make this point early in our testimony because frequently it is 
assumed that the importance of the Government insurance or guaran- 
tee is its effect on reducing the interest rate carried by such loans below 
that which would have been available if there had been no such insur- 
ance or guarantee. It has effectively assisted in creating a home- 
building industry ranging second in importance perhaps only to food 
and food processing, and has provided 12 million dwelling units since 
the end of World War IT. 

In view of the significance of our industry in the Nation’s economy, 
the disadvantage at which home building finds itself in the current 
market, money is of importance to everybody. Housing volume in 
recent months has been hovering around the million mark, down 
some 200,000 from the rate which we entered in 1956, with no indica- 
tion that the down process has yet been halted. Significantly, the 
major share of the recent decline is in the VA-FHA sector, which ac- 
counts for much of the lower-priced housing. 

The major factor in the drop-off in FH. A-VA volume is the ins ability 
of these mortgages to compete in the money market. Mr. Miles Colean, 
consulting economist of our association, has recently prepared a study 
which shows that throughout the postwar period housing starts 
financed with conventional loans have had a continually and relatively 
stable rise, whereas starts of units financed under FHA-V A programs 
have fluctuated considerably up and down. Mr. Colean’s conclusion 
is that these fluctuations are to a large extent the result of the inability 
to maintain a steady flow of money for these loans under a controlled 
system of interest rates where the fixed rate is not free to follow the 
changes in the money market as they occur. 

On interest rates, in the home-loan field, the law of supply and de- 
mand operates. When Congress fixes the interest rate which can be 
charged on an FHA or a VA loan it prevents that rate from becoming 
an attractive rate when the supply of money contracts. This auto- 
matically drives investors from the market at a time when they are 
most needed init. It erects a barrier which blocks off from the prospec- 
tive homeowner a stream of money which might otherwise be com- 
peting for his business. Obviously, Congress neither wants nor in- 
tends to control the entire money m: irket, but so long as there are 
enormous areas in the market which are free to fluctuate in response 
to the supply and demand of money, then investors will leave the 
home financing field whenever controlled rates make this field less 
attractive competitively. 


HOUSING ACT OF 1957 207 


Congress will do well to face this issue squarely. Whatever its 
good intentions may be, it does not serve well the interest of the pro- 
spective homeowner, veteran, or nonveteran, by controlling the rates 
on FHA and VA loans. The money market must have some means 
of moving up and down in the home finance field or there will be times 
when investors will move out. Congress should encourage the maxi- 
mum competition among investors to lend by lifting the controls over 
interest rates on FHA and VA loans. 

The fact is that Congress cannot and does not control the cost of 
money by attempting to do so. By controlling interest rates it com- 
pels discounts. If it controls both discounts and interest rates it drives 
money out of the market into other fields of investment. 

It would not help the borrower to limit discounts. It would simply 
introduce one more barrier to block the flow of money into home 
financing and thereby chase some investors from the market. Over 
the long pull Congress will help the borrower most by encouraging 
the greatest possible competition to lend. ‘This is not achieved by 
controlling either interest rates or discounts. 

Again, 1 repeat, Congress will do well to face this issue squarely. 

In the long run we do not believe that the Congress, if it wants 
the GI program to continue, can meet the situation by any method 
except by permitting yields on GI loans to remain competitive. We 
regard proposals to continue the low rate by use of the national service 
life insurance fund, or by expanding the direct loan program, as being 
not in the best interests either of the public, the country, or veteran 
borrowers, particular NY since there is over $300 million still available 
for direct loans by the VA without any further congressional authority 
being required. 

Mr. Chairman, we believe that “if the Congress begins to expand 
the direct loan program primarily in order to support a submarket 
interest rate, the ultimate demands upon the Treasury will stagger 
even those used to discussing matters in billions of dollars.’ 

We subscribe to Mr. Burgess’ statement that he made in this con- 
nection of using the national service life funds. 

If FNMA is to be retained as an instrumentality for an emergency 
use in the mortgage market, it must have adequate funds with which 
to operate. Since there is an eme rgency which does now exist, and the 
existing funds of the Agency are almost exhausted, the association 
supports Senate Joint Resolution 38, which will provide sufficient 
funds for the operation of the Agency. 

However, the association urges that Congress permit the Agency 
to use these funds as its sound business judgment would indicate. By 
this we mean that the association should purchase mortgages at realis- 
tic rates and with a realistic stock purchase requirement. 

Our association has supported VHMCP since its inception. Many 
of our members have served on its committees and have been the origi- 
nating institutions for many of its loans. It has been a remarkably 
successful program, and it has brought the resources of private lending 
institutions into many areas of the country formerly almost completely 
without sources of financing. However, we are aware of the current 
recommendations of the National VHMCP committee. We subscribe 
to those recommendations. If they were not acceptable to the Con- 
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gress, we see no way in which the VHMCP can continue to operate 
effectively under today’s market conditions. 

With regard to FHA, I would like to invite your spec ial attention 
to our policy statement which is outlined on page 14. To bring our 
statement more up to date, I should state that our association sup- 
ports a proposal which will provide within FHA a means of meeting 
the needs of veterans for home loans. The provisions of the Ayres bill, 
H. R. 3602, or the Teague bill, H. R. 2584, would be acceptable to us 
in this regard, and I should point out that these bills contemplate no 
special title or program within FHA for veterans, a conclusion with 
which we agree most wholeheartedly, but, rather, a general revision of 
FHA requirements for all borrowers. 

It is strongly recommended that the future potential of the college 
housing program and other such spec ial calls for funds be examined 
in terms of their future potential, and a congressional policy estab- 
lished which avoids direct Government lending, and finds the way to 
draw private investment funds soundly into these fields. 

ry the ecw housing program is to be continued, the rates on 207 
and 213 must be brought in line with the market, on military housing. 

The operation of this program during the past 2 years has made it 
quite evident that the armed services are using and intend to use this 
program in a manner which should give the Congress grave cause for 
concern. 

Exhibit (C) shows that the services have secured approval for the 
construction of 86,879 units throughout the United States under title 
VIII. Assuming the average cost of $16,500 permitted under the 
statute, this program would entail mortgage funds of more than $1.5 
billion. We point out that in 1956 the dollar volume of all home and 
project mortgages insured by FHA was only $2.75 billion. Thus the 
military’s program alone will drain off, if it is unchecked, as much as 
one-half of the total investment funds as were available for all home 
and project mortgages insured by FHA in 1956. 

We do “ie believe the milit: ary could conceivably demonstrate or 
persuade tl he C eee that it should directly appropriate funds for 
these numbers of units, nor do we believe FHA would. if its ordinary 
underwriting st: andards were applied, approve any such construction 
program. 

Accordingly, we urge this committee to put some kind of brakes 
on the military’s use of title VIII. If the Congress does not do so we 
can foresee such an overbuilding and overinsuring of loans as will be 
remindful of the 608 scandal, and we can predict widespread defaults 
in existing private housing projects which the FHA has insured in 
prev lous yes Ars. 

That is the summary, Mr. Chairman. Mr. Austin, Mr. Neel, and I 
will be very happy to answer any questions you have. 

(The complete statement of Mr. Tharpe is as follows :) 


STATEMENT OF ROBERT THARPE, REPRESENTING THE MorTGAGE BANKERS ASSOCIA- 
TION OF AMERICA 


Mr. Chairman and members of the committee, my name is Robert Tharpe. I 
am president of Tharpe & Brooks, mortgage bankers of Atlanta, Ga. I am 
chairman of the legislative committee of Mortgage Bankers Association of 
America. With me are Mr. John F. Austin, of Houston, Tex., president of the 
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association, and Mr. Samuel E. Neel, of Washington, D. C., who is our general 
counsel. 

We are very happy to appear before you this morning and participate in the 
discussions of your committee, which are being held to consider the problem of 
finding ways and means to assure an adequate flow of mortgage credit. We 
have studied your chairman’s letter of February 18, addressed to Mr. Neel, and 
we are aware of the broad scope of your inquiry. We will comment on many 
of the particular topics suggested in that letter. 


THE MORTGAGE BANKERS ASSOCIATION OF AMERICA 


First, perhaps I should describe our association. The Mortgage Bankers 
Association has a membership of approximately 2,000 individuals and institu- 
tions of various types. The larger part of the membership is composed of mort- 
gage companies, but there are also insurance companies, savings banks, and 
other similar institutions which invest in mortgage loans. The typical mortgage 
company originates a mortgage loan, uses its own money to close the loan, and 
then sells the loan to an insurance company or other savings institution, but con- 
tinues to service the loan on behalf of that institution. 

In “servicing” the loan, the mortgage company has a continuing interest in 
the transaction through its entire life. It is the local representative of the out- 
of-State investor which depends on the mortgage company to collect payments, 
when due, for principal and interest, to provide adequate escrows for taxes and 
insurance, to inspect the property, ete. 

Since the inception of the Federal Housing Administration and the Veterans’ 
Administration programs, mortgage companies and the principals they represent 
have been enthusiastic supporters of both programs. These programs have 
been profitable both to our members and to the hundreds of thousands of citizens 
throughout the country who have been able to secure homeownership under the 
programs when it would never have been otherwise possible. 

Basically, what the FHA’s insurance and the VA’s guaranty has accomplished 
in the two programs is to enable lenders to make loans with long maturities and 
with little or no downpayments, which they would otherwise have been pre- 
vented from making under the State laws governing their operations. 

I make this point early in our testimony, because frequently it is assumed 
that the importance of the Government insurance or guaranty is its effect on 
reducing the interest rate carried by such loans below that which would have 
been available if there had been no such insurance or guaranty. While the 
insurance and guaranty have had such an effect on rates, to a limited degree, 
that was not their primary purpose nor their primary importance. 


THE SIGNIFICANCE OF HOME BUILDING TO THE AMERICAN ECONOMY 


Home building is one of America’s major industries, ranking second in im- 
portance perhaps only to food and food processing. The 12 million dwelling units 
provided since the end of World War IIl—an output in construction dollars alone 
of more than $100 billion—did much to spark and sustain the postwar economic 
boom. By its very nature, operating practically everywhere our people live, 
it affects the economic life of every community in America. 

Our economic history indicates that home building is a bellwether industry. 
What affects it also affects, eventually, practically every other sector of our 
economy. It is not too much to say that without a healthy home-building 
economy, geared to our people’s requirements, we cannot long have a healthy 
overall national economy. 

The value of new residential construction put in place in recent years has 
run close to $16 billion annually, accounting for one-fourth of new private in- 
vestment. Taking into account land and otkrer nonconstruction factors, the 
value of the industry’s product is probably in the neighborhood of $20 billion 
annually. 

In view of the significance of our industry to the Nation’s economy, the dis- 
advantage at which home building finds itself in the current money market is 
of importance to everybody. 


CURRENT HOUSING SCENE AND OUTLOOK 


Housing volume in recent months has been hovering around the million mark, 
down some 200,000 from the rate at which we entered 1956, with no indication 
that the down process has yet halted. As a matter of fact, on the basis of recent 
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new units in FHA applications and VA appraisal requests, it is clear that further 
declines are in the making, in this portion of the housing economy at least. 

Significantly, the major share of the recent decline is in the FHA-VA sector 
which accounts for much of the lower priced end of the housing market. The 
conventionally financed sector has remained relatively stable, and should dur- 
ing this year account for from 600,000 to 650,000 units. 

The major factor in the dropoff in FHA-VA volume is the inability of these 
mortgages to compete in the money market. There are no indications on the 
horizon of any major easing, and it is clear that we can count on tight money 
at least until spring, if not beyond. There is a general feeling in the industry 
that if current money conditions continue, without relief, volume for 1957 
will drop below a million. This was the consensus at the National Housing 
Center roundtable on builders’ intentions, held in early January, and it was 
also the consensus at the recent mortgage bankers senior executives’ seminar 
held at New York University. 

Mr. Miles L. Colean, consulting economist to our association, has recently 
prepared a study which I think will interest the committee. This study, dated 
November 1956, will show the committee that throughout the postwar period 
housing starts financed with conventional loans have had a continual and rela- 
tively stable rise, whereas the starts of units financed under the FHA and VA 
programs have fluctuated considerably up and down. It is Mr. Colean’s con- 
clusion that these fluctuations are to a large extent the result of the inability 
to maintain a steady flow of money for these loans under a controlled system 
of interest rates, where the fixed rate is not free to follow the changes in the 
money market as they occur. (See exhibit (A).) 

We recognize that perhaps the major purposes of the Congress in the field of 
mortgage finance are: First, to assist in increasing the availability of funds for 
home-mortgage investment; and second, to do what it can to keep the cost of 
such financing as low as it consistently can. 

Our association discussed this and many of the other subjects now before 
your committee in a formal! Policy Statement on Housing and Housing Finance 
Legislation, which we published a year or so ago. 

Hereafter, I shall, with your permission, quote freely from that statement, 


INTEREST RATES AND DISCOUNTS 


On this subject our statement reads as follows: 

“What can Congress do to hold down the cost of the money a family borrows 
to buy a home? The answer: Stimulate the supply of money seeking investment 
in home mortgages—create the maximum competition among investors to lend. 

“The price of money behaves like any other commodity going into the cost of 
a house. As the supply of money exceeds the demand, the price tends to de- 
cline, Conversely, of course, as the supply of money narrows and the demand 
increases, then the price tends to rise. This is fundamental to our whole econ- 
omy and to the free competitive system which Congress polices and protects. 

“Congress has done much to stimulate great increases in the supply of money 
seeking investment in home mortgages. The system of FHA mortgage insur- 
ance and VA guaranties, permits investors to lend in amounts and on terms 
which would otherwise be legally impossible. The Government guaranty at- 
tracts many investors who could not otherwise be in this field. It gives strength 
and quality to high-ratio long-term mortgages which cause them to be attractive 
at rates which would otherwise be unthinkable. 

“But, Congress having acted wisely to build up the supply of money for home 
financing, can only also block off important quantities of the potential money 
supply by erecting barriers which shut off some streams of money from flowing 
into the home-financing reservoir. These barriers usually come in some form 
of ‘price control’ intended to be in the borrower's best interest, but which, in the 
long run, work against it. 

“Housing Authority Bonds 


“Consider another situation in the housing field. The Government pledges 
its credit to support the ‘bonds issued by local housing authorities to build new 
public housing projects.’ Furthermore, the income from these bonds is free 
from Federal income taxation. Now, suppose that Congress had decided that 
since it was putting the Government’s credit on these bonds, it should also 
rigidly control their rates: that in no event should the interest rate exceed a 
fixed percent. Immediately all investors seeking a higher return than Congress 
felt appropriate would have been driven out of the market into other fields of 
investment. This would have narrowed the supply and vastly increased the dif- 
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ficulties of the housing authorities in financing the public housing program. 
But Congress has, properly, allowed these bonds to find their place in the mar- 
ket with the result that there has been a variation of nearly 1 percent between 
the high and low rates paid by the local authorities.” 

Since our comment above was published, we have witnessed another per- 
tinent example—the field of Government-guaranteed loans for the construction 
of tankers—a program under which, with congressional approval, the Govern- 
ment insures and guarantees 100 percent of a loan, the interest rate on which 
is negotiated between borrower and lender, up to a maximum of 6 percent. If 
the loan goes with default for as long as 30 days, the Government pays to the 
lender the entire unpaid principal and interest. 

We continue from our policy statement: 


“Home Loans 


“In the home-loan field, the same law of supply and demand operates. When 
Congress fixes the interest rate which can be charged on an FHA or a VA 
loan it prevents that rate from becoming an attractive rate when the supply 
of money contracts. This automatically drives investors from the market at a 
time when they are most needed in it. It erects a barrier which blocks off from 
the prospective homeowner a stream of money which might otherwise be com- 
peting for his business. Obviously, Congress neither wants nor intends to con- 
trol the entire money market, but so long as there are enormous areas in the 
market which are free to fluctuate in response to the supply and demand of 
money, then investors will leave the home financing field whenever controlled 
rates make this field less attractive competitively. 


“Interest Rates 


“Congress will do well to face this issue squarely. Whatever its good intentions 
may be, it does not serve well the interest of the prospective home owner, veteran 
or nonveteran, by controlling the rates on FHA and VA loans, The money market 
must have some means of moving up and down in the home finance field, or 
there will be times when investors will move out. Congress should encourage the 
maximum competition among investors to lend by lifting the controls over inter- 
est rates on FHA and VA loans. 

“Would this cause interest rates to rise in some types of housing and in some 
sections of the country? Perhaps. Some developments, some houses and some 
borrowers are looked upon with less favor among investors than others. Con- 
gress should never want it otherwise. It is this kind of selective underwriting 
which makes an award for quality development and thoughtful lending and 
exerts a pressure against unsound development. These market opinions regard- 
ing the quality of an investment are now reflected by the size of the discount 
at which the mortgages find a taker. If interest rates were free to move in 
response to the supply of money, many of these loans might be placed at par, but 
at rates which reflected the market estimate of their competitive quality. 

“Similarly, there are sections of the country in which the supply of money is 
less favorable in relationship to demand than in others. These are now the areas 
of deepest discounts. If the interest rates were free to move in response to sup- 
ply and demand, the rates would tend to go up in these areas. This, in turn, would 
attract an increasing flow of funds and in the long run, it would have the effect 
of increasing the supply and thus pressing the rate downward once again. 

“The fact is that Congress cannot and does not control the cost of money by 
attempting to do so. By controlling interest rates, it compels discounts. If it 
controls both discounts and interest rates, it drives money out of the market into 
other fields of investment. 

“Discounts 


“What about discounts? Do they serve any necessary or useful purpose? 
Definitely, yes. Even if there were no controls over interest rates, discounts 
would be necessary to an effective home financing operation. Discounts permit 
many solutions, in the borrowers’ best interests, which cannot be accomplished 
by variation in interest rate. They permit much smaller variations in rate 
than are practicable through modification of interest rates. For example, interest 
rates, even if flexible, would change in fractions no smaller than one-fourth of 
1 percent but, through discounts, rate variations of one-tenth of 1 percent and 
less can be reflected. On a 25-year loan it takes about a 5 percent discount to 
equal a one-half of 1 percent increase in interest rate. 
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“Discounts are essential to warehousing loans in order to accumulate mort- 
gages to offer for immediate delivery to investors. A substantial discount is 
often essential during the warehousing period to protect the commercial banker. 
But the warehousing process permits sale of the mortgages later at a higher 
price and thus, in the long run, reduces the cost to the builder and the borrower. 
The discount facilitates orderly and effective marketing of mortgages at the best 
possible price. The discount device permits a sensitive evaluation of the quality 
of mortgages by the secondary market. Neighborhood characteristics, appeal of 
the house, strength of the borrower, and the foreclosure laws of the State can all 
be reflected more precisely and more equitably through variation in discounts 
than through variation in interest rates. 

“Tt would not help the borrower to limit discounts. It would simply introduce 
one more barrier to block the flow of money into home financing and thereby 
chase some investors from the market. Over the long pull, Congress will help 
the borrower most by encouraging the greatest possible competition to lend. 
This is not achieved by controlling either interest rates or discounts.” 

Since our statement was issued, it has frequently been alleged that our position 
would result in the FHA having no control whatever over interest rates, and that 
the Government might be in the position of being required to insure a loan which 
carried an unconscionable rate. In this connection, we should like to refer the 
committee to an exchange of correspondence between MBA President Austin 
and Senator Sparkman in which Mr. Austin pointed out that under our proposal 
the FHA Commissioner would always have the right to refuse to insure any loan 
which, in his opinion, had any unreasonable terms, including rate. (See exhibit 
(B).) 


EXPANSION OF VA DIRECT LOAN PROGRAM : USE OF NSLI FUND 


In discussing interest rate matters before the Committee on Veterans’ Affairs 
on January 30 of this year, I made this statement: 

“Mortgage companies do not like high interest rates any better than any 
other business enterprise likes them. This statement may be surprising, but I 
should like to point out to you that the primary function performed by the 
mortgage company is to bring together those who wish to invest in mortgages 
and those who wish to buy a home financed by a mortgage. Therefore, the pri- 
mary interest of the mortgage banker is to be as sure as possible that the com- 
modity which he is selling—the mortgage—is at all times ’marketable.’ Since 
ours is a volume business, we are encouraged by low rates and ordinarily find 
our best business under such conditions. But the mortgage can only be market 
able if it can meet the competition of other similar types of investment. Thus, in 
a period of rising interest rates or tight money—over which neither the veteran 
or other home buyer or the mortgage banker has control—the mortgage banker 
ean only offer a GI loan with an adequate vield by offering it at a discount or 
by urging that the rate carried by the loan reflect market conditions 

“The net yield to the investor from the present GI loan does not reflect market 
conditions, and as a matter of fact, it is so far below the market that the discount 
system is also unworkable, since to reflect a one-half-point increase in yield on 
a 25-year loan requires a discount of approximately 4 percent, using a fairly 
realistic life table. 

“In the long run we do not believe that the Congress, if it wants the GI pro- 
gram to continue, can meet the situation by any method except by permitting 
yields on GI loans to remain competitive. We regard proposals to continue the 
low rate by use of the national service life insurance fund or by expanding the 
direct-loan program as being not in the best interests either of the public, the 
country, or veteran borrowers, particularly since there is over $300 million stil] 
available for direct loans by the VA without any further congressional authority 
being required.” 

Mr. Chairman, we believe that if the Congress begins to expand the direct- 
loan program primarily in order to support a submarket interest rate, the ulti- 
mate demands upon the Treasury will stagger even those used to discussing 
matters in billions of dollars. 

With respect to the use of the NSLI fund, we would subscribe to the remarks 
of Mr. W. Randolph Burgess, Under Secretary of the Treasury, before the House 
Committee on Veterans’ Affairs on February 6, 1957, and which appear at page 
330 of the printed hearings. Mr. Burgess pointed out that the existing NSLI 
funds are not idle but are fully invested in special issues of Government securi- 
ties which would have to be redeemed in cash by additional Treasury borrowings 
to make them available. As Mr. Burgess stated: “We would be adding to the 
funds available for mortages with one hand and taking away with the other.” 
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EXPANSION OF FNMA 


Our attitude toward an expansion of the FNMA was expressed by Mr. William 
A, Clarke, who appeared for the Association before the Senate Banking and Cur- 
rency Committee on February 6. Mr. Clarke stated in part: 

“If FNMA is to be retained as an instrumentality for an emergency use in the 
mortgage market, it must have adequate funds with which to operate. Since 
there is an emergency which does now exist, and the existing funds of the agency 
are almost exhausted, the Association supports Senate Joint Resolution 38, which 
will provide sufficient funds for the operation of the agency. 

“However, the Association urges that Congress permit the agency to use these 
funds as its sound business judgment would indicate. By this we means that 
the Association should purchase mortgages at realistic rates and with a realistic 
stock purchase requirement.” 

I should add that our Association has also in earlier years supported the sec- 
ondary market operations of FNMA. However, we have consistently directed 
the attention of the Congress to what to us are the dangers of using the facility 
to support a submarket rate. In our 1954 statement we expressed it in this 
fashion: 

“As it (FNMA) is presently administered, its facilities are available only at 
a substantial penalty. Its availability on penalty terms has prevented its use as 
a general substitute for private money, but at the same time has provided a 
means for supplying liquidity to mortgage companies and builders hard pressed 
by changing money conditions. Any appreciable reduction in the penalty pro- 
visions will bring the Government into direct competition with the private mar- 
ket and will enormously increase the demand for Federal funds for home mort- 
gages. 

“Enlargement of FNMA’s authority to provide a market for loans purchased 
under its special assistance programs could be harmful to the economy generally 
and to the expressed purpose of FNMA’s eventually becoming an independent 
organization, since purchases under the special assistance program are made 
at prices above the market and thus represent an indirect subsidy by the Federal 
Government. 

“Beeause of FNMA’s potential impact on the whole structure of the money 
market, we strongly urge close consultation between Congress and the Federal 
Reserve on its operations, and, further, we urge Congress to consider reshaping 
the Board of Directors of FNMA to include representatives from the Federal 
Reserve and the Treasury.” 


VOLUNTARY HOME MORTGAGE CREDIT PROGRAM 


The successful operation of this program is closely tied to the decision of the 
Congress on the future of the VA home-loan program, since it is in connection 
with VA home loans that the VHMCP has to a large degree been useful. 

Our association has supported VHMCP since its inception. Many of our mem- 
bers have served on its committees and have been the originating institutions 
for many of its loans. It has been a remarkably successful program and it has 
brought the resources of private lending institutions into many areas of the 
country formerly almost completely without sources of financing. However, we 
are aware of the current recommendations of the National VHMCP Committee. 
We subscribe to those recommendations. If they are not acceptable to the Con- 
gress, we see no way in which the VHMCP can continue to operate effectively 
under today’s market conditions. 


THE FEDERAL HOUSING ADMINISTRATION 


Since the administration has not made its proposals for this agency known as 
we prepared this statement, we cannot comment especially on what may prove 
to be the specific contents of the administration’s bill. However, let us review 
ay of the comments regarding FHA in our earlier policy statement. We said 
then: 

“The Federal Housing Administration has never been released to fully perform 
the dynamic role of which it is capable. We propose a series of steps, which 
taken collectively, could free the FHA from the clutter of ‘special’ programs 
which confuse its activities, and from an unnecessary layer of administrative 
supervision and control. This revitalized FHA could find solutions through its 
normal operations for many ‘special’ problems which one by one become the 
target of ‘special’ legislative programs. We recommend: 
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(1) That the Federal Housing Administration be incorporated as a Govern- 
ment-owned corporation; managed by a board of directors and presided over by 
a president—all appointed by the President. 

“(2) That the FHA be made fully accountable for its operating policies, re- 
porting directly to Congress and the President. 

“(3) That FHA be required to operate within the income received from fees 
and premiums, after setting up appropriate reserves to cover future losses, and 
that net income above reserves and operating expenses be turned over to the 
Treasury. It would thus be unnecessary for Congress to make annual authoriza- 
tions for FHA’s operations and FHA, in turn, would be able to organize its staff 
as required to carry out its mortgage insurance responsibilities. In this con- 
nection, it is to be noted that the FHA is not a subsidized operation; that it re- 
ceives no money from the Treasury, that its losses have been fully covered by 
its insurance premiums, and that it is, therefore, a fully self-supporting operation. 

“(4) That the FHA be permitted and required to adjust the mortgage insur- 
ance premium which it charges to its estimate of the risk assumed in each type 
of mortgage transaction. 

“Tf the FHA were thus administering a flexible program of mortgage insurance, 
in which it adjusted the premium to the risk, it would be possible for it to enter 
fields in which it is not now operating by increasing its mortgage-insurance pre- 
mium, and it would also be possible for it to reduce the cost of some kinds of 
borrowing by reducing its insurance premiums. An exhaustive actuarial study 
of the status of FHA’s insurance reserves has recently been completed. This 
report demonstrates that these reserves are more than adequate to withstand 
the shock of a severe real-estate depression. It indicates that in many cate- 
gories of risk the insurance premiums might be substantially reduced. It also 
indicates that even in those categories regarded as particularly hazardous, the 
accumulation of insurance reserves may be adequate to cover any reasonable 
projection of future losses. 

“If the FHA acted on the basis of such actuarial studies, it would reshape its 
insurance charges to meet actual and indicated experience. For example, the 
FHA might undertake a much bolder and more aggressive policy of mortgage 
insurance on older houses in older areas of our inner city by setting insurance 
premiums high enough to cover its estimate of risk. 

“(5) That consideration be given to a plan by which private investors would 
gradually purchase stock in the Federal Housing Administration, building up its 
capital reserves and gradually transferring its ownership away from the Federal 
Government. It is not recommended that control over its operations ever be fully 
removed from the Federal Government, particularly from a policy standpoint. 
Its board of directors should be appointed by the President, regardless of the 
ownership. But, the assumption of ownership responsibility by investors could 
result in an active interest in its operations and management, which could 
reduce expenses, improve efficiency and broaden its activities.” 

We believe our policy statements still have much to recommend them and we 
earnestly solicit their consideration by this committee at this time. 

To bring our statement more up to date, I should state that our association 
supports a proposal which will provide within FHA a means of meeting the 
needs of veterans for home loans. The provisions of the Ayres bill (H. R. 3602) 
or the Teague bill (H. R. 2584) would be acceptable to us in this regard, and I 
should point out that these bills contemplate no special title or program within 
FHA for veterans—a conclusion with which we agree most wholeheartedly—but 
rather a general revision of FHA requirements for all borrowers. 

We would also support a proposal for additional funds for title I operations. 


COLLEGE HOUSING—-URBAN RENEWAL-—HOUSING FOR THE AGED 


We believe our policy statements on these fields are as appropriate today as 
when they were first made. We then said: 

“College housing—Congress and the country must face up to the future demands 
of such programs as the college housing program. This program began with an 
authorization for $250 million in Government loans for college dormitories. It has 
been enlarged to $500 million and the eligible purposes have been extended to in- 
elude all nonteaching college facilities. It is now proposed to increase the author- 
ized total to $600 million. There is as much justification for the extension of 
the program and for the increase as there was for the initial program. Similarly, 
there will be equal justification for other Government lending programs to meet 
other special needs. There is every reason to expect the total to become enormous. 
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“If easy money is made available at rates below the market rate, we can all be 
sure that there will be an increasing demand for such money. Such programs, 
by their very nature, generate the demand for their further increase. 

“If the Federal Housing Administration were established as the kind of agency 
proposed earlier in this statement adjusting its insurance rates in accordance with 
risk, this is the kind of housing need which might be met through a mortgage 
insurance program without the requirement for an allocation of Federal funds. 

“It is strongly recommended that the future potential of the college housing 
program and other such special calls for funds be examined in terms of their 
future potential, and a congressional policy established which avoids direct Gov- 
ernment lending and finds the way to draw private investment funds soundly into 
these fields. 

“Urban renewal, to be effective, must put to work all the tools available to the 
city for combating slums and blight. Wornout houses must be demolished and 
the cleared land put to its best new use. Houses worth saving must be rehabili- 
tated to acceptable minimum standards; school and recreation areas provided ; 
adverse uses removed; streets replanned and traffic rerouted to protect resi- 
dential neighborhoods. The supply of existing housing must be analyzed to deter- 
mine whether or not there is an adequate supply of relocation housing to meet 
the needs of the families displaced by the urban renewal program. If the existing 
supply is insufficient, then new relocation housing must be provided at appro- 
priate rental. 

“No one element in this program can alone be effective in renewing an Ameri- 
‘an city. Neither public housing, nor redevelopment, nor rehabilitation can 
alone rid our cities of their slums. If we have learned anything about this 
problem in the past 15 years, we have surely learned that piecemeal attacks will 
not work, A thorough, complete, comprehensive program is required. This is 
what is meant by urban renewal and that is the major contribution of the 
Housing Act of 1954. 

“There is no justification for Federal assistance in any phase of urban renewal 
unless a city is ready to face up to its problems and launch a full-scale, thorough- 
going urban renewal program. The Housing Act of 1954 required each city to 
prove that it has a ‘workable program’ for urban renewal as a precondition to 
Federal aid. This is a sound concept, and it says simply that a city shall not 
receive any form of Federal aid—public housing, grants for redevelopment, FHA 
section 220 insurance—unless and until it has set in motion a workable program 
for attacking the slums along its entire front. In other words, the city must 
do its part before calling on the Federal Government for help. This makes sense. 

“It holds out an inducement to the city to take the kind of action it ought to 
take anyway. It protects the Federal Government’s investment by making it a 
part of a comprehensive program designed to lift the city out of its slum con- 
dition. It compels the kind of cooperation at both Federal and local levels with- 
out which urban renewal can never really move ahead. 

“The ‘workable program’ concept was badly weakened in the Housing Act of 
1955 by freeing public housing from its requirements. This was a mistake. Why 
should any city which refuses to meet the requirements for a workable program 
for slum elimination be entitled to Federal housing assistance? This require- 
ment should be restored as a precondition to Federal aid in the slum field and 
the standards for an acceptable ‘workable program’ should be progressively 
raised as experience with urban renewal permits. 

“Furthermore, the quantity of public housing for which any city is eligible 
should be limited to that which is needed to meet the relocation needs created 
by the urban renewal program. The workable program test would require a city 
to lay out a plan for the total elimination of its slums. Such a plan must deal 
with the relocation requirements of displaced families. To meet such needs, the 
local community will first estimate the available supply of existing housing 
including the supply which becomes available from the turnover in the existing 
public housing supply. Many cities will find that together with the other private 
housing which is available, there is already a sufficient supply of private and 
public housing to keep pace with the urban renewal relocation schedule. Other 
cities may not. This test, worked out originally by the President’s Advisory 
Committee on Housing Programs and Policies, contributed enormously to an 
elimination of the controversy over public housing. It was agreed to by people 
representing all segments of the housing field, both public and private. By re- 
storing this test, Congress will put an automatic thermostat on the public hous- 
ing program, permitting it to expand or contract in accordance with actual re- 
quirements in the renewal of our cities. 
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“Although the nature of the urban renewal task involves greater time lags 
than any of us would like to see, this should not be used as an excuse for unag- 
gressive, unimaginative, or clumsy administration of the program. Thoughtful 
complaints from around the country on specific projects strongly indicate that the 
administration of the urban renewal program can and must be substantially 
improved if the program is to get underway. Too many projects in too many 
cities are taking far too long in both the Urban Renewal Administration and the 
Federal Housing Administration. There must be a fresh, new determination to 
get these programs going and to cut through the redtape which has bogged 
them down to date. 

“Cost certification requirements, under section 220, must be eliminated, or 
substantially revised, before there can be any large-scale use of the rental hous- 
ing provisions of section 220. 

“Housing for the aged: Proposals permitting a person other than the mort- 
gagor to make the required downpayment in any case where the mortgagor is 
more than 60 years of age, are reasonable and should be adopted. Similarly, 
there is nothing objectionable about giving a preference to older persons in FHA 
insured rental projects. However, there is no justification for a special pro- 
gram of mortgage insurance for rental housing for the aged. There is not 
sufficient evidence of a need for a special project of this kind. With our many 
programs for pensions and social security; with the decrease in family financial 
burdens of older persons; with an increasing housing supply and with programs 
for overall improvement of the condition of our housing inventory, there is no 
reason to make a special mortgage insurance program to care for aged persons. 

“The actual result of a program for this purpose will be to provide higher 
ratio mortgage insurance on a particular form of housing. Developers will be 
attracted to this section of the law and will conform with it, not primarily in 
order to provide housing for the aged, but in order to get 90 percent loans on new 
apartment projects. Recent housing legislation has given preference to projects 
with 2 bedrooms or more. New proposals, if adopted, would swing the pendulum 
in the opposite direction and give emphasis to projects emphasizing smaller 
units. The Government, the housing market, the aged and the young would 
all be better off if a workable overall rental housing program were permitted 
to operate so that the housing built under it responded to market demand rather 
than to special advantages created by congressional action.” 


MILITARY HOUSING 


In our 1954 policy statement we made these comments about this program as 
it was then proposed: 

“Military housing (FHA title VIII): We are aware of the need for additional 
housing at Army, Air Force, and naval bases, particularly in the case of new 
and expanded establishments. While we believe that a system of building such 
housing through the use of the FHA will result in adequate housing at consid- 
erably lower total cost than if it is furnished through direct appropriation, 
under the present law the Defense Department guarantees the FHA which must 
then insure the mortgage regardless of its analysis of the housing market at 
the particular base. This means that the military establishment and its base 
commanders are freed from the disciplines with which they would be faced if 
the housing requirements were competing with other requests for appropriations 
in the defense budget and because the FHA is unable to limit the quantity of 
housing, this system is also free of the controls which would normally be im- 
posed through underwriting analysis of the housing market. The result is a 
clear invitation for substantial overestimating of housing needs and substan- 
tial overconstruction at military bases. This can result in large and wunnec- 
essary financial loss. It can also exert an extremely adverse pressure on exist- 
ing housing projects, many of which are FHA insured, near these bases. 

“Although it is useful to find the way to use the FHA facility to meet this 
housing need, it is important that the FHA’s underwriting experience and skill 
be used to closely supervise and control the quantity of housing which is actually 
built. The FHA should have not only the right but the responsibility for making 
the Military Establishment prove its case for the quantity of housing at each 
and should be the final authority in approving the size of each project.” 

The operation of this program during the past 2 years has made it quite evi- 
dent that the armed services are using and intend to use this program in a man- 
ner which should give the Congress grave cause for concern. 

Exhibit C shows that the services have secured approval for the construction 
of 86,879 units throughout the United States under title VIII. Assuming the 
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average cost of $15,000 permitted under the statute, this program would entail 
mortgage funds of more than $1.3 billion. We point out that in 10956 = dollar 
volume of all home and project mortgages insured by FHA was only $2.75 bil- 
lion. Thus the military’s program alone will drain off, if it is unchecked, as 
much as one-half of the total investment funds as were available for all home 
and project mortgages insured by FHA in 1956. 

We do not believe the military could conceivably demonstrate or persuade the 
Congress that it should directly appropriate funds for these numbers of units 
nor do we believe FHA would—if its ordinary underwriting standards were ap- 
plied—approved any such construction program. 

Accordingly, we urge this committee to put some kind of brakes on the mili- 
tary’s use of title VIII. If the Congress does not do so, we can foresee such an 
overbuilding and overinsuring of loans as will be remindful of the GO8 “scandal,” 
and we can predict widespread defaults in existing private housing projects 
which the FHA has insured in previous years. 


Exnipsit A 
ToraL Private Starts, 1946—56,, Wira BreaKDOWN ror Starts FINANCED WITH 


FHA ANpd VA LOANS, AND Starts FINANCED Witm CONVENTIONAL LOANS OR 
ALL CASH 
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1 Estimated on the basis of first 9 months. 


Nore.—On the vertical scale, equal distances represent equal ratios of change. 
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EXHIBIT B 
JANUARY 2, 1957. 
JOHN F. AUSTIN, Jr., 
President, Mortgage Bankers Association of America, 
Washington, D. C. 

Dear Mr. Austin: The Senate Subcommittee on Housing has received a large 
volume of inquiries and suggestions relating to the steady decline in the produc- 
tion of housing, especially housing financed with the assistance of FHA-insured 
or VA-guaranteed mortgages. At the present time, there is widespread interest 
in the legislative and administrative aspects of the interest rate structure ap- 
plicable to these mortgages. 

According to one view, it would be desirable to have a completely “free” rate. 
On the other hand, there are those who advocate even closer legislative control 
than we have now in fixing interest rate ceilings. 

In 1950, Mr. William A. Clarke, representing the Mortgage Bankers Associa- 
tion of America, suggested a flexible, self-executing formula in the form of the 
following amendment: 

“Sec. 104. (b) Section 203 (b) of the National Housing Act, as amended, is 
hereby amended by changing paragraph (5) thereof to read as follows: 

“*(5) Bear interest (exclusive of premium charges for insurance) at a rate 
which shall be established semiannually by the Commissioner, at 2 percent per 
annum in excess of the average yield during the preceding 3 months on obligations 
of the United States having maturities of 15 years or longer: Provided, That 
the rate so established shall be adjusted to the nearest one-eighth of 1 percent 
and that in no case shall the rate so established be in excess of 5 percent per 
annum.’ ” 

I would appreciate having your views on this suggestion, particularly your 
comment on one or both of the two principal questions that appear to me to be 
basic to the proposal : 

1. What would be an appropriate base? Should it be the going rate on 
all Federal obligations, on long-term obligations only, or some other index 
such as Moody’s Ace corporate bonds? 

2. What would be an appropriate allowance for the costs of procuring 
and servicing the loans and for administrative expenses? 

As you will appreciate, any base selected must be broad enough to be represen- 
tative of the general trend and sufficiently sensitive to be responsive. The allow- 
ance for procuring and servicing loans (to be added to the base to form the 
gross rate) must be held toa minimum. 

I am sending this request to a number of individuals and organizations which 
have expert knowledge of and interest in the problem. Please feel free to present 
your views in any manner you wish. I shall welcome any assistance you can 
give me toward a better understanding of this complex problem of interest 
rates. 

Sincerely yours, 

JOHN SPARKMAN. 


JANUARY 31, 1957. 
Hon. JoHN J. SPARKMAN, 
United States Senate, 
Washington, D.C. 

DEAR SENATOR SPARKMAN: Thank you for the opportunity to give you the views 
of the Mortgage Bankers Association of America on the perplexing subject of 
appropriate interest rates for insured and guaranteed mortgages. As you know, 
this association has had this subject under almost continuous study over the 
postwar period. Our present conclusions are based upon our careful scrutiny of 
the movements in the market for FHA and VA mortgages as well as for conven- 
tional mortgage loans and other types of investment. 

As a result of this prolonged study, the association is of the view that thie 
suggestion offered in 1953 for a formulistic adjustment of mortgage rates accord- 
ing to a set relationship to long term Government bond yields is no longer feasible. 
The reasons for this position are the following: 

1. The volume of Government bonds of more than 15 years maturity is 
now too small and the amount of trading in them too thin to set the tone of 
the long term financial market. Currently, yields on the 314’s have been in 
the neighborhood of 3.5 percent; but, were the Treasury to attempt an in- 
crease in bonds of 15 years or more maturity, the rate today would certainly 
be higher. 
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2. The competition today does not really take Government bonds into 
account. Much more significant are such offerings as guaranteed ship loans 
at 5144 and 514 percent, first grade utilities at 4 to 4%4 percent, commercial 
mortgages at 5 percent, etc. Consequently, while Government bond yields 
undoubtedly do not provide a dependable basis for an adjustment formula, 
it would be most difficult, and probably impossible, to devise a satisfactory 
formula based on other security yields in their present fluid condition. 

3. A periodic adjustment at 6-month intervals would be too long a space of 
time in a period of as rapid change as the present. Moreover, the fixed date 
for a change would likely be a disruptive factor in that, as the date ap- 
proached, lenders might hold back or rush forward unduly depending on their 
forecast of what the change might be. 

4. The maximum limitation of 5 percent is no longer realistic. 

Referring to your question as to what would be an appropriate basis for an 
interest-rate formula, the association is convinced that not only do Government 
bond yields provide an inappropriate base, for the reasons outlined above, but 
also that neither does any other existing series of a similar nature. In the first 
place, in view of the fact that all series on yields on corporate issues, local gov- 
ernment issues, etc., are privately compiled, their adoption as a statutory base 
involves grave questions of propriety and dependability. Secondly, these series 
move much more widely and rapidly than do mortgage rates, mainly because 
of great variations in the amounts of new security issues, on both a long-term 
and short-term basis. Such variations, which have a compelling influence on 
bond yields, might at any given point of time have a remote or negligible effect 
on the rates at which mortgages would be attractive to investors. 

Referring to your second question, which gets down to the differential, on the 
basis of servicing costs, between home mortgages and bond investments, there 
is a wide variety of experience, none of which is wholly dependable for arriving 
at firm policy determinations. Generally speaking, the annual charge for the 
work allocated to the servicing agent is one-half of 1 percent, while the annual 
home office expense directly attributable to the mortgage account is in the 
neighborhood of one-fourth of 1 percent. The cost of acquisition will ordinarily 
range upward one-half of 1 percent for the investor plus at least a similar amount 
for the originator. Other considerations, of course, enter into the question of 
the differential, such as relative risk, call features, length of maturity, ete. 
It is also true that what would appear to be an appropriate differential under 
certain conditions of the market would prove to be insufficient or unnecessarily 
wide under other conditions. Thus the establishment of a thoroughly feasible 
differential has about as many difficulties as the selection of the base itself. 

(ther methods of regulating or administering interest rates on insured and 
guaranteed mortgages have been offered. I may refer you, for example, to the 
method recommended by Policies and Programs (1953). This proposal (p. 13 
of the committee report) called for the creation of an official committee to review 
and from time to time to set a ceiling rate for handling these loans, and the 
interest rate on FHA debentures. Administrative discretion was limited by a 
relationship to the long-term Government-bond rate; but, in view of the imprac- 
ticality of this formula, the plan might be considered without such a limitation. 

However, the association remains of the view, which it has repeatedly ex- 
pressed, that the only real solution to the question of maintaining and stabilizir 
the flow of mortgage money is to permit a free market for such money. 

To review our past statements may I take the liberty of sending you with this 
letter a policy statement which was published by the Mortgage Bankers Asso- 
ciation of America in 1954. 

The first section of this policy statement is entitled “Interest Rates and Dis- 
counts.” <A brief quotation from page 3 of the statement sets forth the heart of 
the problem: 

“The fact is that Congress cannot and does not control the cost of money by 
attempting to do so. By controlling interest rates, it compels discounts. If it 
controls both discounts and interest rates, it drives money out of the market into 
other fields of investment.” 

There have been many criticisms that if Congress were to permit rates of inter- 
est on mortgages insured by the Federal Housing Administration and guaranteed 
by the Veterans’ Administration to be set by agreement between the borrower and 
the lender without any specific ceiling being fixed by the Congress, it would re- 
move from the Government any supervision over these mortgages and would 
thus permit veterans and other borrowers to be “gouged.” 
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We would like to point out that it never has been the intention of the association 
to remove from the FHA Commissioner or the Administrator of Veterans’ Affairs 
administrative discretion to refuse to insure or guarantee any loan which in the 
opinion of the Commissioner or the Administrator had any terms or conditions 
that were inequitable to the borrower. The Commissioner of FHA and the Ad- 
ministrator of VA have always had such authority over any of the terms or con- 
ditions of an FHA or a VA loan, and under our proposal would continue to have 
such authority. Thus, before each FHA loan was insured or before each VA 
loan was guaranteed, the appropriate officer of the FHA or the VA would have 
before him papers, as he does today, clearly setting forth all the conditions of the 
contract, including the interest rate at which it was proposed to make the loan. 

If the rate indicated was clearly inequitable and out-of-line with rates gener- 
ally being charged in the locality for mortgages involving comparable property 
and credit characteristics, the FHA or VA office could return the application and 
refuse to issue a contract for insurance or guaranty. 

Our proposal, therefore, would have the advantages of flexibility and adaptabil- 
ity to local conditions and it should involve no more serious administrative prob- 
lems than are involved in determining construction costs and land values for 
purposes of appraisal. 

We are, therefore, still of the opinion not only that a free interest rate would 
give home buyers a more dependable access to the financial market than does a 
fixed rate but also that, under ordinary circumstances, the advantages of the in- 
surance or guaranty, the assured absences of second mortgage financing, in 
the Government systems, would produce a favorable differential between a free 
rate on FHA and VA loans and the rate on conventional home mortgage loans. 

Very sincerely yours, 
JOHN F. AUSTIN, Jr., 
President, Houston, Tex. 


EXHIBIT C 


OFFICE OF THE ASSISTANT SECRETARY OF DEFENSE 
(PROPERTIES AND INSTALLATIONS), 
Washington, D. C., January 31, 1957. 


Family housing projects approved for development under title VIII of the 
National Housing Act, as amended 
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State and military department Installation Number 
of units 
Alabama: | 
SE awk iincniainicacedihoaaireneiiia eG DCC ee ee ed cece eset eee sees | 300 
aa a ae eee Arun ee ee esis 670 
TIA ts ecniteshceruriciatgeniaeciiaiaal Fort Basket Cp ho oe OA cask cecciccnccdcnccchoscsucck | 600 
DS 20.2 2isccscuksesesers es I ae reccetuubtaset doses os ee | 214 
Uo csevisviesrtwvesensinbslitea tees Hider ck ecpeseeCsabadhhvenbbiematetbewinssunteeeed | 1, 784 
Se 
Arizona: } 
I .. cssisnnintgiemniiaihibaiaiedl Post Munchen. Ade dds Sted ohesecnsesceacsewssacwuss | 575 
Parenti aloe ae AS ca <r UT BSS sR 0 he AS oot SENS eal 209 
Air Force......... ieaeenal EABRG Br divine tanilndssensbbccinscbvaatewiskiercleeiie 795 
TI toad sieciniemristnetiaeabeianianmell {- Same County Maa. 2i 2 loco. pasescweswsesunncesseeet } 320 
al a sg nl ad pe Te Nite Pe Th Di a ih sal | 1, 890 
| — —— 
Arkansas: 
CES Sa ee soll RI so GF SSC Ng | 215 
ARLES eT RS > ORO De BUN. art Soest dso) cdbbestuunestteciuiicuh | 34 
I sa chcreicianscctembaraiiaaliaial UPROWEG Dl fo daa iin bennaneneeeedawnentied | 360 
Ut Sas sdeidiaininndbddaiaaeataie FO 5 RO SEE Be errr } 1, 535 
A ianntorewneniinninwennncante | adua cc eeannnns+nseesheshhatddsidddessauebsbianennusscneudees 2, 144 
California: | " 
Army Site ceanel 5 (ee amdbaunbelmenaeeonns 14 
3 cruise GOMRMNIIIY BUNUN Se RO OSE Na De Set oeEee .} 350 
Ro scunaisuraeinnasiasrcnanaateith BY eee i iy ere 1, 089 
DOS wecwwnmekieeunwiwe tg ae ee a ee “ 88 
RD rine arwitaerinarniaim Two ROek Ramesh Bee. osc op ewewscassceewcecesewewsiS 33 
ae OP Be Nee a a SS eee errr 51 
dc caxmcdéamaunaushead fe SS Sa Se tt eee 241 
DIO i vwerwintivneswsaswesbaw | El Toro and Santa Ana MC Air Stations. .-.............. 600 
OE rr Se eee i SiO MC UU oes eg cede | 360 
DL <cancuashewuhunkenane I I a aaancened | 695 
BOP PONG sc cteiniucowudeccurwiws SEOEINOND GEER othe ono ot a toeuonebWelweWedeuwubeuweweakes | 550 
RL, atetcwaunbarateeademiasietuahee RIE SEI oe ee eae i aeiuncisitnndinwwateueri 125 
RATS Soxnnnaeh CRNA Ie Gags Ss cS pn scindnt ed | 350 
BES cuts adueanaukioenmouead TEED EIT Uninc inianc cena dinule aiediane chai aatancacaanean | 500 
casubucmawauae FE ceba kunnin Gan pAntds in ceale ddd cab eene asa enediaae ciel 5, 046 
Colorado: 
RT io crmcnnrcmunnoniintdl aus RCN Cia wrdk bia pind de nrremnnnncninniiniands 500 
I bi wrntaderstanepaindecnducgrenamandet PURRI OCrGnemes ER kc cdidekies cenrernmnacasrensnwents 20 
SIDI aiaanateadenaddaraaiaananeaanae OOS DEORE DI hd aloe cirwtewitwaweweniewewiins 20 
Be iideeviermnnmivican I ics lie hud whieh dAbtotncbeindihce: Aa/ed nei acu arerenepnsuiorererrtcurersnctntparaterts 540 
IU I’ NN oS 8 ee er SS Se Se a ied een ar 1, 000 
District of Columbia: Army......- Oy i ctetetetnnanens naoudecddrbanaeuiacuedneaebanae 46 
Florida: pT 
ll -dccnenciahineiecaduraunal BS Sa I ica RUN, at Dl I. sea encienlinisenipiane dealin 213 
Nl ina iadeseinacntainteningiianil BB a a ee eee 277 
IL, cm duntuidiieaiehh tidiablae ee ea? 02) hs 7 oo ceeseniababeciiearentenaanaindinidibeaennitl 1, 000 
Sa © ccocaaneedicataepieaeincapeiesaaeaae Whiting Field NAAS.............--.. scctahdialp ailgeieiaspuanianialoanieete 289 
er Psa ncoduutecvcnucennouk ITER SNS DE ds, bd d4U a ecwessccacenwanwawammewene 500 
sii I ec adelibieeemial , 570 
ae aac aan 1, 125 
Do-.- sisi ainisinih ~ e SE PEE DA cckicdvcddidendettudémmanibdietsetiebbuainaaaae 420 
I See e 1 ein tse i aebeaeabeabaeiiet cecaien dk oI TI i i ee 5, 394 
| je 
Georgia: 
EEE SERS RE Oo nn a ees 1, 000 
a a tees OTe CAGGGOM, ...nxcncbddadinbddithtdeesnnntennmnimiitinttele 480 
Do. avkidiwataleugaiaee et aI TEI a nce necigdimciamctdiannt: tam wiliaare mS 107 
SR sks iccetescteee nN NIN oe So 2 SO ee ae eaeneaemcueaee 388 
ok nee bare | BSE CED Ned biel oc Sth Tacit cecensnsaie tara taniveararatesta aaa 160 
a ee oe RS ee eens o eee 590 
BEE Be cctntdnsgansianaks MA SEE Daenebh ete Pad sdis Selicead certs winhinds cinta mpaabonniommnl | 500 
a A a ssl I CIR an ed eee ae | 273 
Sere RN a BU aici chchtnsnsi ct piclnechceisgcepaiahedceitaanisa 200 
in co dbadieasdaccicdéedlasance cosbncteonen been deelteaea side 3, 698 
BRO? AW PaO. xn conncedcccees..) MOURA TO UT Bicaie intikicbedncnnctasdsencncacesestd 270 
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State and military department Installation Number 
of units 
Illinois: 
as in inna en eeedusbnaeiniiieel Granite City Engineer Depot._.........._.-.- So Ds med 65 
teh Ree eee st a le ‘, 150 
DU cbiinceccanadokantvdensntie Cnet Tees INTO. «a ccccccesceencne- 590 
isn: ndietachadtihenbostiaruehens a ae li A i ttc Da 805 
Indiana: 
a sais wtih bi eniirelh Jeffersonville Quartermaster De ont Detidh cec wicks loots 24 
OT I a acid caninicintlieit waialael Bunker Hill AFB. abi hae a i 680 
We kdb thedciedbinteunenede Sal talk raid oe etl I ahadaiehien ie aie 704 
aa | Sioux City MAP-_-.._- a Se ee 325 
Kansas: 
BJ uote dawsccdaees Fort Leavenworth (2 300 
IN i ask cg ghlcnien -| Fort Riley 433 
aa | Hutchinson NAS =e : 438 
I ca nincieiasicaidanh Sle cctibdeel Forbes AFB ‘ . ‘ 640 
Do. bee a a I ee dd on ne emmmnman 490 
ae a -| a eee diniapiieinenaninns 535 
Total oe . 2, 836 
Kentucky: Army. * Fort Knox. 2, 042 
Louisiana 
Army i .| Camp Leroy Johnson. .--.-. ke 100 
Do._... 8 | oon Polk 2, 000 
DS a e -| New Iberia NAAS 431 
> eee | England AFB--. poise senianabe 300 
Do ; | Houma AF Station i tis eubthathiee’ 30 
RRS is 2, 861 
Maine 
Navy ep | Brunswick NAS b 277 
Do. Winter Harbor NRS 20 
ELECT EA POT BS Te. ctacetenberddn lees 685 
I era a | 982 
Maryland: | 
Army... | Camp Detrick 63 
Do.. | Fort Holabird 198 
Do | LaPlata ARS 12 
Do. | Fort Meade 1, 000 
Do. Fort Ritchie 70 
Navy | Cheltenham Naval Radio Station 120 
Air Force | Andrews AFB 280 
Total. * 1,743 
Massachusetts 
Army Fort Banks 26 
Do Fort Devens 450 
Do Natick QM Research and Development Center 50 
Air Force........ ita L. G. Hanscom AFB 670 
Do. a Westover AFB_. 310 
Total....-- : 1, 506 
Michigan 
Army Camp Lucas 73 
Air Force Sawyer AFB 340 
Total 7 413 
Minnesota: Air Force Duluth MAP 240 
Mississippi: 
oe Meridian NAAS 382 
Air Force . Columbus AFB 480 
Do Greenville AFB 400 
Total 1, 262 
Missouri: : 
Army Fort Leonard Wood (2 1, 329 
Air Foree......-- ..| Grandview AFB 700 
Total ‘ 2, 020 
Montana: Air Force... Malmstrom AFB 400 
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State and military department | Installation Number 
| of units 
ae ateicall fests cand ot Side i. 
} 
Nebraska: 
PR a ie ck cn cece i ATT iin boats Bn pani deine dt Manca 600 
BC ccs eta oe SE SET Bi bterke-o44cumetihratitamdits oianccadtoceaness te 616 
WON) Kona is ges Peer ante 6-2 eke vueee ee rere. Lee ees eran ene ete oe 1, 216 
Nevada | A eae 
RW WON Sa oorie ce envccdencucwce PET UN Ss Seen ere ae, be ee ee nee ree 395 
SR a ae et 5 ee Sera a ee ee eer eee 645 
sie cncneses accdnundulewheabwba i hse chhacadelleneaibaaane wehabard dtitdbileddactddi tame 1, 040 
New Hampshire: Air Force. ------ SUI ach tii ini alk alii 1,7 
} —_—_— 
New Jersey: 
RE a ei | Boetie Diond Gemerel Teme. noe ccn nc ccccnsécccccesondes 23 
haa caperasscaf MMe WME. ckibzs 235358 tock. cccb ks taka ase baseceaeebioge 702 
RN is ciel ET he ad Bo 50 
| Pipi ica at dahewe oT SERS PONMIIIIEE COD ws Sadi cnesetes cocci cpansnusneceunedenn eee 240 
Air Force.........-. See Saal” Pa cake aie Soo et are | NGS 58 ee ee 2, 000 
ete s sc Aaa i 5s tas aed rs di cick acheedteciditarertn henadish aad noted ak alee egeadenarete 3,015 
New Mexico: oe 
ie hi eh ne White Sands Proving Ground (2).....................--.- 209 
ei CE .....------| Wingate Ordnance Depot--_--- San ee ee ee oe 8 
NUE hac succbedetdsusswseeks White Sands Proving Ground Test Facility..............- 51 
UL, aes Se A ll eT a eee ae 400 


PO cccces 
New York: 








ee iédie i I I a a a re a en ne | 238 
__ Sees scence eetgel Se Reet udnetadscase Jcivadwauciadubbadusdd tasks te | 48 
hs ke scien I a i ka i Bs 72 
WOO sdd Sodkeccccudewd a Wg eo EEA et = EE EA Secs ee 120 
ROT PRS bin acon cakes Uitcday ea aes BD i a a ee nen ee 460 
iA iicasieecdia cane I (CI cea a eae 290 
OE are ih" ay en SCI ie os as re nn 1, 685 
Do... aide saya to A I eet niehe dries dita he natin tind a Recall 300 
ce ers ee ale ee ae i I ne odaubkunbniaasen 350 
SE Rok ose Son dct ED Bi sks oo cock eet ee eee 216 
Toetal...<.... bia SE eA SESS ene ee ee tad 3, 77 
North Carolina: | 
Army... SS Tae re 8 Oe Sd 2, 000 
Navy-....-. RPT eM i Near Ss Waa eed 5s 6 | 1, 124 
WON vedutcacscs eaeedcdeas i CIO WOM a ic LE Ea see aetna ios 632 
ND siarscte tnaaih .....-.-.--| Harvey Point Seaplane Facility... 4 é sissidsiase 510 
Do. . re oes. New River McAF..-_-...-- bal Ewes Ot Sr eee 435 
Air Force i eat Pope APD... ccc. pakke Count a il ae ice ae 560 
Do... B,” Opne SERINE ce on eal gana 1, 500 
| ad eee 
Total____- So Bh | a a Fo Pee ae ee 6, 761 
North Dakota: 
BE Wi itsnccwckensccntcauccacssst Gn Pee are s Reeon ema a eee 240 
BONA bd uv icdinigie weakens inn ceata pa eee ld eis ‘ 450 
deictnernts 
Total : oe aaa aad Susbaoeesanen : | 690 
| — = 
Ohio | 
at Pees. ac ade .-| eokbDourne APD. .3.3.2..2... he ae ..| 400 
ti kick iehdahcinkonran ex Youngstown AFB..-..-- =f Seiibsinsini al 250 
| = — 
ee ee ey atee pe Sociale coancaehe ech oer ee ae ‘ 650 
Oklahoma: | 
Air Force....... Sivan = | Altus AFB pict ia a ; a | 700 
Do.. oy {55 |} Ardmore AFB Se a we 750 
SOE A okd wc enkdacethaaeatal png a 500 
Do. yoo pes cane: ef a ee mri ec ie 268 
Do-_. a : | Vance AFB__.._. ee ee ee 230 
Total Seek a teieaatok : Seattle sachs Seatac el Be ; 2, 448 
oa es BE Pete Ricccnavncddccocun Klamath Falls MAP..........-.--.- A ea a | 220 
vf. } = 
Pennsylvania: 
BIURT oncus .-| New Cumberland General Depot. a 91 
Do. ; ; | Philadelphia Quartermaster Depot : | 46 
yeas | Olmsted AFB cine ines | OS Sacer 140 
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of units 
South Carolina: 
ay EMail waaweedels Charleston Transportation Depot...................-.---- 12 
ee ees sake ets <2. 7 Ai bedaeabaiewenheecowiseee 300 
I aha at nara cmuntentities a a 2, 565 
OO NN ee ST IE nis pacmncamindtemisbnewedeme ginaneniard 415 
| ee SIND SUPER 5 nce cwancusccawcdbciennte Reeers 600 
i eta ecto iniriclncmnscacesesintostaiage a Ea ee 800 
Daan eae a eh eee 30> S88 a ae nebncakiso daauccabiunncuabdwuins 4, 692 
Tennessee: i 
iS bans ST UE RD. ... ccccasnndinacoabecwe 181 
Pe tcaduinicntiitecmnictisecand OES EE cncnactnciaxkesbatscekuctccuannne 87 
are en rons ee oe ee ae - : 268 
Texas: 
a I ae i 900 
TRE S ee Me ccweaes ‘a 125 
SNE cele DicehaiieuciasSiamnsaincatacaiaictibs re caaricnneteawes 125 
| EE SESES SS eee aa aes Wm. Beaumont Army Senor ccneee Swbutebanveshvubis 125 
Ne Chase Field NAAS........... sheae « 225 
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Mr. Ratns. Thank you, Mr. Tharpe. 

We have a good many questions here. You know, Mr. Tharpe, I 
have been 13 years on this committee, and as a member of State 
legislatures for a while. I wish some of you fellows would get elected 
to Congress and face these problems from the other side of the table. 

It is inconceivable to me how you can make some of those state- 
ments. For instance, the statement that you think FHA interest 
rates should be uncontrolled. FHA is a guaranteed program by the 
taxpayers of the country, put in to assist im getting housing—for in- 
stance much like the Federal Government guarantees the bank de- 
posits in the country. 

Now, when you talk about an interest rate on a Government-guar- 
anteed loan that could just bounce up wherever the market wanted 
it, or bounce down, I just don’t understand how you think the Con- 
gress, with the taxpayers’ money, would insure the payments on loans 
in which interest rates could go up, well, to 6 percent or 7 percent. 

So I don’t get that viewpoint. I don’t think many Members of 
Congress agree with that at all. I can understand in the money busi- 
ness, just as if I were in the law business, I would like to be let alone 
completely, but don’t you really think that the FHA has been a means 
of making a lot of money for the mortgage bankers ? 

Mr. TuHarrr. There is no question, “Mr. ¢ Chairman, about the FHA 
creating many opportunities for mortgage bankers, homehowners, 
builders, building supply houses. It has been a means to do a lot of 
things for a lot of people. 

Mr. Rarns. Of course, it is evident from the increase in homeowner- 
ship since FHA came into being, that has been of great benefit to the 
people. 

Likewise, I think it can be proven conclusively that it is of great 
benefit to the people in the mortgage business. 

Now, the other question that I have difficulty getting through my 
head is the statement you make about military housing. You see 
we either had to provide military housing by appropriated funds, 
which I would favor if we had the money, and which would be a 
charge against the Budget of the United States, and against the na- 

tional debt, or we have to provide some means, the Congress does, 
whereby a military housing program could be put. into effect to take 
care of these people. 

Now, which would you prefer, to increase the national debt to 
fantastic limits, or to leave it in the mortgage market on military 
housing ? 

Mr. Trarrr, Mr. Chairman, I think we are fooling ourselves when 
we say we are not increasing the national debt this way. 

Mr. Rarns. There is no doubt of that. 

Mr. THarrr. We are kidding ourselves. I think you would have a 
more realistic program, the military would have to prove their point 
a little more strongly, to get direct appropriations. We favor military 
housing in areas where it is needed. It is a question of the military 
housing that is being created in areas that we do not think is needed. 
I can cite examples. 

Mr. Rarns. I would like to point out on the FHA-insured mortgages 
that you are referring to there, they are really Wherry Act mortgages, 
and most of them are built adjacent for military personnel, and they 








226 HOUSING ACT OF 1957 


are covered by FHA, but the law which provides for military hous- 
ing, and this committee wrote it in, says that before any of the military 
housing can be built on that post, no matter how much it is needed, 
they must first acquire, so as to take off the backs of FHA, that Wherry 
housing project that is there; that is now in the law, and it has to be 
done before the military housing can be built. 

Mr. Tuarrer. That is true, Mr. Chairman, but also there are many, 
many 203 FHA loans in areas that we feel are adequate housing for 
the military. I can cite examples. I know of one community in our 
own State where FHA has already foreclosed 500 units. 

Mr. Rarns. Well, now, let us get down to brass tacks. We have 
that same statement from FHA, and FHA is the pride and joy of 
this committee because this committee wrote FHA, and military hous- 
ing is not altogether under our jurisdiction. It is largely in many 
respects under the jurisdiction of the gentleman from Georgia, Mr. 
Vinson, but this particular part of the insured mortgages does come 
under our committee. 

I think you would agree with me that the national interest ought 
to come first. 

Mr. Tuarre. I would, sir. 

Mr. Rarns. Of course, I am not saying, in the administration of it, 
that they are not making mistakes. 

Mr. Negev. May I comment, Mr. Chairman ? 

Mr. Rarns. Yes. 

Mr. Neet. I think for the committee’s complete information that 
would be helpful if I pointed out that what we are trying to get at here 
is the use of the FHA system of insurance to accomplish a means 
which we think ought to be accomplished by other methods. 

After all, these loans which are insured under title VIII are not 
the typical kind of FHA mortgage at all. They are really a type of 
bond financing, and ought to be financed either that way or by direct 
appropriations, and we see through this system a means of getting 
the FHA into a program which it was never designed to accomplish, 
because the normal safeguards which FHA surrounds its insurance 
program in title VIII housing with, are completely out the window. 

Once the military guarantees the FHA against loss, any FHA esti- 
mate of need is overwritten and is not controlled. 

Mr. Apponizio. I have to disagree with that, because the FHA tells 
us differently. The Secretary of Defense has never overridden the 
decision of the FHA in any military housing. 

Mr. Tuarpe. In that connection, it is my recommendation that the 
committee look into the recommendations of the FHA as compared 
to what comes out. 

Mr. Apponizio. Mr. Tharpe, I must tell you that this subcommittee 
for the last 2 years visited many military installations throughout the 
whole country, and we feel very strongly about the fact that the re- 
quests that the military are making as to the need for their housing is 
only about 50 percent of what they actually need, and we have h: ad it 
proven to us by facts and figures that they are taking into conside ra 
tion every bit of available rental housing in the area ‘when the ‘y make 
these requests. 

Mr, Neetu. I think our point, Mr. Addonizio, is this.: If you attack 
this problem—and we don’t deny the existence of the problem—if 
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you attack it continuously by this FHA program, you will require 
some private sources to provide a billion and a half dollars. 

Now, if you do that for this 86,000 units you must realize that those 

same funds are the funds you are also looking to to provide the other 
private housing, and you can’t do that. 

Mr. Rarns. That is a good point. 

Mr. Apponizio. FHA is the controlling factor there. Doesn’t FHA 
decide ¢ 

Mr. Neex. The law provides that if the military guarantees the FHA 
against loss, FHA is required to insure a loan whether or not it would 
ordinarily do so under its standards. 

Mr. Rains. The truth, Mr. Neel, is that most of these funds in mili- 
tary housing are from trust funds which we have not yet been able 
to tap for the general overall home building. Isn’t that correct ? 

Mr. Neex. The first military housing loan was made by a pension 
trust fund in New York City. There have been many problems be- 
cause of the rates these loans carry, particularly the construction loans, 
part of them, is lower than the market rate for some types of construc- 
tion and other types of financing, and their main problem today is 
to secure any financing at all. 

Mr. Rarns. The last two loans made last week in my State of Ala- 
bama, at Fort McClellan and Camp Rucker, were made by the Ala- 
bama Teacher Retirement Association. I have checked the record, 
and I find they are practically all coming out of trusts and endowment 
funds, which we would like very much to get into the housing business, 
but we have not been successful in doing the at. 

Mr. Neev. Well, I think that if this type of financing were closer 
to the typical bond or debenture type of financing to which these in- 
stitutions are used rather than calling it a mortgage, which it really 
isn’t, an FITA mortgage, you would get even more of those funds. 

Mr. Rains. You might be interested in knowing that there is some 
consideration being given to that angle of it by this committee. 

I have one other question, and then I am going to pass on to Mr. 
McDonough over here. 

On page 9, Mr. Tharpe, you indicate that you think that any attempt 
to control discounts would be unworkable. Now, if we must have dis- 
counts, and I am one of those who understand that you have to have 
some liquidity of operation where you can work, that you can’t work in 
a straitjacket, 1 know that, and yet there are people in the Congress 
who don’t share my opinion about that, but to face up against the 
fact that we have unconscionable discounts, and we have a record of 
them throughout the country, it is my judgment that Congress is going 
to take some action on discounts. We tried it one time and it wound 
up in a fiasco. 

Now, if the Congress does take some action, wouldn’t it be better 
to use the proposal we are considering, not to rule out discounts, 
but to place some kind of reasonable ceiling on discounts? 

If we have to take some action, wouldn’t it be better to leave the 
authority with the proper officials in the Government to handle those 
discounts as to areas, geographic areas, and so forth, and quality of 
mortgages? 

Mr. Trarpr. I think it definitely would, Mr. Chairman, but again 
I think, as we have suggested, th: at we should face up to the whole 
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thing. By having discounts we are getting flexibility in the rate. 
Therefore, why not free the rate, and I think the letter that we have 

with our statement from Mr. Austin explains pretty conclusively what 
we mean by a free rate, 

Mr. Rats. But if we were to free the rate there would be no FHA 
and no VA. If we were to free the rate it would be back to the rule 
of tooth and claw. 

So you are talking about something that can’t happen. You know 
it is daytime out there, and we can’ 7 suddenly make it night. I am 
trying to get down to the practicality of facts as we face them in 
Congress. 

In the first place, we can’t free the interest rate on VA and FHA 
loans, and, in the second place, we cannot continue for those loans in 
certain areas to hit the extreme discount rate that they have because 
it is bad publicity. I even know good mortgage bankers that are 
going to appear before this committee, fellows like yourself, close 
friends of yours, from my State, who won’t make loans now because 
of the pressure of the discounts. They don’t want the day to come 
when some congressional committee w il] look down their throat and 
say you are in the short-loan business, so to keep that from happening, 
yet to give you room to operate, don’t you really think that the Con- 
gress ought to take some cognizance of that fact and do something 
about it? 

Mr. Tuarrr. Yes, sir; I certainly do. 

Mr. Ratns. Thank you very much. 

Mr. McDonough ? 

Mr. McDonoveu. I believe Mr. Austin had a comment. 

Mr. Rarns. Did you want to say something ¢ 

Mr. Austin. I think it has been adequately covered. 

Mr. Ratys. Mr. McDonough. 

Mr. McDonoven. Mr. Tharpe, you stated in your testimony that 
you believed there was military housing being built where it was not 
needed. Now, can you give an area and an instance of a military base 
where it is being built or proposed to be built, that it isn’t needed ? 

Mr. Tuarre. I think I ean, Mr. McDonough, in Augusta, Ga., as an 
example, FHA has foreclosed 500 section 203 units. They have on 
plans there 480 military housing units. The base is not too far re- 
moved from the city of Augusta. I think it will seriously affect the 
economy of many cities like that. 

Mr. McDonoucn. You mean they are proposing to build title VIII 
military housing there ? 

Mr. Taree. While the »y are foreclosing 203 units, yes. 

Mr. McDonoven. How many units? 

Mr. TuHarre. 408. 

Mr. McDonouen. Those were Wherry units? 

Mr. Trarrr. Yes. 

Mr. McDonovuen. Do you know of any other instances today? 

Mr. Tuarpr. I know in Columbus, Ga., sales are comparatively slow. 
There is available housing on the market. They havea thousand units 
under construction. There is no airfield in connection with that. 
There is just a landing strip. 

Mr. McDonovcn. Well, furthermore, you seem to emphasize the 
need for a free interest market, to let the supply and demand de- 
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termine the rate of interest. What do you consider too high a rate 
of interest to do business 4 

Mr. Taree. I think the State laws have already determined that, 

Mr. McDonough. They all have usury laws. Our feeling of a free 
‘ate I think ean best be explained by the letter we have in here from 
Mr. Austin. 

I would like him to comment on it, if he would like to. 

Mr. Austin. I will be glad to comment on it, Mr. McDonough. 

As to what an adequ: ite rate will be is hard to determine right tod: Ly. 
There is some talk a 5-percent interest, the inadequacy of it, that it 
brings out additional funds, which I am sure it is doing. 

The big problem about the rates is that if Congress does not see 
its way clear to make it possible for a free interest rate to be had on 
guaranteed and insured mortgages, why not follow the suggestion to 
a certain extent that Mr. Rains made when he said something about 
the Administration or the Bureau or the FHA or the Veterans’ Ad- 
ministration, handling the discount features, why not let those particu- 
lar administrations handle the interest rate, and in that way you would 
control both the discounts involved, and then you could effect a realis- 
tic interest rate in the areas concerned. 

Mr. THarrr. We do not intend to propose that FHA or the VA 
automatically guarantee or insure loans at any rate submitted to them. 
They now approve credits, construction, loc: ation, and we think they 
cout do just as good a job on approving the rate. 

Mr. McDonovan. Well, you heard the testimony of Mr. Goodyear, 
did you? 

Mr. Trarpr. Yes, sir. 

Mr. McDonoven. And his recommendation of a central mortgage 
bank to level off this problem of absorbing the mortgages on homes. 
What do you think of that ? 

Mr. THarpr. I will let Mr. Neel comment on that. 

Mr. Nerv. We spent a good deal of time 2 or 3 years ago with other 
associations in the field, including the home builders, dr awing up plans 
for a central mortgage bank, or setting some of the principles we 
thought would have to be followed if there were to be such an insti- 
tution. We presented our recommendations to this committee in 
detail. There is a 20- or 30-page study on what you would have to do 
to set up this central mortgage bank. 

We considered at the time, and still consider, that such an institu- 
tion would be very helpful and desirable. Fannie May was changed 
to make it perform some of those functions, and it could be changed 
to make it perform more of those functions. The one thing we cau- 
tioned against, and still do in connection with any central mortgage 
facility, was its use to try to support a submarket interest rate, and we 
think that is the problem that you have got to face in here. 

Mr. McDonoven. A submarket interest rate, do you say? 

Mr. Nrex. Yes; and we think that is the problem with the special- 
assistance functions. If you try to use special funds, appropriated by 
Congress through Fannie May, or any other way, to try to pay more 
for something than the people in the open market are willing to pay 
for it, there is practically no limitation as to what you will be called 
upon to put up. 
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Mr. McDonoveu. Well, our recommendations :s to the central mort- 
gage bank; do you limit its ¢ apitalization? Would you limit its inter- 
est rate? Would you limit its discount ? 

Mr. Neeu. If I can recall correctly some of the terms that we talked 
about when we talked about that facility, was that it would have abil- 
ity to raise capital by issuing debentures against preferred stock, such 
as Fannie May has today. 

Mr. McDonoven. Up to a certain limit / 

Mr. Negev. Up to a certain limit; that is correct. We didn’t talk 
about making them buy loans at any specific figure. We said they 
would buy them at a rate which woul | not provide a primary market, 
which means they wouldn’t be in the market at par, if that were the 
going rate for the mortgages. They would pay something below the 
going rate for them. 

We didn’t limit the discounts they ‘y were to pay, and we didn’t set 
any rate or charges they woul l have to pay. We leit that up to the 
cise refion of their Board of Dire: stoma but one of the things we sug- 
gested, which never has h: ip pened, 1S th: at the Board of Directors of 
I’annie May ought to be a much more respectably responsible board 
of managers. By that I mean this: The current Board of Directors 
of Fannie May today is very much circumscribed. It is the president 
of the company, the Housing and Home Finance Administrator. 
They took off all representation from the Veterans’ Administration 


and other agencies of the Government. We thought, and still do 
think, that Fannie May ought to be representative of all phases of 
the economy, including some people on there to protect the publie in- 
terest, and that is one suggestion that is in ow prepared statement, 


regarding Fannie May, we think ought to deserve consideration. 

Mr. McDonoven. You think Fannie May today is operating as a 
primary source for mortgage purchasing rather than a secondary 
mg 

Mr. Neetu. In its special-assistance functions, it is: yes. 

Mr. McDonovait. Well, special assistance; that is needed. You 
people don’t go into that market at all, or you go into it at very high 
discount. That can hardly be called a primary market in that in 
stance, because it isn’t even a primary market for you people 

Mr. Nee. We don’t think that Fannie May’s ope repose outside 
of special assistance today are operating at a primary market, although 
from time to time they have done things which would indica te that 
they were under certain pressures—that they would not have taken 
those steps if they had been free to move as a strictly responsible mar- 
ket kind of operation would have been. 

For example, when interest rates started to go up early in the fall, 
they actually decreased the price that it cost you to do business with 
them, and they increased the support price which they paid for mort- 
gages, which didn’t make any sense to me as a business type of opera- 
tion. In other words, it was the use of the facility for a purpose, in 
my opinion, which is far removed from its true purpose as a secondary 
market. 

Mr. McDonovert. You people. as an institution, are interested 
supplying homes for the medium-income buyer to buy, aren’t you: 
homes from the twelve to fiftten thousand dollar class home? 

Mr. Nerv. The typical mortgage banker supplies all ranges. Our 
primary purpose is to try to bring the person who wants to borrow 
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money together with the person who has the money to lend. We 
represent the insurance companies, and people of that sort, and it cov- 
ers the entire range of the cost of housing. 

Mr. McDonoucu. What percentage ‘of your business is devoted to 
the poesia of the building of homes for the medium-class buyers? 

Mr. Neex. Mr. Tharpe, do you want to answer that ? 

Mr. Austin. Let me try to answer that, Mr. McDonough. This is 
purely conjecture, anything in terms of a number of mortgage com- 
panies. I would say 60 percent, sir. 

Mr. McDonovueu. Now, in promoting that interest, and doing every- 
thing that you can to provide such means for financing those homes, 
then why do you folks in various areas of the country ask for such 
tremendous discounts on mortgages? We have a problem in Cali- 
fornia that it is really almost usury, in the reverse, as far as discounts 
on mortgages is concerned. 

Mr. Austin. May I try to answer that, sir; because we operate in 
California, and it is just as rough as can be, and I concede it. 

Mr. McDonoven. Do you mean rough on you, or rough on us? 

Mr. Austin. Oneverybody ; rough on us as well. 

Mr. McDonoven. So have you ever lost a mortgage that you 
bought in California ? 

Mr. Austin. Yes, sir. 

Mr. McDonoven. How many vears ago / 

Mr. Austin. This last year, sir. 

Mr. McDonover. Well, you hold it long enough and it will be good. 

Mr. Austin. I know. But how long can you hold California mort- 
gages? The mortgage banker performs the service of originating 
mortgages to permanent investors. In the origination process he 
generally covers his position. He generally has a takeout commit- 
ment. Many mortgage bankers, however, take a position in the mar- 
ket. When interest rates are increasing, there is a time limit to a 
commitment at a certain figure. When that time limit expires that 
commitment is null and void at the time. 

The mortgage bankers certainly have a responsibility to the home- 
building industry, because the home builder makes us as much as our 
investor makes us, being a middle man as we are. We have a respon- 
sibility to that builder, that we have been financing, to close his loans, 
particularly where he has some extra land, and the only way he can 
liquidate that land is by building out. 

You will find many mortgage bankers—and I can cite what we are 
doing right there in your area, Mr. McDonough. We are closing out 
these mortgages for the banat of the builder. We tell him we would 
rather not have the loans, and rather not deal in this discount market. 

But if they can market them elsewhere, well and good, we will close 
them out at 15, and under, at the prevailing Fannie May price. Those 
15 and over, we will have to close them out as low as 8714, but in the 
closing-out process we are warehousing those loans for that particular 
builder, and he will get the benefit of any rise in the market if it oc 
curs W ithin a reasonable period of time. All of the time we don’t want 
te close the loans, and that is, I think, the position of the mortgage 
banking industry as a whole. 

Mr. McDonovucn. You mean that is the position in the areas where 
there are high discounts ¢ 
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Mr. Austin. Yes. 

Mr. McDonoveu. That isnt the situation in the areas where there is 
not a high discount ? 

Mr. Austin. That is correct. 

Mr. McDonoveu. And as a result of that high discount, and that 
maneuver you have just outlined, it prevents the builder from having 
funds to continue to build to supply the demand for homes ? 

Mr. Austin. That is right; unless those loans were closed out. 

Mr. McDonoveu. Now, we are in a situation where many, many 
builders, I mean substantial regular builders that have been in the 
business for years, I don’t mean the fellow that just started up in the 
last 2 or 3 years, but a man that has been in the business for a long 
time, has had to suspend his operations. 

Mr. Austin. That is correct. 

Mr. McDonovcu. And we are building up an inventory demand 
for homes for the middle-income class of people, I mean the medium 
downpayment, low-rate long-term mortgage. Are we going to wait 
until this demand becomes more urgent than it is now, and then run 
into another boom on building, or how are we going to modify this 
situation? How are we going to meet this situation today ? 

You people have the money, and the people who want to build are 
looking for the money. You ought to have a solution to this proh- 
lem. 

Mr. THarpr. Free the interest rate. 

Mr. McDonovenu. That is what we are trying to find out in this 
committee. 

Mr. Austin. A realistic interest rate is the only answer we can give, 
Mr. McDonough. 

Mr. McDonoven. A realistic interest rate ? 

Mr. Austin. Yes. 

Mr. McDonoven. What about a realistic discount ? 

Mr. Tuarre. It isthe same thing. 

Mr. McDonoveu. That is up to you. You have the money, and 
you are doing the buying. Are you going to continue to penalize these 
people with a high discount rate if they have a realistic interest 
rate ¢ 

Mr. Avstrn. Our industry does not like heavy discounts. The in- 
vestors in the main do not like heavy discounts. I know of investors 
that will not buy a mortgage below 95 because they know that that 
discount is being paid by something, and we feel the same way about 
it. Weare in this situation where areas very temporarily may be over- 
built, and we have a problem of working out those areas, and we have 
all got to work together as a team, the builder, the mortgage banker, 
and the investor, and I think that this situation in which we are living 
today is a temporary one, but we cannot do it today on the 414 percent 
interest rate. 

Mr. Nest. Mr. McDonough, it isn’t just a question of siting back 
with the funds. The mortgage banker is competing with other types 
of institutions for the funds that the investors have available. 

Let me just give you an example, I have given you this before. We 
come to the question of loans for the construction of tankers. Con- 
gress has said that the Administration can guarantee a loan for the 
construction of a tanker which carries an interest rate as high as 6 
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reent. My understanding is the Maritime Administration says they 
Sawe never actually insured one that has an interest rate over 5, but 
they are insuring them at that. 

Mr. Berrts. I hate to interrupt, but isn’t it true Congress fixed the 
limit rate at 5 percent, and it is up to the Secretary of Commerce 
whether it may be j increased from 5 to 6, and there have been no loans 
above 5 ?/ 

Mr. Nrev. That is what I said, the statute sets a maximum of 6, but 
the institution says they have not insured any above 5. 

Mr. Betts. It is at the discretion of the Secretary of Commerce to 
increase it. 

Mr. Neev. And they are big loans. 

Mr. Rays. Only $18 million has been loaned on it, so actually the 
hammer hasn’t hit, as yet. 

Mr. McDonoueu. Mr. Chairman, I think Mr. Neel was citing that 
as an instance to arrive at another conclusion; is that right? 

Mr. Nest. Well, I was going to cite 

Mr. McDonoucu. You were coming around to another point? 

Mr. Nret. My point was that those loans are absolutely guaranteed. 
It is for large amounts. ‘There are no monthly payments. It is an 
attractive interest rate. We have to compete with people who want 
that money, and there is just not enough money for everybody. 

Mr. McDonoven. Well, now, a moment ago you said you believed 
about 60 percent of the mortgage bankers’ interest was in the medium- 
priced home. 

Mr. Austin. I made that statement. 

Mr. McDonovueu. The other 40 percent of your business is what— 
other types of construction, factory construction, and so on ? 

Mr. THarre. Commercial and the higher-priced homes. 

Mr. McDonoucu. There is where you get the higher rates of in- 
terest ¢ 

Mr. Negex. That is right. 

Mr. McDonovueu. It is a higher paying market than home building? 

Mr. Austin. That is correct. 

Mr. Nee. It isn’t as much as you might think, Mr. McDonough. 
The typical conventional loan today, even with the high downpay- 
ment, doesn’t carry an interest rate hardly anywhere that I know of 
over 6 percent, and many of them are at less than 6 percent, so we are 
not talking about a range that is as much as many people would think, 
I believe, even where there is absolutely no limit. 

Mr. Rains. Mr. Ashley ? 

Mr. Asutey. I had one short question. 

Mr. McDonoven. Pardon me, Mr. Ashley, just one further point. 

Do you favor the increase in the funds for Fannie May, the addi- 
tional billion dollars which is under consideration by Congress at the 
present time ? 

Mr. Taree. We do, and we so stated, sir. 

Mr. McDonoveu. All right. 

Mr. Aster. On page 11, Mr. Tharpe, you indicate that you share 
Mr. Burgess’ opposition to use of national service life insurance funds 
to support veterans’ mortgages. If this were, in fact, carried out, 
mortgage bankers would continue to get their 1 percent charge from 
the veteran, and their service fee for the life of the loan, wouldn’t 
they ? 
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Mr. Tuarrr. That is correct: yes, sir; if it was operated through 
Fannie May. 

Mr. Asutey. Sothere is no selfish interest here / 

Mr. Tuarrr. No. Wethink you are swapping dollars. 

AsuLEy. Now, inasinuch as this is the veteran’s money that we 
are talking about, inasmuch as the mortgages are cuaranteed in the 
initial instance, it is a quality investment. But, particularly since it 
is the veteran’s money, what opposition do you have to the veteran 
getting an increased yield, really, from that investment over the 3 per- 
cent that it iscurrently earning / 

Mr. NEEt. MM: ay [comment, Mr. Ashley / 


I don’t believe that is the basis of our opposition, sir. All of us agree 
that a VA loan isa qui lity investment. There is some doubt in tny 
mind about whether the veteran who pays the insurance 
actually wants this money to go into VA loans. 
evidence that he does. 


premium 
[ haven’t seen any 


Mr. Asuuey. Is that the basis of your opposition ¢ 

Mr. Neri. Well, that would be one of my own. I haven’t seen any 
evidence that the man that is paying the premiums is the one who wants 
the funds invested in GI loans, but that is rather beside the point. 

I think our main question about the investment of these in NSULI 
funds is, (1) if you try to do what Mr. Burgess says, you are really 
swapping dollars. 

Mr. Asutey. Going back to the market to get the money # 

Mr. Neex. That is corre ct. 

Mr. Asutrey. We have heard that. All right. 

Now, Mr. Tharpe, saath were speaking about flexible interest rates a 
little while ago, and we have heard considerable discussion from wit- 
nesses sharing your point of view on the necessity of interest rates 
being flexib le to reflect the ti — of the market. The fact of the 
mat is, isn’t it, that as your interest rates go up, as they have been 
tients in recent months, there is an increased pressure for indi 
viduals to resort, under this pressure, to secondary mortgage financing, 
land contracts, and other dan cerous forms of financing ? 

Mr. Tuarre. I woul Ls iy definitely there is. 

Mr. Asney. as cl eated considerable havoc back in the late 
twenties and early tl sation: i am just wondering how you propose to 
meet this threat ? 

Mr. Tuarrr. If FHA and VA have realistic interest rates they 
would not be required to buy with conventional financing requiring 
the second mortgages or second trusts. 

Mr. Asniey. You feel if the interest rate on a VA loan goes to 5 
percent, and even if subse wee ntly the market becomes even tighter and 
both FHA and VA rates again go up that the veteran is still going to 
avail himself of that means of financing for the purchase of homes? 

Mr. Tuarre. I would say he would. He would have to. 

Mr. Asutey. Or else not buy at all. 

Mr. Taree. Or not buy. We have not said 5 percent is the specu- 
lative rate. 

Mr. Asutey. In other words, 5 percent may not even be speculative ? 

Mr. Tuarre. We don’t know. 

Mr. Asutey. For the purposes of halting inflation, if that is the 
objective. 
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Mr. Tuarrr. I hardly know how you can control rates any more 
than you can control the pr ice of brick. 

Mr. Asuiry. Of course, what we are getting at, and I mentioned 
this yesterday, is that your interest rates can go up and up under the 
flexible interest theory you advocate. I agree that, eventually it is 
going to halt inflation, but it may be only a few paces more and you are 
into a real deflation. That it is going to be tremendously difficult to 
counter. 

Mr. Tuarre. Mr, Ashley, there is a lot of competition in the 
mortgage-banking business. We are not in it by ourselves. We have 
many competitors. Competition will control that. It controls it on 
conventional loans today. It keeps conventional loans from going out 
of the ceiling today. We, in Atlanta, as an example, have some 35 
mortgage bankers, and it gets pretty competitive at times for GI, 
FHA, and conventional loans. The rates can ¢ ome down, down, down, 
as well as go up, up, up, and any time that you fix a rate, the minute 
you fix a rate it immediate ly becomes 2 minimum rate—and under our 
proposal it t would be freer to move—but the minute you peg a rate it 
immediately becomes the minimum rate. 

Mr. Asutuy. Your proposal is to let the sky be the limit; isn’t that 
if f 

Mr. Tuarrr. Yes; in effect. Our proposal is that the State director 

' FHA, that the administrator of VA, approve the interest rate at 
which the loan is submitted to them, the same as he approves the 
credit. He today approves the location, the construction, the credit 
of the borrower, and if the loan is submitted to him at an unrealistic 


rate he does not have to insure nor does he have to guarantee. 
Mr. Astney. It se be unrealistic, but that Neca | depend on all of 
your ‘onome facto ‘sat tl eye eearersrs time. 


‘Tuarre. That is right; and m a particular geographic area. 
oe can better determine what it will take to get the loan in the geo- 
graphic area. Hle is in a better position to do it, and when you set 

minimum rate, or a maximum rate, in either insured or guar: anteed 
loans, it might be very effective in Philadelphia, but it is not effective 
In south Lreorela., 

Mr. Asuntey. Who isit that would have that control ? 

Mr. Tuarrr. The insuring and guaranteeing officers of the VA and 
the administrator of them. In the case of FHA, it would be the State 
r, and the loan-guaranty officers in the various areas. 

Mr. Neev. Basically, Mr. Ashley, our idea was this: Congress would 

‘t set a2 maximum rate of interest that a loan insured by FHA or VA 
could carry. It would leave to the discretion of FHA commissioner 
and the VA administrator, as he now has the authority on which not 
to insure a loan on which he fe ws any of the conditions, rate, or term, 
rat ythis @ else, were out of line. Therefore, you would have admin 
istrative flexibility in the various parts of the country, and as the loans 
came across the desks of the local directors, as they do tod: Ly, he would 
know whether the terms of the loan followed the lending patte rn which 
h: ad been consistent in that area, both as to credit, underwriting, rate 
of interest, and anything else. 

Mr. Asniry. Do vou think one man, even in good health, could 
stand the pressure he would be under in such a capacity ¢ 

Mr. Nerv. Sir, it would increase the pressure, but he is under pres- 
sure today on these other things, like credit, and location, and all of 
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the other things, and they survive it all right; and if he saw a loan 
come across his desk where a rate, for example, was so much out of 
line with the things that had been going across, he would, of cours 

decline to assure the loan on the ground that it is an uninsurable leat 

Mr. Ratns. We will have to move along, gentlemen. The House is 
in session, and we have spent a lot of time with these witnesses. 

Mrs. Sullivan. 

Mrs. Sutitvax. No questions. 

Mr. Ratns. Mr. Betts. 

Mr. Berrs. Just one question. 

With respect to the matter of national service life insurance, as I 
understand it you feel that there are sufficient direct-loan funds for 
the VA to take care of this situation / 

Mr. THarpe. Yes. 

Mr. Berrs. And is that your only reason for objecting to this pro- 
posal ¢ 

Mr. Tuarre. To the national service life, no; that is not it. We do 
not feel that it will add any additional money to the supply, that you 
will be swapping dollars, and we do not think that the Congress should 
attempt, with the national service life money, to support a submarket 
interest rate. 

Mr. McDonovenr. Mr. Chairman 


Mr. Neel, a moment ago you said in reply to Mr. Ashley that you 
saw no evidence where the holder of a nation: s service hfe insurance 
fund policy had evidenced his desire that his premium should be used 


for the purchase of mortgages. 

Mr. Nee. Yes, sir. 

Mr. McDonoveu. Well. do you know of any evidence where the 
holder of a conventional insurance premium has expressed his views 
as to how the money that he is investing in the conventional company 
should be used for any purpose at all? Does the average person who 
owns an insurance policy, and pays premiums, know anything about 
what the insurance company is using the money for? , 

Mr. Neetu. No: I think he does not, Mr. Mr. McDonough, but the 
point was that people were saying that the veterans’ premiums ought 
to be used to make veterans’ loans, and I don’t think that has anv more 
validity to what the funds ought to be used for than anything else. 

As you have said, I don’t think the average policyholder knows what 
his premiums are used for, in terms of investments, really. 

Mr. Tuarre. We do get pressures from policyholders at times. 
Mr. Rats. Of course, he would always like to make a dividend 
the policyholder. I can express that. I think the veteran would like 

a little bigger dividend if he could get it, also. 

Mr. McDonovuenr. And he would get a larger dividend under this 
circumstance. 

Now, you also say that you are not adding any more dollars to the 
market, but you are using dollars, the same number of dollars, that.a 
in circulation, in another place to a better advantage. 

Mr. Trarrr. The dollars that the Treasury is now using, the Treas 
ury then has to go somewhere else to get those dollars, and if you 
want bigger dividends for the veteran I think you could afford to pay 
a higher price for the money that the Treasury is now using. 

Mr. Rarns. Gentlemen, I want to assure you, that by the questions 
asked of you today we are interested in what you are talking about. 
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Even though we don’t necessarily agree with it, I appreciate your 
presentation, and I appreciate your company. 

We will meet back at 2 o’clock to hear Mr. Shishkin’s testimony, and 
| want every member to please be present at that time. 

Mr. Tuarer. Thank you. 

Mr. Austin. Thank you, sir. 

(Whereupon, at 12:15 p. m., a recess was taken until 2 p. m. of the 
same day.) 

AFTERNOON SESSION 


Mr. Ratns. The committee will be in order. 

I appreciate the good attendance we have had at the meetings by 
the members of the subcommittee. 

Mr. Shishkin, come around and have a seat, please. 

First of all, 1 want to express the appreciation of the subcommittee 
for your patience with us. We have tried to run on schedule, but you 
were in the audience, and we had a situation there this morning in 
which all of the members had some questions, and I didn’t feel like 
cutting them off. So we appreciate your patience in coming back 
this afternoon so we can hear you. 

Mr. SutsuKxrin. Well, Mr. Chairman, I appreciate the opportunity 
to be heard at this time, and my only hope is that the Air Force is not 
going to be louder than my words. 

Mr. Rains. With you I see you have your friend John Edelman, 
onan the long-time housing friend over there Mr. Bert Seidman. 

Apponizio, Certainly you will have some sympathetic ears up 
her re, 

Mr. Rains. You may proceed, Mr. Shishkin. 


STATEMENT BY BORIS SHISHKIN, SECRETARY HOUSING COM- 
MITTEE, AFL-CIO; ACCOMPANIED BY BERT SEIDMAN, ECONO- 
MIST, AFL-CIO; AND JOHN W. EDELMAN, LEGISLATIVE REPRE- 
SENTATIVE OF THE TEXTILE WORKERS OF AMERICA 


Mr. Srisakxin. Well, Mr. Chairman, and members of the commit- 
tee, my name is Boris Shishkin, I am the secretary of the housing com- 
mittee of the American Federation of Labor and Congress of Indus- 
trial Organizations, and I have with me Mr. Bert Seidman, economist, 
of the AFL-CI1O, and Mr. John Edelman, legislative representative 
of the Textile Workers of America. 

We have a surplus of names to contend with in our recently merged 
organization, so I will have to make sure the record is right, it is ‘the 
Textile Workers of America. 

Mr, Chairman, in presenting our views to your committee I wanted, 
first of all, to impress the committee with the urgency of the subject 
with which the subcommittee is dealing. We are today in a very 
crucial phase of the development of a subject with which this com- 
mittee has been concerned for many years. 

I am glad to have before me as an inspiration the portrait of our 
former chairman, Henry B. Steagel, who has given much to launch 
a basic program of sound housing in this country, and he has had 
some very able successors, and at this time I think it is important that 
we remind ourselves of the kind of job that this committee has done 
over the years in order to provide the necessary resources in the United 
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States to provide decent housing for people, and the extent to which 
thi s committee has always been conscious of the public interest. 

Now, this committee has heard some testimony in these hearings 
from various organizations, and I just wanted to say about that that 
the number of groups that you have heard represent groups that pro- 
vide particular services, and a se services are maybe in the field of 
home building, or financing, or banking, or real estate, or others, 
all of them are necessary services, of course, all of them are services, 
though, that are services to the peop le who are the ones with which 


this committee must be concerned in order to really keep the eye 
really on the target. 

As for myself, I am speaking here for an organization which at th 
a time represents also people who are serving in the home- 
building industry, the building ee but that is only a very small 
portion of our membership. The AFL-CIO at the present time has 


about 16 million members, or over that figure. and that means that 
in terms of families in America there are upward of 46 or u million 
Americans who are in the mane ‘rship or affiliated with our organiza- 
tion, if you count all of the family members. 

So my duty here is to present ‘the best reflection of the interests and 
aspirations on the part of a very large seoment of the American 
people here from across the length and breadth of this land, and it 
is in that context that I want to address particularly the need at this 
time for Congress to consider this legislation in the light, frst, und 
above all, of the broad public interest, as I know your committee 
will help to do. 

But. in that connection. I think it is important to recognize the par- 
ticular importance at this time of this hearing in several respects. 
This is a very unusual time for us to consider housing legislation, w 
usual in this sense: 

First, I want to call the attention of the committee to the fact 
that we have been going through in the recent years a demographic 
revolution, the structure of penwya tion. the extent of growth, and 
the rate of crowth have been chan vin Oe apidh lv, which has created 
new problems and problems which are very direc uly impinging on 
the problem we are dealing with here, which is housing 

We have had for one thing a very important increase in recent 
years in the grouping of the clder persons in our population, the 
aging, the elderly, and this has been a result of the advances in 
medical science, but it has created a special need for accommodation 
and housing of the elderly. We have also had a very rapid growth 
which in itself has created some pressing problems in the growth of 
our communities. We have had some distortions. At the end of the 
last war, when the necessities of military operations brought a large 
number of our young men into the Armed Forces, and the subsequent 
demobilization has resulted in a very abnormal rate of marriages, 
some 12 years ago, or so. Well, we have only about 5 to 10 years more 
to go be fore the marri ages that have been formed at this very abnormal 
rate are going to result in the coming on to the scene of the war 
babies, the children of those families, who are going to be getting 
married also, and knocking on the doors to seek new housing, and 
having needs that are in excess of the normal rate of provision ot 
housing that we have to be cognizant of. 
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And I am mentioning that particularly at this time not because it 
is upon us now this month, or next week, but because we do have now 
a little time to plan for it, to provide for it, but for us to just take 
inventory of things as they are, and not to take cognizance of those 
situations, and those dev elopments, would be a grave mistake. 

I think also we have to take into account the economic aspect of 
the problem. We have before us a problem of providing housing pri- 
marily now of a balanced kind, to make sure that the supp ily of ‘hous- 
ing is not lopsided, and it has been, and for that reason I just want 
to point out that this is not only in the interest of the public, gen- 
erally, it is also in the very direct interest of the business communities 
as well. For example, we have had, and we 


are talkine now—vwe 
have been listening, your committee has 


been listening to testimony 
about the hard money policy, and the — problems, and 1 want to 
point out that when we deal with the 


are dealing with the problem of risk taking. 

Here is the bank, and here is the banker, and he grants loans, and 
since it is his duty to extend credit on the safest risk on the basis of 
the safest risk possible, he, of course, is very strongly pi 
preference to those who are the safest risks, and that means that in 
the obligation of the hard money nobiey that we have been hearing 
about we have had one large area of our economy which has 
pretty much exempt from that, 
community. 

The right of investment capital investment, in new productive 
sapacity in 1956, was well in excess of the annual rate of $35 billion 
a year, which is a great big bulge in the curve. In other words, more 
money has been invested than ever before. It is now touching a rate 
of $40 billion a year, and that means that all this money is being 
invested without recourse to any of the tightening of the credit, and 
so on and so forth. This money is being put ito the production of 
new facilities, new productive facilities. That means that within the 
next year and a half or two, after the lead time is exhausted for the 
construction of this new productive facility with all the new mec! 
anization, technology, and automation built into it, we are going to 
have stuff pouring out of our ears. 

Now, the big problem is who is going to buy all of that stuff, is there 
going to be room to sustain that production, will it be balanced, and 
for us, of course, the most important prob jem is to have a balan ced 
economy, and, well, I just want to mention related to housing particu- 
larly that it is unrealistic for us to talk about production of, say, con 
sumer durables, let us say vacuum cleaners, without balancing that 
off against the floor space that is going to be used to sell vacuum 
cleaners. It isn’t only a dollars-and-cents balance, it is also a balance 
of people who are going to have need for vacuum cleaners or ability 
to buy them, because they will have something to vacuum clean, and 
if you don’t have space to vacuum clean where will your vacuum 
cleaner production go # ! ih 

So you see this interrelation is very important to bear in mind if 
we are to look to the future as a future of expansion in our economy. 

I am just giving you this one illustration to make this point. And 
I think the figures which were presented to the committee this morn- 
ing, which the chairman has given us about the comparison of the 


blem of eredit and debt we 


‘essed to ol1ve 


been 
and that has been the large corporate 
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rate of construction on a per capita basis between the 1920’s, 1925 and 
now, is a shocking evidence of the fact that we are not keeping pace 
with our growth, as far as housing is concerned, so that for us now to 
say, and there are some that are coming in and saying, well, what is 
the housing problem, what is the housing crisis, people are living in 
houses now, what are you worrying about, let them hand them down 
to others and double up, and things of that sort. 

No, we are a growing country, we are in a rapidly expanding econ- 
omy, and I think it is the goal and desire on the part of all of us to 
see there are no blocks, no barriers, to that expansion, and unless pro- 
visions are made related to this need that is not only here but also 
coming in larger proportion, then there will be bottlenecks that will 
hold back our whole economy, and as a matter of fact, might even pro- 
vide some tight squeezes in the very near future. 

What is the situation now ? 

Despite the widely recognized need for construction of at least 2 
million housing units a year, last vear only 1.1 million units were 
built. Unless effective action is taken we may have no more than 
900,000 starts in 1957. And certainly the latest figures available for 
January of 1957, provide evidence that this is about the way we took 
our first step in 1957, and if we even reach that rate we will be lucky. 
It is out of the utmost importance that the Congress take the necessary 
steps now to assure a greatly expanded housing program. 

Now, let me deal for a minute with the problem of housing credit. 

It is understandable that efforts to meet the current housing crisis 
have centered primarily on improving the supply of housing credit. 

Attention has been directed particularly to the GI program and the 
Federal National Mortgage Association, our old friend Fannie May. 

And let me say that we are gratified that the chairman of this com- 
mittee, as well as many other Members of Congress, have introduced 
bills aimed at restoring an effective GI housing program. To accom- 
plish this objective, we recommend: 

1. No increase in the present 414 percent. VA rate. ; 

Secondary financing through the use of the national service life 
insurance fund and FNMA funds, as well as direct loans where neces- 
sary to make available GI loans at par. Those are our two recom- 
mendations in this connection. 

The change in FNMA from Federal to so-called mixed ownership 
and control has been accompanied by a fundamental transformation 
in its entire concept and purpose. This administration apparently 
views FNMA as a business institution whose sole objective is to make 
money, in both its secondary market and special assistance functions. 

Particularly regrettable has been FNMA’s failure to carry out the 
special assistance functions assigned to it by the Congress. After near- 
ly 2 years FNMA still ignores the urgent need to finance housing that 
would be available without restrictions based on race or color. More- 
over, financial] roadblocks, in the form of excessive discounts and fees, 
have been placed in the path of the cooperative housing program. 

We recommend that FNMA be restored to Federal ownership and 
control. In addition, its special assistance functions should be 
strengthened by the following measures: 

All mortgages purchased by FNMA in its special assistance opev- 
ations should be at par. 
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2. At least $1 billion of additional funds should be authorized for 
FNMA special assistance functions. 

3. Of this amount, $300 million should be allocated for cooperative 
housing with a substantial proportion reserved for cooperatives spon- 
sored by unions and other public interest organizations, including 
unions. 

Let me just add a footnote to what I have said about Fannie May, 
Mr, Chairman. I have just attended a conference t! : last few days 
of national organizations in which a great deal of verbiage has been 
aired still about the invasion by the Government of private PURITIORS 
and enterprise, but I think that the notable example of the presen 
trend is Fannie May, in which there has been a very far-1 Coote 
invasion of Government by directly interested private interests, and 
I think that it is important for Congress to consider both sides of this 
coin in order to keep the necessary “and proper balance in the publie 
interest. 

Now, let me call your attention to the central problem here, which 
is that of housing needs in relation to family incomes. 

The disparity “between the financial charges families are required 
to pay for housing and the level of family incomes has been high- 
lighted in a staff report just published by the Senate Housing Sub- 
committee. This report concluded: 

* * * the housing industry [has reached] a point where it is serving primarily 
the upper income groups. 

Certainly there can be no doubt that private housing is not meeting 
the needs of low-income families, but neither are the needs of large 
numbers of middle-income families being met. 

In my full statement, Mr. Chairman, which I hope that the mem- 
bers of the subcommittee will have an opportunity to examine, there 
are attached on the back two tables. Table 1, attached to my full 
statement, indicates that at financial terms sens available, only 
one-fourth of all families can afford to buy a $15,000 house and only 
one-tenth can afford a $20,000 house. Yet the building and mor teage 
finance industries have concentrated primarily in these and higher 
price ranges. Most of the supplying is going into that upper tier of 
income distribution. 

Housing construction will remain far below required levels until 
we begin to make housing available that. low and middle income fam- 
ilies can afford. This means specifically resumption of a large-scale 
low-rent public housing program, and an effective attack on the mid- 
dle income housing problem. These are two major targets of today. 

Now, let me say a word about low-rent public housing. Slashes 
in the public housing program have limited completed units to only 
about one-fourth of the 810,000 Congress authorized in 1949, The in- 
sufficient supply of public housing has forced local housing authorities 
to maintain income limits for both admission and continued oeccu- 
pancy of tenants far below realistic levels. Moreover, the incomes of 
tenants are subject to constant review so that families face the ever- 
present danger of being forced back into the slums if their incomes rise 
above the limits established for continued occupancy. Is it any won- 
der that some self-respecting low-income families rather than permit 
themselves to be subjected to such debasing treatment have moved out 
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of public housing even when there was no alternative decent quarters 
within their means. 

If public housing is to be available to a cross-section of lowest in- 
come families, income limits must be raised to realistic levels. We 

ask also for elimination of the 20-percent gap requirement which 
cruelly deprives low-income families of the chance to obtain decent 
shelter in public housing even when private housing within their 
means is unavailable. These ch: anges cannot be made, however, un- 
less the public housing program is : expanded to permit construction 
of at least 200,000 units a year, as we recommend and urge. 

Now, I come to the middle-income housing. Even with expanded 
credit for private housing, and a much larger public housing program, 
decent housing will still “be beyond the reach of many middle-income 
families in the $3,000 to $6,000 income level. The answer to their 
problem must be sought in reduced financial charges achieved by 
lowering the interest rate and lengthening the period for repayment. 

Appendix table 2, attached to my full statement, shows that depend- 
ing upon financial terms, the same $12,000 mortgage m: ly require an 
annual income of as low as $4,700 to as high as $7,500. The impor- 
tance of this can be seen in the fact that an additional one-third of 
all families could be reached at the lowest financia] terms as com- 
pared with the highest. You can really shift your target of effective- 
ness of the program by lowering these terms and reaching the families 
that are now not being reached. 

Mr. Rartns. You are talking about downpayment terms or extending 
the length of the mortgages? 

Mr. Sursuxrtn. That and also the interest rate, of course. 

H. R. 815, introduced by Congressman Multer, would establish a 
National Mortgage Corporation to make long-term low-interest loans 
for cooperative and nonprofit rental housing for moderate-income 
families. We endorse the basic principles of this bill, and our only 
suggestion for a possible change is that consideration be given to 
provision for low-cost loans for purchase of single-family homes, in 
which there is a great deal of interest, of course, on the part of the 
public. 

As to other phases of the housing program, in addition to the above 
recommendations the comprehensive housing program we ask the 
committee to consider should include a special program of housing 
for the elderly; Federal action to assure the opportunity to obtain 
adequate housing to all families without regard to race, color, creed, 
or national origin, and expanded slum clearance and urban redevolp- 
ment program; requirement of payment of the prevailing wage in 
any housing construction involving Federal financial assistance or 
guaranties; “protection of homeowne! rs against foreclosure in the event 
of unforeseen emergency, and in this I refer to the proposal for a so- 
called lapsed payment plan which we have urged in the past, and 
adequate provision for housing research and professional training 
in housing and planning. 

This concludes my summary of the statement, Mr. Chairman, and 
if there are any questions or additional information the committee may 
want me to submit, I will be happy to do so. 

(The complete statement of Mr. Shishkin is as follows :) 
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STATEMENT BY BorIS SHISHKIN, SECRETARY, HOUSING COMMITTEE AMERICAN 
FEDERATION OF LABOR AND CONGRESS OF INDUSTRIAL ORGANIZATIONS 


I appreciate the opportunity to appear before this subcommittee to state the 
views of the American Federation of Labor and Congress of Industrial Organ- 
izations regarding the current housing crisis which confronts the Nation and to 
present our recommendations for meeting the Nation’s housing requirements. 

The marked and growing gap between housing needs and residential construc- 
tion activity has become a matter of increasing concern to organized labor. At 
its recent meeting, the executive council of the AFL-CIO issued a vigorous state- 
ment on the current housing situation calling for a comprehensive all-out housing 
program to make possible construction of 2 million homes a year and to assure 
every family the chance to obtain a decent home. The executive council said in 
part: 

“In the face of ever-mounting needs, housing construction last year sank to a 3- 
vear low. The 1.1 million housing starts in 1956 were 16 percent below the 1955 
level. In fact, last year’s housing construction barely exceeded one-haif of the 
2 million new homes the Nation requires each year to assure every family the 
chance to obtain a decent home * * *. 

“Such a retreat in housing is a threat to the Nation’s prosperity. Residential 
construction is a key sector in our economy. 

“A continued housing decline would also doom the enthusiastic efforts of cities 
all over America to clear blighted slums and rebuild outmoded neighborhoods. 
Slum clearance and urban redevelopment cannot go forward unless decent homes 
are available within their means for families living in the rundown houses slated 
for demolition. 

“A greatly expanded housing program is an urgent necessity for our rapidly 
growing Nation * * *, 

“In a strong prosperous America, the opportunity to obtain a livable home 
in a decent neighborhood is the right of every family. A piecemeal approach to 
America’s housing problems will not secure that right. Only a comprehensive 
all-out housing program will assure a decent home to every American family. 
The AFL-CIO calls upon the Congress to launch such a program without delay.” 

I am attaching to my statement the full text of the executive council state- 
ment. 

DECLINE IN ILOUSING ACTIVITY 


The tragic facts of the current housing situation are, I am sure, well known 
to the members of this committee. Despite the widely recognized need for con- 
struction of at least 2 million housing units a year, last year only 1.1 million 
units were built. This represents a sharp decline of 16 percent from the 1955 
level, principally in the more moderate-priced houses financed with FHA-insured 
and VA-guaranteed mortgages. 

Private housing starts declined from 1,309,500 in 1955 to 1,096,000 in 1956, 
or by 212,700. Combined FHA and VA starts dropped during the same period by 
207,000, accounting for almost the entire falling off in housing starts. The de- 
crease in FHA starts was 84,800 and in VA, 122,200. Moreover, while the over- 
all decline in private housing starts was about 16 percent, in both FHA and VA 
starts it was about 31 percent. 

There is every indication that unless effective action is taken to reverse the 
current trend, the situation will become even worse in the coming months. 
Housing experts anticipate only 900,000 starts for 1957, a drop of 20 percent 
from the reduced level of 1956. Moreover, the concentration in the higher price 
brackets is expected to become even more pronounced. 

While prospects for the economy as a whole are by no means altogether clear, 
there are developing signs of a softening in some important sectors of industry. 
Such portents may be seen in a couple of headlines taken at random from a 
recent issue of the Wall Street Journal (February 25, 1957) : 

“Steel production cutbacks and minor layoffs become more numerous, auto- 
motive buying still lags.” 

‘Chevrolet, output off 21.5 percent in week, drops workers, puts 4 plants on 
short week; inventories blamed.” 

We need more housing first and foremost to meet basic human needs. But the 
important role residential construction plays in the economy cannot be ignored 
If we should face leveling off or even decline in other parts of the economy, the 
need for a stepped-up rate of housing construction would be all the more urgent. 
That is why it is of the utmost importance that the Congress take the necessary 
steps now to assure a greatly expanded housing program. 
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HOUSING CREDIT 


The immediate cause of the decline in housing activity is, of course, the lack 
of available residential mortgage credit, particularly for new housing built under 
the FHA and VA programs. However, it is important to realize that the tight 
money policy and the resulting shrinkage of the supply of mortgage credit have 
merely aggravated the already existing imbalance and inadequacy of housing 
construction. Therefore, merely restoring the situation which existed prior to 
the imposition of the tight money policy will not assure either the required 
level of housing construction or an equitable distribution of the supply of new 
housing in accordance with the most urgent housing needs, Nevertheless, it is 
not difficult to understand why those who have been genuinely concerned with 
the recent housing debacle have directed their considerations primarily to efforts 
to expand the supply of credit for residential construction. 

Legislative proposals aimed at mitigating the shortage of mortgage credit can 
be classified under two headings: 

1. Reactivation of the now nearly moribund VA program. 

2. Reorganization of the Federal National Mortgage Association in order 
to expand the supply of mortgage funds, especially for types of housing most 
adversely affected by the restricted supply of morigage funds. 

I should like to comment briefly on these two areas of concern: 


VA PROGRAM 


Nearly 5 million veterans have taken advantage of the GI home-loan program 
to purchase homes valued at nearly $38 billion. These veterans have been able 
to obtain homes on more favorable terms than would otherwise have been avail- 
able. As compared with FHA or conventional financing, downpayments required 
have been smaller (at times no downpayment has been required), interest rates 
have been lower, the amortization period has been longer, and, to some extent, 
sales prices on the average have been lower. 

While many veterans have benefited from the GI home-loan program, more 
than two-thirds have not yet participated in this program. Many of them un- 
doubtedly need homes and deserve to have the opportunity of obtaining relatively 
favorable terms under the GI program. Thus there can be no question of the 
continued need for the veterans’ home-loan program. 

We are gratified that the chairman of this committee as well as many other 
Members of both Houses of Congress have introduced bills with the objective 
of restoring an effective GI housing program. In general, these bills, all aimed 
at assuring adequate supplies of funds for GI mortgage loans, fall into two dif- 
ferent categories. One approach would authorize allocation of 20 to 25 percent 
of the national service life insurance fund, roughly about $1 billion, for direct 
loans for GI housing, but such loans would be confined to the relatively few areas 
where such loans have been made available by the VA in the past. The other 
approach would utilize both NSLI and FNMA funds, in total about $3 billion, 
to purchase at par VA-guaranteed mortgages from private lending institutions. 

We believe both of these approaches deserve serious consideration and, in fact, 
urge that they be combined so that the best features of the two approaches would 
be adopted. We therefore make the following recommendations : 

1. There should be no increase in the present 444 percent rate for VA- 
guaranteed mortages. 

2. NSLI and FNMA funds should be made available to purchase at par 
VA-guaranteed mortgages from private lending institutions. 

3. Where veterans cannot obtain GI mortgages at par from private lending 
institutions, direct loans should be made available to them at the same finan- 
cial terms. 

4. Since GI mortgages are unavailable at par in all sections of the coun- 
try, secondary financing and, where necessary, direct loans, should be made 
available in all areas and should not be confined to the relatively small nuimn- 
ber of areas where direct loans are now available. 


FEDERAL NATIONAL MORTGAGE ASSOCIATION 


FNMA has traditionally provided a secondary financing market for residential 
mortgages. In addition to this general function, Congress has at various times 
assigned to FNMA the responsibility to assist in financing certain types of 
housing for which Congress deemed there was a particularly urgent need. Most 
recently, Congress took such action in the Housing Act of 1954. 
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This legislation assigned to FNMA certain special assistance functions under 
which FNMA was authorized to provide financing for certain types of mort- 
gages for which established financial facilities were considered inadequate. 
These included minority housing, cooperative housing, and housing in so-called 
urban renewal areas. 

The Housing Act of 1954 changed the ownership and control of FNMA from 
one wholly in the hands of the Federal Government to one which would gradually 
take on the characteristics of a mixed-ownership corporation, including both 
private and governmental ownership and control. 

The change from complete Federal ownership and control to the mixed- 
ownership type of organization has been accomplished by a fundamental trans- 
formation in the entire concept and purpose of FNMA, at least in the minds of 
those who are now administering it. Apparently the officials who are adminis- 
tering FNMA have come to regard it as a business institution, pure and simple, 
whose sole objective is, to put it bluntly, to make money. This has been evident 
not only in FNMA secondary market operations, but even in the way it has 
carried out the special-assistance functions assigned to it by the Congress. 

In the present extremely critical tight money situation, FNMA, to the maxi- 
mum extent possible, should be making funds available which would help to 
relieve the shortage of mortgage funds. Instead, its policies seem to be aimed 
in precisely the opposite direction. The almost complete absence of private 
funds for VA-guaranteed mortgages has made it practically impossible for veter 
ans to obtain GI loans. Nevertheless, just recently FNMA announced a half 
point drop in the prices it will pay for VA 4% percent mortgages. The discount 
for such mortgages purchased by FNMA will now be from 4% to 6% points. 
This means that for a $10,000 mortgage a veteran will receive an actual loan of 
only between $9,350 and $9,550. Thus instead of providing much-needed sup- 
port for the sagging residential mortgage market, FNMA’s ill-timed action has 
contributed to a further tightening of available funds for residential construction 
and a damper on home construction. 

Apparently all of this is justified by the alleged need to make the investment 
of private funds in the mixed-ownership FNMA as profitable as possible. But 
this is completely at variance with what should certainly be FNMA’s major pur- 
pose. - Its objective should be not to assure profits to investors, but to make 
residential mortgage financing available that would otherwise be lacking and 
thereby permit more families to obtain good housing at costs they can afford. 

It is particularly regrettable that FNMA has failed to fulfill its basic respon- 
sibility in the special-assistance functions assigned to it by the Congress. Here 
there can be no doubt that the overriding purpose of the Congress was not for 
I'NMA to engage in a moneymaking operation, but to assure that the funds 
Congress authorized for FNMA’s special assistance functions ($200 million for 
purchase of whole mortgages and $100 million for 20 percent participations) 
would make available necessary financing for the special types of housing Con- 
gress deemed most needed. These includes housing available to minority groups, 
cooperative housing under the FHA 213 program and housing in so-called urban 
renewal areas under the FHA 220 and 221 programs. 

FNMA with the apparent knowledge and, in some instances, support of the 
Housing and Home Finance Agency and the present administration, has evi- 
dently made no serious effort to carry out this obligation specifically assigned to 
it by the Congress. Indeed, examination of how FNMA has handled its functions 
with regard to these programs reveals that all too often its objective seems to 
have been to thwart any possibility of their success. 

Despite the clear directive to FNMA by the Congress, after nearly 2 years there 
has been no recommendation by the HHFA Administrator, and therefore no find- 
ing by the President that FNMA should make financing available for housing 
that would be available without restrictions based on race or color. The result 
is that none of the FNMA special-assistance authorization has been utilized to 
finance housing available to minority families. 

In spite of the clear intent of Congress that every possible financial roadblock 
to the cooperative-housing program should be removed, FNMA has chosen to 
regard this operation too as a moneymaking venture. After many months of 
delay, FNMA finally began to purchase mortgages for cooperative housing under 
the following terms: 

(a) Purchase of the mortgages at 99, thus involving an immediate 1 
percent discount. 

(bv) A nonreturnable advance commitment of 1 percent. 

(c) A purchasing and marketing fee of one-half of 1 percent. 
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These charges total 244 percent, in addition to which*cooperative groups must 
pay up to 21% percent for construction financing and the services of an FHA- 
approved mortgage institution. The total cost of financing may therefore be as 
much as $500 on a $10,000 mortgage, all of which must be added to the cash 
downpayment. 

FNMA’s failure to discharge the mandate of Congress with respect to its 
special assistance functions is the direct result of its anything-for-a-profit ap- 
proach. The first step, therefore, necessary to assure widened opportunities for 
families to obtain housing through the secondary market is to restore FNMA 
to Federal ownership and control. In addition, we make the following recom- 
mendations to assure that FNMA will vigorously and effectively discharge its 
special assistance functions: 

1. All mortgages purchased by FNMA in its special assisiance operations 
should be purchased at par. 

2. At least $1 billion of additional funds should be authorized for FNMA 
special assistance functions. 

3. Of this amount, $300 million should be allocated for cooperative hous- 
ing under the FHA 213 program and a substantial proportion of this amount 
should be reserved for cooperatives sponsored by consumer, labor or public 
interest organizations. The present restriction of $5 million in FNMA 
funds for any one State should be increased to $30 miilion, thereby mai 
taining the existing 10-percent limitation. 


HOUSING NEEDS AND FAMILY INCOMES 


The recommendations we have made would help to expand the supply of hous 
ing credit to make more homes available at lower cost. They would not meet 
the basic continuing problem of the general unavilability of homes within the 
means of the low- and middle-income families which have the most urgent need 
for adequate housing. Removal of credit restrictions, as important and neces 
sary as it is, will not correct this situation. To assure families in every income 
bracket the opportunity to obtain good homes that they can aiford, tinancial 
costs of housing must be reduced considerably below the levels that have pre- 
vailed in the market for new homes in recent years. 

Housing conditions will continue to grow worse until the housing const 
tion rate is stepped up to the 2-million-a-year level needed to meet the Nation's 
minimum requirement. But this necessary pace of housing construction cannot 
be achieved, however, unless homebuilding activity is fundamentally redirected 
to assure a far larger number of homes within the means of low- and middle 
income families. 

The disparity between the financial charges families are required to pay fo1 
housing in today’s market and the level of family incomes has been highlighted 
in a staff report just published by the Senate Housing Subcommittee. Based 
on a survey of mayors of 150 cities as well as an analysis of other sources of 
data, this report concluded: * the housing industry (has reached) a point 
where it is serving primarily the upper income groups.” 

In 1955 about one-sixth of urban families had incomes of less than $2,500. 
Families at the $2,500 level can afford at most $40 a month for housing. Below 
the $2,500 level, families can afford even less. Only the low-rent public hous 
ing program has thus far provided decent accommodations suitable for family 
living at that level of monthly costs. The average rent in public housing, which 
is about $35 a month, is within the financial capabilities of low-income families 
The monthly charges assumed by new home buyers are several times greater 
than even the maximum amount that low-income families can afford to pay. 

Certainly there can be no doubt that private housing is not meeting the needs 
of low-income families. But what about the middle-income group? The national 
median income for urban families in 1955 was $4,854. The median total income 
of families purchasing new FHA-insured homes in the same year was $6,185 
Nearly 70 percent of the new FHA-insured homes were purchased by families 
above the national urban median. 

We have prepared a table (attached to this statement as appendix table 1) 
showing estimated monthly housing costs and required annual income at us 
sumed sales prices and financial terms. The table indicates, for example, that 
only about one-fourth of all families can afford to buy a $15,000 house with a 10 
percent downpayment where the financial terms involve a 414 percent interest 
rate and a 40-year amortization period. Yet, this price is only slightly above the 
median price of new homes sold in the first quarter of 1956 in metropolit: 
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areas and the assumed financial terms are more favorable than those available 
for most of the homes offered for sale at that time. Moreover, since then, prices 
have risen substantially. 

To take another example shown in the table, it will be seen that a $20,000 
house involving a 25 percent downpayment and financed at an effective 5.5 
percent interest rate and 20-year amortization period—by no means unusual 
financial terms—is beyond the reach of 90 percent of American families. 

Figures such as these reveal the utter failure of the home building and mort- 
gage finance industry to make houses available within the means of the over- 
whelming proportion of families in the United States. Is it any wonder that 
the Senate staff report concluded that the housing industry is serving primarily 
the upper-income groups? Is it any wonder that more and more of the home 
builders themselves are coming to recognize that they are literally pricing them- 
selves out of the market? 

Elimination of credit restraints is not the answer to this problem. We cannot 
expect housing starts to rise much above half of the 2 million annual rate re- 
quired until we begin to make housing available that low- and middle-income 
families can afford. This means specifically resumption of a large scale low- 
rent public housing program to meet the needs of low-income families and an 
imaginative, constructive, and effective attack on the housing problem of middle- 
income families. 

LOW-RENT PUBLIC HOUSING 


I am sure that the members of this committee need no reminder of what has 
happened to the low-rent public housing program since Congress authorized its 
resumption nearly 8 years ago. In the Housing Act of 1949, the Congress au- 
thorized construction of 810,000 units to be built over a period of 6 years, an 
average of 135,000 units a year. Yet slashes in the public housing program 
have held the actual number of units completed to only about one-fourth of the 
number originally authorized. 

The disastrous crippling of the public housing program has done more than 
simply deprive hundreds of thousands of low-income families of a decent place 
in which to live. The cat and mouse game to which the local public housing 
authorities have been subjected has resulted in a complete distortion of the public 
housing program so that it has been prevented, even in a limited way, from 
achieving its fundamental purpose of meeting the basic human needs of under- 
privileged families for decent living accommodations. 

In the face of the most unscrupulous attacks on the public housing program 
and the virtually impossible limitations under which local housing authorities 
have had to operate, the administration has provided no leadership, no imagina- 
tion, and no guidance. On the contrary, it has done everything possible to ham- 
string even the drastically curtailed public housing program the Congres has 
authorized. 

What has been the result? Because the size of the program has been cut 
to shreds, the local housing authorities as well as the low-income families whose 
needs should be served by public housing have been confronted with extremely 
difficult dilemmas. The insufficient supply of public housing has forced local 
housing authorities to maintain income limits far below realistic levels. Public 
housing is supposed to serve a cross-section of the lowest income families. 
Actually, it is serving primarily families in the extreme lowest end of the in- 
come scale. Over the period 1949-55, the median income of families admitted 
to public housing has varied from 12 percent to 18 percent below the top of 
the lowest income sixth of all urban families. In fact in 1955, the latest year 
for which figures are available, the median income of families admitted was 
18 percent below the top income for the lowest one-sixth. 

Moreover, the incomes of tenants are subject to constant review so that the 
public housing occupants are faced with the ever-present danger of being forced 
out of their dwellings back into the slums if their incomes rise above the in- 
come limits for continued occupancy, ordinarily set at 25 percent higher than 
those for admission. Is it any wonder then, that in some communities self- 
respecting low-income families, rather than permit themselves to be subjected to 
such debasing treatment, have moved out of public housing even though there 
were no alternative decent quarters within their means. 

We believe that the answer to this problem is clear. Income limits, both for 
admission and continued occupancy, must be raised to a level of which public 
housing will really be available for a cross-section of lowest income families. Re- 
view of incomes, if rerarded as absolutely necessary, should not be at such 
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frequent intervals as to create a demoralizing influence. Moreover, the present 
20 percent gap requirement, which in effect deprives families of the opportunity 
to obtain decent shelter even though private housing may cost them as much as 
20 percent more than they can afford, should be eliminated, 

These changes cannot be accomplished, however, under the present minuscule 
program. If public housing is really going to meet the needs of an appreciable 
proportion of low-income families, the program must be greatly expanded. Cer- 
tainly, 200,000 units a year, or 10 percent of the minimum 2 million units the 
Nation requires for overall housing construction, is the minimum that should 
be authorized. 

We recognize that the public housing program which has been all but decimated 
cannot be expanded to the size we are recommending overnight. But the urgent 
need of low-income families for decent housing will never be met until a con- 
tinuing long-term large-scale program is assured. Only Congress can give the 
go ahead signal. When it does, Congress should also hold whatever administra- 
tion may be in office to strict account for successful carrying out of the program. 


MIDDLE INCOME HOUSING 


Even with expanded credit for private housing and with an effective large- 
scale public housing program for low-income families, there will still be a large 
proportion of families in the middle-income bracket who cannot obtain decent 
housing within their means. These are families whose incomes are too small 
to permit them to purchase houses under financing arrangements currently avail- 
able, but are above the income limits for public housing. They are in a housing 
no man’s land. 

In 1955, only the top third of urban families had incomes of $6,100 or more. 
Yet, in that year, more than one-half of new FHA insured homes were sold 
to families whose incomes were above this amount. Moreover, many of the 
families who are in the top income third are paying far more than they can 
afford in monthly charges on the FHA houses they have bought. 

Thus, decent housing is still beyond the reach of many middle-income families. 
These are families in the $3,000 to $6,000 income level, including many families 
of union members. Such families need no financial subsidy to obtain decent 
housing within their means. Their problem is simply that the financial charges 
required for the houses offered for sale are higher than most moderate income 
families can afford. 

The answer to their problem must be sought in reduced financial charges. 
These charges can be reduced by lowering the interest rate and lengthening the 
period for repayment. 

The ability of families to obtain housing within their means is greatly affected 
by variations in financial charges. Appendix table 2 which is attached to my 
statement shows estimated monthly housing costs and required annual income 
for a $12,000 mortgage under assumed financial terms. It will be noted that to 
finance a $12,000 mortgage at a 6 percent interest rate for a 20-year amortiza- 
tion period, an annual income of $7,500 is required. The same mortgage can 
be financed at a 3% percent interest rate and a 60-year amortization period with 
an income of only $4,700. 

In 1955, about one-half of all urban and rural nonfarm families had incomes 
above $4,700. On the other hand, $7,500 was well above the average income 
for the highest third of such families. In fact, about one-third more of all 
families could be reached at the lowest financial terms I have indicated as com- 
pared with the highest. 

These illustrative figures indicate that a far larger proportion of middle-income 
families would be able to obtain houses at costs they can afford if financial 
charges could be reduced. 

The AFL-CIO has supported a program aimed at accomplishing just this ob- 
jective. The major features of the program are included in a bill (H. R. 815) 
introduced by Congressman Multer. This bill would establish a National Mort- 
gage Corporation to make long-term low-interest loans for cooperative and non- 
profit rental housing for moderate income families. The bill provides for an 
interest rate reflecting the cost to the Corporation of capital investment and 
borrowings from the private market plus whatever is necessary for overhead 
and administrative expenses, a total of about 3% percent, and for a maximum 
amortization period of 50 years. Such hcusing would be required to meet ade- 
quate standards of construction, space and availability of community facilities 
and services and would be administered by a Cooperative Housing Administra- 
tion, a new constituent agency of the Housing and Home Finance Agency. 
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We endorse the basic principles of this bill and our only suggestion for a pos- 
sible change is that a provision be included for loans for purchase of single fam- 
ily homes as well as for cooperative and nonprofit rental housing projects. We 
make this suggestion because we recognize the preference of most American 
families for individual family home ownership. Therefore, we would urge that 
consideration be given to loans to middle-income families for purchase of single- 
family homes on the same terms as those that would be made available for co- 
operative and nonprofit rental projects. In this connection, we would suggest 
that the committee investigate successful experience with low-cost loans to mid- 
dle-income purchases of single-family homes in Connecticut. The success of the 
Connecticut program is an indication that low-cost financing of single-family 
home purchases can be developed. 


OTHER PHASES OF HOUSING PROGRAM 


In addition to an expanded supply of mortgage credit and housing programs 
geared to the financial ability of low- and middle-income families, there are a 
number of other important features of a comprehensive housing program which 
we ask the committee to consider. They include: 

1. A special Federal program of housing to meet the particular needs of the 
elderly including: 

(a) Authorization of 50,000 units a year, over and above the regular 
public housing allocation, which would be suitable for the particular 
requirements of the aging. 

(6) Low-cost loans to unions, cooperatives, churches or other non- 
profit groups undertaking to sponsor special housing programs for the 
aging. 

2. Federal action to assure the opportunity to obtain adequate housing to 
all families without regard to race, color, creed or national origin. 

3. An expanded urban redevelopment program with primary emphasis upon 
slum clearance and genuine city rebuilding. Less effective measures such 
as “rehabilitation” and “conservation” should be used only when clearly 
feasible and economical. Housing built in the redeveloped areas should be 
required to be within the means of families who need good housing the most. 

4, Encouragement of moderate priced rental housing. 

5. An effective farm housing program. 

6. Requirement of payment of the prevailing wage in any housing con- 
struction involving Federal financial assistance. 

7. Protection of home owners against foreclosure in the event of temporary 
unemployment, illness or other emergency. 


CONCLUSION 


On behalf of the AFL—CIO, I ask the committee to give our recommendations 
its serious consideration. We believe that the proposals we have made provide 
the fundamental framework for a comprehensive housing program which is 
geared to the needs of all families in the Nation and would contribute to the 
Nation’s economic prosperity. We sincerely hope that the Congress will take 
early action to launch such a program so that the long-sought goal of a decent 
home for every family can be achieved as rapidly as possible. 





STATEMENT BY THE AFL-CIO Executive Councit, MIAMI BEACH, FLA., 
JANUARY 29, 1957 


HOUSING 


In the face of ever-mounting needs, housing construction last year sank to a 
3-year low. The 1.1 million housing starts in 1956 were 16 percent below the 
1955 level. In fact, last year’s housing construction barely exceeded one-half of 
the 2 million new homes the Nation requires each year to assure every family 
the chance to obtain a decent home. 

Unless the administration’s disastrous tight money policy is relaxed, even 
fewer homes will be built in 1957. Housing experts now anticipate that no more 
than 1 million and perhaps as few as 900,000 new homes may be started in 1957, 
virtually all in higher-price brackets that only well-to-do families can afford. 
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Such a retreat in housing is a threat to the Nation’s prosperity. Residential 
construction is a key sector in our economy. 

A continued housing decline would also doom the enthusiastic efforts of cities 
all over America to clear blighted slums and rebuild outmoded neighborhoods. 
Slum clearance and urban redevelopment cannot go forward unless decent homes 
are available within their means for families living in the rundown houses slated 
for demolition. 

A greatly expanded housing program is an urgent necessity for our rapidly 
growing Nation. We need new homes to replace the substandard dwellings in 
which 15 million families are still housed. We need new homes for the 56 million 
more people we will have by 1976. We need new homes for the growing number 
of old people who want and deserve comfortable living accommodations suitable 
for their declining years. We need new homes to provide equal housing oppor- 
tunities to hundreds of thousands of minority families forced to live in slum 
ghettos because undemocratic racial restrictions have barred them from access 
to decent housing. We need new homes to rehouse thousands of families in 
virtually every city in America whose dwellings will be torn down in the path 
of the new multi-billion-dollar highway program. 

These new homes will not be built until the low- and middle-income families 
with the most urgent need for better housing can afford the houses offered for 
rent or sale. The recurring congressional slashes in the low-rent public-housing 
program have deprived hundreds of thousands of low-income families of their 
only opportunity to obtain decent homes. With decent housing still beyond the 
financial reach of many middle-income families, the recent hike in the FHA in- 
terest rate to an effective 54% percent has priced still more moderate-income 
families out of the housing market. Now the administration has joined forces 
with the real estate and banking interests tto raise the interest rate for GI 
homes financed with mortgages guaranteed by the Veterans’ Administration. 

Aware of the urgent need to stem the decline in residential construction, a 
number of bills have been introduced intended to encourage housing construc- 
tion. These measures have been particularly aimed at reviving the GI housing 
program without boosting the interest rate for GI mortgages above the current 
414-percent rate. This would be accomplished by authorizing direct loans at 
4% percent for GI housing from the national service life insurance fund when- 
ever private loans at comparable terms are not available. 

We urge the Congress to authorize such loans for urgently needed housing 
for veterans and their families. We also request a rollback of the FHA in- 
terest rate to the former level of 4%4 percent, as well as prohibition of special 
discounts nad other unnecessary and unjust charges levied by lenders against 
purchasers of FHA and GI homes. If private lending institutions will not 
make mortgage funds available at a reasonable interest rate and without hid- 
den charges, Federal loans should be authorized for this purpose. 

But these are at best only stopgap measures which might forestall the pre- 
cipitous decline in housing activity which will undoubtedly otherwise occur. 
Only a bold comprehensive forward-looking housing program will assure the 
construction of the 2 million units a year the Nation needs to meet minimum 
housing requirements. The major features of such a comprehensive housing 
program should include: 

1. Construction of at least 2 million new dwelling units a year as the im- 
mediate objective of national policy and the basis of Government programs. 

2. Resumption of a full-scale public-housing program providing at least 
200,000 new dwelling units for low-income families each year. 

3. A program of low-interest long-amortization loans for coperative, non- 
profit rental, and sales housing to provide housing at reasonable cost for 
middle-income families. 

4. A special Federal program of housing to meet the particular needs of 
the elderly. 

5. Federal action to assure opportunity to obtain adequate housing to 
all families without regard to race, color, creed, or national origin. 

6. An expanded urban redevelopment program with primary emphasis 
upon slum clearance and genuine city rebuilding. 

In a strong prosperous America, the opportunity to obtain a livable home in a 
decent neighborhood is the right of every family. A piecemeal approach to 
America’s housing problems will not secure that right. Only a comprehensive 
all-ont housing program will assure a decent home to every American family. 
The AFL-CIO calls upon the Congress to launch such a program without delay. 
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APPENDIX TABLE 1.—Hstimated monthly housing costs and required annual income 
at assumed sales prices and financial terms 


’ 
Downpayment 


| | Approx- 
wha Secthilha bated | Effective } imate 
l | interest | Amorti- | Monthly | Monthly | Annual |percent of 
| | Mortgage} rate zation j|mortgage| shelter | income | families 
Sales amount (per- period | payment; cost? jrequired*) below 
price | Percent | Amount ; cent) } (years) | specified 
| | j | | income 
| | in 1955 4 
saemeggypentsneiritimenipandnnecips.aced taasenssinsite lh aeinndemntrteh lon aioeneddiantaenes teiehanmedieimcdntareulien ‘be 
$10,000___.} 5 | $500 | $9, 500 3.5 50 | $33.25 | $64.13 $3, 848 | 41 
$12,000 ____| 5 600 11, 400 3.5 50 | 40. 36 | 77.41 4, 645 | 53 
$15,000____| 10 1, 500 13, 500 | 4.5 40 | 60.75 | 104.63 6, 278 | 74 
$18,000____| 15 | 2, 700 15, 300 | 5.0 25 | 89. 51 | 139, 24 8, 354 87 
$20,000 __. 25 5, 000 15, 000 5.5 20 103. 20 151. 95 9, 117 90 
$25,000- . -| 33 8, 333 16, 667 | 6.0 15 


| 140.67 | 194.84 11, 690 | 95 





1 Includes, where applicable, FHA mortgage-insurance premium, 

2? Includes hazard insurance premium, real-estate taxes, and maintenance; does not include heat « 
utilities. 

’ Assumes income is 5 times shelter cost. 

4 Based on: U. 8. Bureau of the Census, Current Population Reports—Consumer Income (series P. 60, 
No. 22), September 1956. 
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APPENDIX TABLE 2.—Estimated monthly housing costs and required annual income 
for $12,000 mortgage under various assumed financial terms 


| | 
} | 


Amortiza- | Monthly | Monthly | Annual 








Effective interest rate } tion period | mortgage shelter | income 
(years) payment | cost? | required $ 
ee. oe ‘. alisha fea, Rages ———__|—___—— 
Gi tasiesadsetwacctiscn Kee Bsc sak (ue 20 | $30.04 | $125. 04 $7, 502 
6. Fe eee 2 : 25 | 77. 40 116. 40 6, 984 
Wiese to oe cee 30 | 72. 00 111. 00 6, 660 
DG i od Sadik citibincckeetacwdaiake al 20 82. 56 121. 56 | 7, 294 
Oe a go es Sanna need ecuceccabin dat ane 25 73. 68 112. 68 | 6, 761 
isktantedunnatoathicde: RG PET RTO 30 66. 16 | 105. 16 | 6, 310 
op Sa a RES i <b Riek pate Anes 4 te 20 79. 20 | 118. 20 | 7, 092 
DS eth ead ds scads fics cc enkietuwatenndssusses 25 | 70. 20 | 109. 20 | 6, 552 
a i aS de 30 | 64. 44 | 103. 44 6, 206 
WE pis ie do bo ceeds bedbsch oc tice bchet eek 20 | 75. 96 114. 96 | 6, 898 
Mee Sob ene REE DS 5s — acer oc kd bdadlecce Meth: i 25 | 66. 72 | 105. 72 | 6, 343 
aN ee 30 | 60. 84 99. 84 | 5, 990 
abit sibs ued et USL Std died deat Aeted 40 | 54. 00 | 93. 00 5, 580 
i Il a a 30 | 53, 88 | 92. 88 | 5, 573 
SECEDE EY Ale Et coe ate Atos en 40 | 46. 44 | 85. 44 | 5, 126 
sie : 50 | 42. 48 | 81. 48 | 4, 880 
iN ed ire eae tien ge ear a ce cata tet 60 | 39. 96 | 78. 96 | 4, 738 
| 
| 








1 Includes where applicable FHA mortgage-insurance premium. 
2 Includes hazard-insurance premium, real-estate taxes, and maintenance; does not include heat or utilities. 
* Assumes income is 5 times shelter cost. 


Mr, Rains. We appreciate your statement and your summary and 
comments on it. We do have some questions, Mr. Shishkin, we would 
like to ask. 

I notice you don’t make any recommendation as to increase in funds 
for Fannie May’s secondary market operation, and you say instead 
that it should be returned to completely Government-controlled opera- 
tions, and Government-owned, I should say. 

When we had this up in 1954 was when the change was made, as I 
recall it. I offered an amendment on the floor to do ; just exactly what 
you were talking about doing, and I was sympathetic to your idea and, 
as I recall, I think my amendment was defeated by 10 votes in the 
committee as a whole; and recognizing the situation in which we find 
ourselves today, and not knowing that kind of amendment could be 
made, and if it is not made would you recommend that we put addi- 


1 
. 
| 
{ 
4 
| ‘ 
ig 
| 
i 


j 
} 
i 
i 


ae CAIET 


oa ee a 


peace 
Ea emys 


oer 





' 
f 
t 
j 





252 HOUSING ACT OF 1957 


tional authorizations in the Federal National Mortgage Association, in 
the regular secondary market phase of its operation ; or not? | 

Mr. Suisuxin. Well, it depends, of course, on what the committee 
will do in writing the bill. We have made our recommendation with 
regard to the sources which secondary market funds should come from, 
but if that is one of the devices I think we will support it. 

Mr. Rains. You will agree with me that the special-assistance fund 
should be at par, which this committee tried to get done last year on 
the special-assistance funds. 

Mr. Suisuxrn. Very much so; that is correct. 

Mr. Rarns. And also you would agree, I think, that if we are to 
carry on those programs that are mentioned under the special assist- 
ance funds, and the Congress has said they need special assistance, 
that we should put a sufficient authorization in that part of the Fed- 
eral National Mortgage Association to do the job, don’t you agree? 

Mr. SuisuH«in. That is right. 

Mr. Rartns. Now, do you believe that the amount of Government 
money needed to support the GI rate at 414 percent at par through- 
out the whole economy would be so large as to have an inflationary im- 
pact, a real inflationary impact on the economy of our country? 

Mr. SuisHxin. Well, when we talk about the inflationary impact 
of these factors, of course all of these impacts are relative, and it seems 
to me that any measure of an inflationary character of that kind will 
be offset by the deflationary effect of generating the provision of the 
needed housing which otherwise would not come without very high 
charges, and I think that would more than counterbalance any infla- 
tionary element in that kind of operation. 

Mr. Rarns. It is estimated to carry on the program to where it 
ought to be—this is an estimate—that it would take a direct appropria- 
tion in the amount of about $5 billion to maintain it at the 414 per- 
cent rate. 

Now, as a well-known and experienced economist, would you say 
that you can raise the red flag of inflation on any type of Government 
spending; isn’t that true? If you are going to be alarmed about any 
spending, you can say that any item is inflationary that the Govern- 
ment spends, that is practically true. 

Mr. Suisnxin. Well, I agree. The only point I wanted to make in 
that connection, Mr. Chairman, was that inflation, or the rising price 
level, is generated by scarcities, and to the extent that the scarcities that 
are now built into the housing picture are not relieved, the pressures 
for higher prices, higher interest rate, and higher rental charges, and 
higher monthly payments are going to be so much more inflationary 
than any expenditures of funds of that kind out of the Federal re- 
serves that actually a step of that kind 

Mr. Rats. In other words, you are saying by producing more 
housing you would take inflationary pressures off ? 

Mr. Suisuxrin. That is right, and offset any inflationary element 
that might be involved in that public expenditure. 

Mr. Rarns. Is it a rule of economics, or is it sound, to say any item 
for which there is a need and which is vital in the economy—if you 
spend money for the production of that, and you get production, it 
is difficult for me to see where that is inflationary. Do you think it is, 
or not? 
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_ Mr. Suisuxrn. No, I think you are quite right in assuming that it 
isn’t. 

Mr. Rarns. Now, down on the sales-type cooperatives which this 
committee has had a great deal of difficulty with in the past, why 
should sales-type cooperatives, under section 213, have 40-year mort- 
gages while regular sales-type housing under section 203 have only 
30-year mortgages ? 

Mr. SuisHKin. Well, because in that form of cooperative, Mr. 
Chairman, you are providing a means for pooling the reserves and 
the risks. 

Mr. Ratns. Well, that would be true under management type, but 
isn’t it really true that a sales-type cooperative is nothing short of a 
cooperative in name only? I agree with what you say about the man- 
agement type. In other words, I am thinking that if you have 40- 
year mortgages under section 213, sales-type cooperatives, that that 
is about the same type of problem you have with section 203. 

Mr. SuisHKin. While cae is a difference, you do have a situation in 
which these sales-type cooperatives are backed by public interest or- 
ganizations of various kinds. You do have a special device of ap- 
proaching the problem and actually relating and also pooling the 
interst behind it and backstopping it in that way, but I will ask Mr. 
Seidman to comment on it, because he has devoted a great deal of 
time and attention to the problem. 

Mr. Seman. All I wanted to say, Mr. Chairman, it is true that 
you achieve greater economies, and therefore it seems to me that if 
possible even better terms ought to be available for management-type 
cooperatives, but you do achieve—that is, comparing management- 
type cooperatives with the sales-type cooperatives. 

But even though you eventually achieve individual ownership un- 
der the sales type of cooperative in the construction phase, you achieve 
certain economies because of the fact that it is under the blanket 
mortgage, so that it seems to me that you are able to get lower costs 
under the sales-type cooperative than you would under ordinary FHA 
203 single-family housing, and I think the FHA would be able to pro- 
vide you with some figures which would show the comparisons 
involved. 

Mr. Rarns. In blanket mortgage you are talking about, of course 
after completion it is broken up into individual mortgages. 

Mr. SemMan. That is correct, and to that extent you do not achieve 
as great economies under the sales type as you do under the manage- 
ment type. 

Mr. Rarns. Now, Mr. Shishkin, about the middle income housing 
back in 1949, I was one of the first Members that ever introduced the 
bill, if you go back and look at the record. 

Mr. Suisuxi1n. I remember that very well. 

Mr. Rarns. And I still share the opinions and views I had at that 
time that something needs to be done about it, but some of the things 
that are now true, in the light of changing times, and which you men- 
tion in your statement, I don’t think the middle-income housing group 
today is what it was back then. For instance, you have so many more, 
as you stated very wisely in your statement, people over 65 years of 
age, and then you have many families today that are so new in forma- 
tion that I sometimes wonder if they are in the middle-income group 
where you put them or if they are in the lower income group. 
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So it is my feeling today, that this is just thrown out for discussion, 
that what we need is a special program for elderly housing, much along 
the lines of the bill I introduced last year, and which we spent a great 
deal of time on, along with the college housing program as a frame- 
work for charitable institutions, and so forth, and if we did that we 
might take out a good many which you now have included in the 
middle-income housing program in your statement and in your think- 
ing. 

What do you think about that ? 

Mr. SuisHKin. Well, we have supported your program at the time, 
and we are supporting the objectives of such a program now. 

I would like to point out, however, the change that you are referring 
to that has taken place over the years is quite substantial, and I am 
looking here at an article which appeared i in the February 23d issue of 
Business Week, a business publication. 

“Housing Squeeze on the Workers” is the caption. “Rising wages 
have meant that many workers make too much money to remain in 
public housing projects, yet a lot of them don’t earn enough to afford 
suitable rentals.” And that is the gist of the problem. 

So we have a very large segment of our population—— 

Mr. Rarns. The point I make is would that middle-income housing 
vou are thinking about, would that fit the person you described that 
doesn’t make enough money to buy these other high-priced houses ? 

Mr. SuisHxrin. Exactly, and here in the article is an example of a 
steel worker and his family, who are earning just enough to disqualify 
them for admission to public housing, and at the same time they 
couldn’t find any place to live in, because of the lack of adequate accom- 
modations available to them as middle-income families. 

Mr. Rats. I would like to put that article in the record as a part of 
your comments. Is it altogether on that point? 

Mr. Sutsuxrn. If I may, I would like to excerpt the pertinent parts 
of this article and have it typed up and submitted. 

Mr. Rarns. Would you submit it to the staff, and we will be glad 
to receive it. 

Mr. Suisun. Yes. 

(The material referred to is as follows 


{From Business Week, February 23, 1957] 
HovusiIne SQUEEZE ON WORKERS 


Rising Wages Have Meant That Many Workers Make Too Much Money To 
Remain in Public Housing Projects. Yet a Lot of Them Don’t Earn Enough 
To Afford Suitable Rentals. So Unions May Use their Influence at Bargaining 
Tables To Help Stimulate Middle-Income Housing 


Steelworker Leo Stadelman has just moved his family from an up-to-date 
public-housing project (top picture) to a two-family house that is badly in need 
of repairs (lower picture). He wasn’t ready to make the move, but there was 
nothing he could do about it. He earns a little too much money to continue to 
qualify for public } and not enough to afford fairly modern private 
rental housing to accommodate a family of seven. Buying an older house was the 
only solution. 





CAUGHT IN SQUEEZE 


This housing squeeze is now being felt by many workers across the country. 
Unions traditionally have been in the forefront when it came to pressing for 
Government-supported housing for low-income families. But they have been so 
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successful at the Nation’s bargaining tables that their members no longer fall 
into the low-income category. 

Thus unionists look for housing in the middle-income bracket. And that’s 
precisely where the home shortage is most acute (Business Week—Aug. 11, 
1956, p. 32). Right now there is little Government-aided middle-income housing. 
So as it becomes more difficult for workers to find suitable quarters for their 
families, the pressure is likely to build up for unions to try to do something 
about the situation at the bargaining table. 


TYPICAL CASE 


The case of Leo Stadelman is fairly typical. This week, he and his family 
are settling down in their new home after going through the harrowing experience 
of trying to find a home large enough for seven people but still within their 
price range. Up until this month, the family lived in a public-housing project 
in Pittsburgh. Most of the steelworkers already have moved out of the Pitts- 
burgh projects. But four Allegheny County developments, occupied almost 60 
percent by steelworker families, are among the few remaining ones in which 
sizable pockets of unionists live. 





From Public Housing, which provided his family with roomy apartment for $72 
a month, a Pittsburgh steelworker has had to move * * * 
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To private home that is not so modern and needs costly repairs. Wage increase 
made it necessary for Leo Stadelman to leave public project. 


Last summer’s wage settlement in steel pushed Stadelman’s income as a Jones 
& Laughlin craneman up to $5,184 a year. The top allowable income in his 
project for a family of 7 with 5 children is $5,080. When the housing authorities 
in Pittsburgh, and Allegheny County held their annual review of tenants’ income 
this month, they found that the Stadelmans and 450 other steelworker families 
were overincome. 

THE CHOICES 


Like the Stadelmans, these families face a difficult choice. They can find 
quarters similar to those in the public project and pay far more than they 
can afford for rent or mortgage payments. Or, they can stay within the budget 
and take less desirable, cramped accommodations. 

Stadelman and the others are entitled to at least 6 months to find new homes. 
But, luckier than most, Stadelman worked out a deal with his sister to buy a 
two-family house, so he didn’t wait. He’s taking over the $6,000 mortgage on 
the house, made no down payment. At best, the new home is only a compromise. 


COMPROMISE 


To carry the new house, Stadelman will have to pay $56 on the mortgage, 
$25 each month to his sister on a down-payment arrangement. On top of this, 
he’ll have utilities, taxes, and an upcoming $1,500 repair bill to meet. However, 
he hopes to rent the other half of the house for about $40 a month. 

The Stadelmans had three bedrooms in the project apartment, as they do 
in their new home. But their old kitchen was modern, had plenty of cabinet 
space. The new kitchen is small, lacks cupboard space. On moving day, Mrs. 
Stadelman sighed regretfully over the loss of her modern kitchen. 


FRUITLESS SEARCH 


Before buying his sister’s house, Stadelman canvassed the private housing 
market, ran up against the situation facing the other evicted families. A duplex, 
a small house, or a decent apartment large enough for his brood started at $120 
a month. For the same rent, $72 a month, he paid in the project, he was able 





Me 
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to find only a third- or fourth-floor walkup apartment that was not desirable for 
the kids. 

An experimental private middle-income development—Chatham Village, with 
spacious grounds and roomy, modern apartments renting for $96 a month with- 
out utilities—would have been within Leo’s reach and worth stretching for. But 
the village has a waiting list so long, it was out of the question. 

The Stadelmans’ experience is not unusual. Families like them trying to find 
middle-income housing continually are running smack up against the shortage 
ef $12,000 to $15,000 homes. Usually they end up like Ruth and Leo Stadelman, 
making some sort of compromise between space and price. 





Top floor in this house is only thing Stadelman could find for the rent he had been 
paying. But, with five kids, cramped quarters and stairs make it impractical. 


» 





Modern apartment big enough for a family of seven in this building would have 
cost at least $180 a month. That was too much for Stadelman, who earns 
$5,184 a year. 
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HOUSING PICTURES 


A study just released by the staff of the Senate Subcommittee on Housing, 
headed by Senator John Sparkman (Democrat, of Alabama), finds that the mid- 
dle third of families living in cities has an income between $3,800 and $6,000. 
Using the rule that a family can afford a house costing 24% times its annual in- 
come, these middle-income families are in the market for homes costing between 
$9,500 and $16,000. But the Bureau of Labor Statistics estimates that half the 
new houses built in cities last year cost over $14,500. This figure will be higher 
in 1957, BLS believes. 


LABOR’S COURSE 


How do unions fit into the picture? So far, they’ve largely limited their efforts 
to supporting congressional bills favoring public housing, urging the Public 
Housing Authority to approve raises in the maximum income level for projects 
in which union members live, and calling for more and better modestly priced 
houses. 

In Miami last month, the AFL-CIO executive council called for a “bold com- 
prehensive forward-looking housing program” that would “assure the construc- 
tion of the 2 million units a year the Nation needs.” 


UNION PROJECTS 


But a few unions, such as the International Ladies’ Garment Workers Union, 
the Amalgamated Clothing Workers of America, and Local 3 of the International 
Brotherhood of Electrical Workers, have sponsored or built cooperative proj- 
ects—where families buy the apartment in which they live—that fall generally 
within the medium-income range. Most of these, though, are located in the New 
York City area. 

The United Auto Workers played a hand in the development of a housing tract 
in Milpitas, Calif., near San Francisco. With 169 homes already up, UAW is 
shooting 1,500. But that’s about the only sizable union-sponsored project outside 
the New York area. 

In New York, unions have put up, in whole or in part, about 10,000 units of the 
cooperative-type housing. They do this in four main ways: 

By letting a project use the union’s name to gain prestige and backing; 

By putting up “seed money”—buying the land, hiring the architect, etc.— 
to get the plan off the ground ; 

By lending money at little or no interest to members so they can buy into 
cooperative buildings; 

By using money from pension and welfare funds to invest in housing 
developments. 

A number of obstacles, however, stand in the way of large-scale entry by 
unions into home building. For one thing, many cities and States tax such 
developments at standard rates. For another, many unions favor interracial 
admittance to their housing projects. This runs into opposition in a number of 
cities, as UAW found in California. 


BARGAINING ISSUE 


So some experts are convinced that unions will bring the subject to the bar- 
gaining table. Because of traditional union hatred of company-owned homes 
and company towns, it’s unlikely that employers will be asked to contribute any- 
thing directly to worker housing. The best bet is that unions will seek agree- 
ment that welfare and pension fund money will be used to construct homes that 
its members can afford. These straws are already in the wind: 

IBEW, an approved FHA mortgage buyer since last December, has announced 
plans to pour some $14 million into home mortages (Business Week, Dec. 15, 
1956, p. 53). 

Three building trades unions in northern New Jersey will invest $150,000 in 
welfare money in new houses. North Jersey builders hope $1.5 million will 
come from negotiations with 7 other unions (Business Week, Dec. 29, 1956, p. 70). 

AFL-CIO President George Meany has called on unions in New York to put 
money from welfare and pension funds into middle-income housing (Business 
Week, Dec. 31, 1955. p. 66). 





: 
' 
; 
: 
: 
: 
f 
' 
' 
' 





oe 


ERTS 


HOUSING ACT OF 1957 259 


United Steelworkers President David J. McDonald has zeroed in on the 
$2.5 billion steel industry pension funds, now supported and administered solely 
by the steel companies. Seeking a union voice in the operation of these funds, 
McDonald told a United Steelworkers meeting in Chicago, “the money should 
be used for such worthwhile practical investments as housing for retired persons.” 

Mr. Rarns. One further question and then I am through and this, 
T admit, is an abstract question. 

Do you think we can have something approaching full employment 
without inflation ? 

Mr. SuisuKkin. Do you mean as a general proposition can there be 
full employment without inflation ? 

Mr. Rarns. Yes. 

Mr. Suisuxiy. Mr. Chairman, I certainly think that the whole 
structure of our economic policy laid down in the Employment Act 
of 1946 is based on the proposition that high employment with an 
economic balance is the goal we are seeking, and to attain it and main- 
tain it without inflation is certainly feasible in the presence of sound 
economic policies, certainly. 

Mr. Rains. Not only is it feasible, it is the goal we want to attain, 
isn’t it? 

Mr. ap erae That is right. 

Mr. Rains. You hear some people say that because of the great 
growth in the gross national product , and because of the high em- 
ploy ment that is coming in, that that in itself points toward inflation. 
You don’t share that view ? 

Mr. Suisnxkrn. No. 

Mr. Rarys. Mr. Addonizio. 

Mr. Appontzio. I don’t have any particular questions, Mr. Chair- 
man. I just wanted to say what I said earlier, that certainly speak- 
ing for myself I — very sympathetic to the legislative proposals that 
you have made. I do note that you are very concerned over the high 
interest rates, and you advocate holding the GI interest rate to 414 
percent. Do you think that is realistic in view of the fact that last 
December they raised the FHA rate to 5 percent ? 

Mr. Suisnxin. Well, we are conscious of the existing competition 
for funds on the basis of the higher interest rate, of course, and we 
are very much aware of the problem that is involved in there, but we 
fee] that the remedy that must be found for it would be from the 
utilization of the national service fund, and other means to provide 
secondary market in order hold the interest rate down, and still make 
the housing available to the GI’s and their families. 

Mr. Asuury. In that regard, Mr. Shiskin, you have recommended 
no increase in the present 414 percent interst rate on GI loans, but you 
coupled that with a recommendation that the national service life in- 
surance fund be used for investment of these mortgages; isn’t that 
correct ? 

Mr. Suisuxin. That is true. 

Mr. Asnixy. Now, this question interests me. What if Congress de- 
cides to up the rate to 5 percent? Would you still be in favor of use 
of the national service life insurance fund for the purposes which I 
just stated ? 

Mr. Suisuxrn. Well, our primary purpose in making that recom- 
mendation was to make sure that housing would become available in 
order to make up any deficiency that might be created because the 
lower interest rate will compete against the ‘other kind. 
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Mr. Asuter. Right. So you would have to reconsider in the light 
of the experience under a 5 percent interest rate ? 

Mr. Suisuxi1n. That is right, but as a general principle, if there is 
justification found upon the necessary finding of Congress to make 
the national service life insurance fund available, if there is justifica- 
tion for it we see no objection to it in principle. 

Mr. Asuiry, Yes, Thank you. 

Mr. Apponizio. I just have one question, Mr. Chairman. 

Mr, Rains. Mr, Addonizio. 

Mr. Appontzo. I know that you are probably as much concerned 
about this high discount rate that is being paid on FHA and GI 
loans, the same as many Members of Congress are. 

Now, most of the witnesses appearing before our subcommittee here 
have told us that you cannot control discount rates. I was wondering 
whether you share that view ? 

Mr. SuisuHKin. Well, they claim they cannot control them. Of 
course, if they make that provision, themselves, in some areas geo- 
graphically, and in others that provision is not made, there is evidence 
on the face of it that that can be done, that they can be held down. 

Mr. Appon1zo. But do you have something specific you can tell 
us as to the way in which it can be done? 

Mr. SuisuHK1n. Well, it can be done by regulation, of course. 

Mr. Rarns. You think it could be done by regulation, by direction 
of the committee to the Administrator? 

Mr. Suisux1n. That is right. 

Mr. Ratns. You don’t think you could completely exclude discounts, 
just say there would be no discounts on anything, you don’t share that 
opinion, do you? 

Mr. SuisHxrn. I think as a matter of principle that it should be 
held to par, but as to the feasibility of doing that without really a 
devoted kind of administrative effort, of course that is another effort. 

Mr. Ratrns. You ran into difficulty doing it in 1953. I have about 
come to the conclusion that you must have some kind of little leeway 
to turn on, but I think they ought to be controlled within a very nar- 
row margin. 

Mr. Suisuxi1n. Well, I agree wholeheartedly. 

Mr. Rains, Mr. McDonough. 

Mr. McDonoven. Mr. Shishkin, we have been trying to get the 
opinion of many people in home building on this national service life 
insurance fund. The chairman and myself have introduced bills to 
make that available, and I have been studying the question on what 
other sources we may seek out if we are denied the use of the national 
life insurance fund. 

Now, I don’t know whether you have any jurisdiction over the 
question I am going to ask you, or not, or whether you have made 
any recommendation, but it seems to me that the welfare funds of the 
labor organizations ought to be an excellent source for the purchase 
of mortgages, FHA 5 percent mortgages would be a good return, even 
the GI 414 percent might be a good return. 

What, if anything, has been done about that, do you know? 

Mr. Suisuxin. Well, actually, a great deal has been done in order 
to direct these funds into investment in housing, but mainly the pen- 
sion funds, because pension funds are long-term investments, but the 
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health and welfare funds are such that an emergency might arise, and 
that kind of investment would not be suitable. 

In the case of pension funds very sizable investments have been 
made for cooperative housing projects, and other types of projects, 
and some of them for the straight FHA housing, and VA housing, 
too. 

Mr. McDonoven. If we made some Federal agency responsible for 
servicing those funds for the use of pension funds for first mortgages, 
would that help in the use of those funds for that purpose 

Mr. SuisuKrn. Well, if there are safeguards ha and a de- 
gree of supervision provided, that would probably be helpful. 

Mr. McDonoven. Do you have any idea as to the amount of money 
available in the labor pension funds ? 

Mr. SuisHK1n. That is a great variety in the systems. In some of 
them it is joint financed, in some of them it is employer alone, al- 
though negotiated, and in some of them they are union only. 

So the total aggregate, as far as the latest estimates we have is some- 
where in the neighborhood of $25 billion. 

Mr. McDonovais. Twenty-five billion. 

Mr. Suisuxrn. Yes, that covers all types of funds. 

Mr. McDonoven. That is four times the amount of the national life 
insurance fund. 

Mr. Sutsux1n. The New York State Housing Commission made a 
study, and that is the conclusion arrived at by them. 

Mr. McDonovucGn. And what is the bulk of the $25 billion invested 
in, What kind of security ? 

Mr. Suisuxin. Of course, the instinct is, on the part of the trustees 
of such funds, to favor investment in Government securities first. 

Mr. McDonoven. Do you mean savings bonds ? 

Mr. SuisHxin. Different series of savings bonds, yes. 

Mr. McDonovueu. So the 41% percent GI mortgage with some Fed- 
eral agency servicing the mortgage would provide a better yield and 
it would be an open market for the purchase of these mortgages, and 
it would provide means where builders could build homes for the mid- 
dle income class. 

Mr. Suisuxin. That is right. 

Mr. McDonoven. That is something to think about. That is some- 
thing for the committee to consider in recommending legislation, I 
would say. 

Now, in your table 2 that you submitted you reviewed the possi- 
bility of providing homes for the middle income group from $7,500 
annual income down to $4,738, and for the $4,738 person you recom- 
mended a 60-year amortization ee 31% percent interest, and for 
the $7,500 person you recommended a 20-year amortization period of, 
say, 6 percent interest. 

Mr. SuisuKin. These are not recommendations. These are just 
hypothetical examples. 

Mr, McDonoveu. In other words, the point you are making is that 
the longer period of the amortization at the lowest rate of interest for 
the lowest rate of income would be the most satisfactory for that kind 
of person to buy that kind of home? 

Mr. SuisuxKin. Yes. 

Mr. McDonoven. Well, the figures also show that the longer term, 
and the lower rate of interest for the lowest income, would make that 
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person pay $8,000 more for the house than for the person with the 
highest income. In other words, the $7,500 annual income at 6 per- 
cent interest for 20-year amortization, he would pay $20,650 for a 
home, while for the same priced home a 60-year period, he would pay 
$28, 000 for the $12,000 house. It is just a case of paying more money 
over a longer period of time. 

Mr. Sempman. If I might comment on that, we have also felt if you 
extend the amortization period, or keep the interest rate the same, or 
with certain types of balances, even with a lower interest rate, you are 
going to pay more over the entire life of the mortgage than you would 

or a shorter period, and so you have to balance, on the one hand, that 
factor against, on the other hand, the amount of monthly pay ments the 
family can afford to pay. 

Mr. McDonoveu. I understand. You can’t get away from the 
arithmetic. 

Mr. Szempman. If I could make just one other statement. 

Therefore, we have always felt if you are going to extend the 
amortization period you should only do so if you are also going to 
reduce the interest rate, because otherwise the person by extending the 
amortization period you are not reducing the monthly cost to. any 
appreciable extent, but you are increasing the amount that the indi- 
vidual will have to pay over the total life of the mortgage by a con- 
siderable amount. 

Mr. McDonovucu. Well, he would have less to pay per month, and 
he would have a house to live in, that would be the advantage, although 
he would pay more in the long run than the fellow who paid it off in a 
shorter period. 

Now, wouldn’t it be better to have a 20-year term at 414 percent 
interest, and have the mortgage purchased by the pension fund of the 
labor group, or any other organization ! There he would have a 
greater advantage. He wouldn’t be paying out any more per month. 
fle would be paying for the house over one-third of the time, in 20 
years, instead of 60, and his mortgage would be salable to an institution 
pension fund, whether it be labor or any other institution. Wouldn’t 
that be a better deal ? 

Mr. Seman. Well, if he has a 20-year amortization, and a 41% per- 
cent mortgage, just taking this same table 

Mr. McDonovueu. pes ‘6 percent, your highest table. 

Mr. Seipman. No, 414, his monthly shelter cost would be about 
$115. On the other hand. if you compare it with a lower interest rate, 
and a longer amortization period, his monthly cost would be con- 
siderably less, and you have to balance the increased amount he has 
to pay over the long run against the very hard fact that he has only 
so much to pay out ‘of his current earnings to meet his monthly hous- 
ing costs, and also all of the other costs that go into a family budget. 

Mr. McDonoven. Now, Mr. Shishkin, in your testimony you also 
indicated that you object to Fannie May invading the private enter- 
prise monetary market, and becoming a profitable operation of the 
Government rather than service in distressed areas to buy mortgages. 

Mr. SuisHKin. My main point as to Fannie May was actually ‘the 
other way around, Congressman. My objection was to having the 
financial institutions and other interested parties invading Fannie 
May and becoming a part of it, and then operating Fannie May as a 
profitmaking organization. 
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Mr. McDonovueu. In other words, you believe, that Fannie May 
is invading the free enterprise monetary market ? 

Mr. Susur. Both ways; yes 

Mr. McDonovenr. Do you object to the public housing invading the 
private enterprise market ? 

Mr. SuisuKin. Well, as we have testified many times before this 
committee, we don’t feel that public housing is invading the private 
enterprise area that is actually serviced, because many attempts have 
been made through various encouragements to have private enter- 
prise in any sizable kind of flow of housing go into that area, and it 
has not done so. 

The record is clear on that. 

Mr. McDonovueu. You mean to say if private enterprise has’nt met 
the demand public housing should ? 

Mr. SuisuxKin. Well, there was a need upon the part of people, 
families in lower income brackets, to have housing, and they haven't 
been provided with that housing, so public housing has been a very 
indispensable means of providing shelter for these people, and their 
families. 

Mr. McDonoven. Whatever it does, it certainly invades the private 
enterprise market, because if the housing is needed private enter- 
prise will go into the market and supply it. 

Mr. Suisukrn. It hasn’t, Congressman. 

Hr. McDonoucu. That was the big objection to public housing in 
Los Angeles, that it was invading the private market, and we ruled 
it out by vote of the people in the State, and in the county, because 
it was invading the private market. 

Mr. SuisHxin. I think the national record is quite clear on this 
one point, and that is even with the Federal aids that were provided 
through the FHA to help finance low-cost housing for low-income 
families, that no sizable amount of housing in that area has ever been 
built. 

The program is there, but it hasn’t performed. So whatever it 
envisions, there may be a potential market if somebody does some- 
thing, but there has been no invasion of the actual market, if the 
market is supply and demand. There is demand, but there has been 
no supply. 

Mr. McDonovueu. If the public housing operates strictly on that 
sort of rule and regulation, there would be less complaint about it, 
but it hasn’t operated that way. It was forced on us. There was 
demand for 10,000 units, there wasn’t any need for the 10,000 units. 
They were purchasing land and they had plans to build publice hous- 
ing units that were not needed. 

Mr. Apponiz10, Will the gentleman yield ¢ 

You said it was forced on the city. 

Mr. McDonovuen. Yes. 

Mr. Apponizi1o. I thought the city had to make an application. 

Mr. McDonovuaeu. The mayor of the city entered into an agreement, 
and the council hadn’t agreed, and we had to reverse the action of the 
mayor. 

Mr. Asuury. That is not quite “forced into it.” 

Mr. McDonoven. The Government agreed to buy the land and 
build the buildings. 
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Mr. Asutey. There is a lot of difference. 

Mr. McDonoveu. I am talking about the Public Housing Authority 
in the city of Los Angeles. 

Mr. Apponizio. Wasn’t there an intervening election ? 

Mr. McDonovueéu. Yes, and the mayor that made the commitment 
was defeated. 

Mr. Suisnxrn. I would like to say, if you look back over the years 
of the development of the public housing program in the United States, 
the city of Los Angeles was one of the pioneer cities in which they de- 
veloped in the early stages a sound public housing program, 

Mr. Rarys. Let us move on to another discussion here. 

Mrs. Sullivan ? 

Mrs. Suttivan. I have no questions at this time. 

Mr. Ratns. Mr. Betts? 

Mr. Berrs. Just a couple of questions on the second paragraph of 
your summary, where you state there is a widely recognized need for 
construction of at least 2 million. 

Do you have that broken down as to whether or not that is all single- 
family residences, or part of it is public housing, part of it is apart- 
ment housing ? 

Mr. SuisHxin. What we did was to make in 1954, I believe, an esti- 
mate based on all of the factors involved, population growth, family 
formation, and all of the elements involved there, to find out over a 

riod of years what will be necessary for us to keep the housing supply 
m step with the need for housing on the part of the Nation, and we 
will be glad to supply the tables for the recor d of that estimate, but 
it showed that in order to keep up with the growing need in the 
future over the next 10 years it will have to supply the annual rate of 
2 million housing units a year as a minimum. 

Mr. Berts. I am interested in what area is greatest need. Do you 
have any figures to show how much of that was above the $15,000 
residence bracket ? 

Mr. Suisuxrn. Well, as my testimony has indicated, the carve 
need is in the range of $3, 000 to $6,000 family income per year, that 
is the middle-income area in which we feel ‘steps need to ue. taken 
this year in order to provide it. 

Mr. Berts. I was talking about the cost of a house, $15,000. 

Mr. Suisnxrn. Well, the aver age cost of a house, of course those 
averages are meaningless, because geographical differentials in cost 
very greatly, and also the monthly housing cost, but the average cost 
of a housing unit, itself, is somewhere in the vic inity of about $14, 000 
now, which is out of range. 

Mr. Berrs. Could you furnish for the record a breakdown on that 

2 million, as to how many of those units were in the public-housing 
bracket probably, and how many in your low-income bracket, and 
how many in your middle-income bracket ? 

Mr. Suisnxrin. Well, I will be glad to submit the estimate we made 
as to on which these figures were based. Whether we can refine them, 
I don’t know. We will make an effort to do so but I can’t promise to 
submit that. I can only do the best we can. 

Mr. Berrs. That estimate is made on a survey by some of your 
economic staff ; is that right ? 

Mr. SutsuHKxr1n. Well, we have made an estimate based on the avail- 
able basic data with regard to demographic changes, growth of popu- 
lation, as well as the distribution of population around the country. 
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Mr. Berrs. Was that word “demographic?” 

Mr. Suisuxrn. Yes. I didn’t say “democratic.” 

Mr. Rains. That was a new word tome. Say it again? 

Mr. SuisHKkin. Demographic, describing population. 

Mr. Ratrns. I listened to the word. It was a new word to me. 

Mr. Siskin. In connection with your question, Congressman, 
may I just refer to one more figure here which will illustrate what 
I have in mind, as far as growth is concerned, I have some figures 
here about the population problem affecting the city of Chicago, which 
is now enjoying the greatest growth in its history. In the past 5 
years, over 148,000 families moved into the Chicago area, and that 
was an average increase in inmigration alone of “30,000 families a 
vear. Between 1950 and 1955 there were 302,774 persons added to 
the population by excessive births over deaths, an additional 308,918 
persons migrated during that period, for a total increase in popu- 
lation of 682,000. That was between 1950 and 1955. 

Now, if you take into account the manpower needs which are esti- 
mated by the Chicago Association of Commerce and Industry to be- 
tween 1956 and 1960 conservatively to be 513,000, based on the in- 
dustrial development that has been ‘taking place, and will be continu- 
ing to take place in that area, the demand will be much greater than 
that. So of the 513,000 new workers needed by 1960, only 109,000 
will come from the internal growth of the community, and 404,000 
must come through migration. 

Now, if you will need to keep up the growth of the Chicago area 
at that pace you will need 440,000 new inmigrants into the area, and 
we know this is going to be needed within the next 5 years. 

Some thought has to be given as to where these people are going to 
live, where they will put their families, how they can provide a base 
for living and work. This is just one illustration of the kind of prob- 
lem with which they are confronted, one area in the country, and when 
you consider the magnitude of that, and that talk about the public 
housing program for the country as a whole of only 35,000 units, you 
will see that we are not really relating our effort to the target. 

Mr. McDonouau. Have you made such a study in Los Angeles? 

Mr. SuisHKkin. No, this study was made by the Chicago Associa- 
tion of Commerce and Industry, a business association within the 
community, and I don’t know whether there is such an association 
in Los Angeles. 

Mr. McDonoven. Did you say manpower needs will be 460,000 
more ¢ 

Mr. SuisHKin. By inmigration alone. 

Mr. McDonovueu. By 1960 that the natural growth will not supply 
the demand? In addition to the natural growth you will need 460,000 
more ¢ 

Mr. Suisnxin. That is correct. 

Mr. Berrs. Of course, that situation in Chicago might not be normal 
all over the country. As I noted in U.S. News this current week, the 
Negro population through inmigration tripled itself in the last 2 or 
3 years there, in Chicago. 

Mr. SuisuKin. Well, “people have been brought into the community 
regardless of where they came from, because they needed manpower, 
and that is what I am involved with. 
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Mr. Berts. Chicago isn’t typical of all of the metropolitan centers 
of the country? 

Mr. SuisuxKrin. Yes, but if you consider the magnitude of the figures 
you will see the problem throughout the country. 

Mr. McDonoveu. Well, it is not typical. 

Mr. Suisu«in. I can’t say that I can force myself to call Chicago, or 
any other city, typical because I know that each city in our highly 
diversified and individualistic kind of country is different because of 
the concentration of industrial growth and industrial resources, and 
other resources, as far as growth i is concerned, but we are a growing 
country, and I think that we can find a number of other communities 
in which that kind of growth rate in the future will be higher than 
that for Chicago, which is an old established center of trade and 
activity in the country. 

Mr. Wipnati. Mr. Chairman, I would like to comment on that. 

We have examples in our own State, Jersey City, and a few other 
places, where the population has been steadily going down during the 
last 15 years, and primarily because taxes and costs have risen marked- 
ly within the area. People are moving outside because government 
has become too expensive to live in the area. 

Now, that can happen in many of these other cities, if the services 
we try to provide, and the cost of government, get out of hand. People 
will move out into suburban areas where the population is much less, 
and where it costs them less. 

Mr. SuisHKin. You are referring to local taxation or State taxa- 
tion ¢ 

Mr. Wipnatu. Yes, but you get that total impact where people move 
into a concentrated area, and call upon government to do more and 
more for them. 

Mr. SuisHxin. Well, of course, if Chicago does not provide housing, 
schools, and other facilities for living there, people who have come in 
there will leave, too. 

Mr. Wronatt. I wonder whether or not you have any figures as to 
the unemployment percentage in the building trades of the unions 
today? Isn’t it very low? 

Mr. SuisHxrn. Well, of course, employment in the building trades 
is highly seasonal, but there has been some underemployment now 
particularly because of the lack of employment opportunities in resi- 
dential building field which has been far below par. 

Mr. Wipnatt. Could you pinpoint a couple of areas for me where 
the building trades people are slacking off in employment ? 

Mr. SuisHKrn. Well, we can supply that. I haven’t got the figures 
with me; I am sorry. 

Mr. Wiwnat, What I have in mind is this: You are asking for spe- 
cial assistance to the functioning of a housing program. That means 
increased use of labor which, of course, we all want. But is the labor 
available to supply that increased use when, as far as I can see, par- 
ticularly in our own area, everybody seems to be employed in that 
field at the present time without getting into any extensive Government 
program ? 

Mr. Suisuxin. Of course, our concern there is in providing a basis 
for a steady, stable growth, and I think that the kind of developments 
that have taken place in the past in which that has been provided, 
and we have moved from a basis of one year into another in providing 
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these new programs, that they have been met, and they can be met 
now so that the kind of rate that I am talking about here, if it is 
projected over a period of time, will be met in terms of the supply of 
skill. There may be some geographical local problems involved. We 
have had a very sizable spurt in large-scale industrial construction 
recently, but this is coming to completion, and when that slackens 
off you will have more than the necessary supply for residential 
construction. 

Mr. Wipnatt. What I had in mind was this, if your skilled labor 
is all employed, and we enter into an extensive Government program 
on top of that, doesn’t that involve bidding for labor, so you encourage 
inflation ? 

Mr. SuisHKin. With all due respect, Congressman, I don’t think 
that argument can be validly applied, because if we use that argu- 
ment we would never launch a highway program, or any other large- 
scale program we are launching. 

As I am pointing out, we have had a tremendous bulge in expendi- 
tures for capital construction in 1956. Most of this building construc- 
tion, apart from machinery and other installations going into it, is 
near completion now. So I think as far as the immediate horizon is 
concerned there is no worry about any inadequate supply of skilled 
labor, or in order to provide this kind of expansion. 

Mr. Wipnau. That answers one of my questions, but what I fear, 
and a lot. of other people fear in the country, is the fact that going 
into the extensive programs that are contemplated now by way of 
highway construction, by way of school construction, by way of what- 
ever residential construction is projected, that we are going to have 
an added inflationary impact because of the bidding for both services 
and materials. And we know there is not enough steel, for instance, 
to furnish all building construction proposals. As a result, the price 
of steel goes up. It inflates the cost of a school. It inflates the cost 
of a highway. It inflates everything all of the way along the line. 

Mr. SuisuKin. May I just say a word on that? In my basic state- 
ment here I just wanted to call to your attention that I am citing, I 
picked up a typical report at random from the Wall Street Journal of 
February 25. Steel cut back, Chevrolet output cut 25 percent in one 
week, plants put in short week, inventories blamed. 

I think if you are appraising the current situation we are going to 
find, as we look around, that actually unless we make provision of the 
kind that I have recommended and talked about here we are going to 
be in for an economic squeeze. 

Mr. Apponizio. Will the gentleman yield? 

Mr. Wipna. Yes, 

Mr. Apponizio. Is it not also true that unemployment is very great 
in the sawmills and certain building materials industries ? ; 

Mr. Suisu«Ki. In certain segments of industry, not general for the 
economy as a whole. 

Mr. Apponizio. Isn’t it true that steel production is declining ? 

Mr. Suisuxin. That is right. 

Mr. Apponizio. And the price of scrap metals is coming down? 

Mr. Suitsnxin. That is right. 

Mr. Wipnat. Of course, there have been an awful lot of complaints 
about the high price of scrap metals and congressional investigations 
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concerning the same, so now that prices are starting to come down « 
little bit I suppose we should investigate why they are down. after 
complaining about them being too high. 

I would like to ask one other question. You state on page 2 of your 
testimony that of the amount suggested for Fannie May, $300 million 
should be allocated for the cooperative housing with a substantial 
proportion reserved for cooperatives sponsored by unions and other 
public interest organizations. 

Why do you make that reservation? Why not just a recommenda- 
tion of $300 million for that purpose? 

Mr. Suisuxin. Well, we are making that reservation because we 
feel that here we have institutions that have been able and have dem- 
onstrated and have provided a very important demonstration of their 
ability to not only provide the housing, but to find the proper location 
for them, to relate it to urban redevelopment that is sound, to tie hous- 
ing with school facilities, recreation facilities, and establish the kind 
of projections which have been done, for example, in the New York 
City area, the recent project of the International Ladies Garment 
Workers Union. 

We have others, and in other cities, too, Minneapolis and elsewhere: 
we have projects of this kind that have really shown to the commu- 
nity that this is not just a housing project, but this takes into account 
the need of the worker to travel to and from work, transportation, 
recreation, schoo] facilities. and other things, and that kind of thing 
is best served if it is backed by public interest institutitons. 

Mr. Wipnatt. Mr. Shishkin, I have had the benefit of seeing some 
of those projects, and I certainly commend the unions for the work 
they have done, they have been outstanding, but I just wonder why 
you get into any sort of discrimination by saying certain ones should 
be allocated just for unions, or other ae interest organizations. 
Why can’t they, if the program is good, be built for all those who want 
to enter the cooperatives, and why can’t the unions by their own ex- 
ample produce not only funds but share in these funds without having 
it specifically allocated to them ? 

Mr. Suisuxin. Mr. Edelman would like to comment on that. 

Mr. Epetman. Mr. Chairman, the thing is very simple, indeed. 
It takes the private enterpriser who is geared up to this kind of pro- 
gram, he is all ready to move in rather fast and make applications 
for these funds. The public-interest type of organization, the labor 
union, the cooperative, generally speaking the nonprofit field, takes a 
little longer, and by the time we get to talk to officials in the FHA 
that are administering this part of the program, that block of funds 
is expended, and we work in this nonprofit field a good deal more 
carefully, and I said that advisedly, we study our markets much more 
carefully, and we usually are a voluntary group, and we can’t em- 
ploy full-time professionals in many instances to do the preliminary 
work, and there should be some assurance that funds will be avail- 
able when we present the justification and the teehnical data for a 
valid project. 

Mr. Wiwnatt. If you attained what you are recommending, would 
your idea be to eliminate the veterans preference with respect to the 
5 percent downpayment on cooperatives ? 

Mr. Epetman. No. 
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Mr. Wipnau. You would still have the veterans preference, but 
you would have an allocation that the unions could use? 

Mr, Epetman. The unions and a number of other groups in the 
same category. 

Mr. SuisHKin. There is another facet of this problem, and that is 
tenancy. 

Mr. Serpman. This does not relate to whether members of unions 
are in the project, this relates to the sponsors. The projects are open 
to the public. There may occasionally be preference given to the 
members of the group sponsoring the project, but generally it repre- 
sents a cross-section rather than any particular group. 

Mr. Wipnau. One other question: I see a statement of protection 
of homeowners against foreclosure in the event of unforeseen emer- 
gency. What do you have in mind with respect to that? 

Mr. SuisHkin. Well, we have submitted in the past a recommen- 
dation of what we call the lapsed payment plan. If because of sick- 
ness or other catastrophic emergency the payments cannot be met 
by the home buyer, that a system be provided in which these payments 
would not bring the property to foreclosure to his disadvantage, so 
the lapsed payment plan would make it possible to carry those pay- 
ments for a limited period of time because of that emergency. 

Mr. Wipnatu. Do you have in mind creating a new fund, an in- 
surance fund, to take care of that? 

Mr. SHISHKIN. Well, no, not an insuranee fund. 

Mr. Wiwnat. I mean self-insured ? 

Mr. Suisuxin. Why? 

Mr. Wipnatu. Allright. Thank you. 

Mr. Apponizio. Mr. C hairman, I have one question. 

Mr. Rarns. Let me get to Mr. Ashley. He has been sitting patiently 
overthere. Then I will get back to you. 

Mr. Asutey. How do you feel about the administration’s proposal 
to liberalize FHA section 203 by including a schedule of lower down- 
payments ? 

Mr, SuisuHK1n. Well, we don’t think that proposal goes far enough, 
Congressman. The lower downpayment is only one real remedy that 
is proposed in that. 

Mr. Sripman. We think that there is nothing wrong about reduc- 
ing the downpayments, although we have some question about whether 
you have to reduce downpayments as high up the scale as they would, 
apparently, go, but we think as Mr. Shishkin indicated, that this is 
only one small part of the problem, and that you don’t do anything 
at all about reducing monthly housing costs when you reduce down- 
payments. 

Mr. Asuiey. Do you think the veterans should get preferential 
treatment under such a program as the administration is proposing? 

Mr. SempMan. Well, that goes to the question of whether you would 
continue the present VA program, or whether 

Mr, Asuiey. Not necessarily. It could be that legislative action 
would be taken with respect to the administration proposal, and it 
could also be that veterans preference would be written into that legis- 
lation even though the veterans program continues on the books, 

Mr, Seman. Well, I think that the argument that was originally 
made for instituting ‘low downpayments, or no downpayments for 
the veterans, is a sound one. That is because veterans have had less 
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of an opportunity to develop savings, that they are in a poorer 
position than the nonveteran to make downpayments, so that par- 
ticularly if you do not have an effective VA program then it seems 
to me that some type of veterans preference would be in order. 

Mr. Everman. Mr. Chairman, in this connection, apropos of Mr. 
Ashley’s question, Mr. Seidman and I serve on an advisory committee 
to the FHA, that administers the 213 program, and we got some very 
interesting data regarding the capacity for making downpayments on 
the part of a group which was purchasing one of the war housing 
projects which was being turned over to a cooperative, the foundation 
for housing cooperatives, and it was found that while the bulk of the 
group, the group people were excellent risks, people with long records 
of meeting their obligations, and so forth, admirable in every respect 
as to character and so on, that a significant proportion of this group 
could not make much more than a nominal downpayment, and special 
arrangements had to be made to deal with this group on a sort of un- 
official second mortgage arrangement, which, incidentally, there was 
enough experience to show they met that obligation admirably, too. 

The point is, I think—Mr. Seidman can correct me on this—is that 
there are circumstances where lower downpayments are needed. It is 
not very widespread, and, generally speaking, some permissiveness 
in this field would be highly desirable in a number of situations. 

Mr. Rarns. Do you mean give the administrator some leeway ? 

Mr. Epeitman. That is right, Mr. Chairman. 

Mr. Asutey. I just have one or two more questions. 

You will agree, Mr. Shishkin, that we are at the present time in a 
period of inflation ? 

Mr. SutsHxin. Well, I think that there have been some pressures 
exerted on the economy, judging by the cost-of-living index, I have 
seen the prices rising a little. 

Mr. Asurry. To the extent that you would agree that we are in a 
period of inflation, would you say this is caused by a greater demand 
for credit, materials, and manpower, than the available supply ? 

Mr. Suisuxr1n. Well, I think that the pains of this kind of situ- 
ation are growing pains, and there are imbalances in growth, there 
are many factors involved. 

Mr. Asuiry. There may be growing pains, but, to the extent that 
inflationary pressures are prevalent today, I am sure you would go 
along with me that they are the result of a greater demand for cr redit, 

materials, and manpower, than the available supply, wouldn’t you? 

Mr. Smisuxin. Yes, particularly for credit. 

Mr. Asutey. Then, how can we accomplish socially desirable things 
such as the building of housing for our families, without causing an 
even greater inflation ? 

Mr. Suisuxrn. Well, as I pointed out earlier, in the competition 
of demand for credit, when you have the fundamental basic lending 
institutions in the country confronted with these competing demands, 
they tend to accord the first priority to the safest risk, and, therefore, 
the lending has been accorded to the larger economic aggregates. the 
biggest corporate enterprises, and others ‘that have expanded. 

At the same time, we notice an imbalance in the economy because as 
we have productive capacity growing, we don’t have housing keeping 
pace, and so also there are jacks in other sections of the economy, and 
the proper thing is to restore balance so there is balanced growth. 
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Mr. Asutey. I think there is enough, it is just a question of achiev- 
ing additional balance. 

Mr. SuisuxKin. The crucial point right now is insofar as the hard 
money policy has been ae the hard money policy has tended 
to discourage the small-business man, the smaller enterprise, the 
smaller home buyer, or the middle-income people from the market, and 
At the same time it has done nothing to discourage this huge amount 
of capital investment which has been the biggest inflationary factor 
in the economy because that was the greatest outcropping of funds 
coming into the money flow during the past year. 

Mr. Asuiry. Do you agree with officials who have testified here 
from the Federal Reserve e, “and the T reasury, that the most necessary 
thing now is to bring savings and credit into some kind of balance? 

Mr. Sutsexis. W ell, I haven’t heard the testimony. 

Mr. Asuiry. They are pretty prosavings minded right now, as you 
might have imagined. 

Mr. Suisuxr. Actually, of course, the figures show that the savings 
growth has not been impaired, it has matched the general growth, but 
at the same time, we have to be mindful of the needs for savings growth 
for the future, as well, so the encouragement of savings as against 
spending in a period of this time, this is s the time to do it, yes. 

Mr. Epetman. Mr. Chairman, could I say that the solution of this 
problem, at least in one important area of the country, the textile 
industry, would be to increase consumption a little bit. Consumption 
per capita has been dropping a bit, and a severe depression has a 
grip on one of the largest industries in America, and it seems to me 
there are areas in this economy which are definitely in this category of 
the inflationary era, that are going in the other direction, and it seems 
to me there is ‘utterly inadequate ‘attention paid to that phase of the 
economy. 

Mr. Rarns. I could add to that, the textile industry, the small-busi- 
ness men, and the farmers down my way. That makes two more seg- 
ments. 

Mr. Apponiz1o. Mr. Shishkin, I was very much interested in your 

earlier testimony in regard to union pension funds and keeping ‘that 
in mind, let us say that you and I know that Fannie May obligations 
are backed by GI and FHA mortgages and that Fannie May now 
issues 9-month maturity notes. 

Now, if Fannie May would issue long-term obligations, say, for 20 
years, would the union pension funds buy them ? 

Mr. SuisuKrn. Do you mean provide pension funds for the second- 
ary market? Yes, I think some form of secondary financing that 
would have Government supervision would be a helpful means ‘of en- 
couragement of the flow of these funds into the middle income hous- 
ing. 

Mr. McDonoven. That would take care of the servicing side of it. 

Mr. SnisHKin. Yes. 

Mr. McDonoucu. Fannie May would do the servicing and they 
would buy the debentures. 

Mr. Apponizio. There would be no servicing involved. 

Mr. Rarns. May I make a comment there, too, about the balance 
between savings and then we have to get through? You know I am 
afraid a lot of | people who have been testifying before us seem to think 
that all savings are represented by mortgages, in other words, they 
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print to how much the savings and loan have, how much commercial 
banks have out, and so on, in mortgages. 

I am afraid ‘people forget among the savings of this country are 
pension funds, trust funds, social-security funds, and many more, and 
annuities of all kinds, and I am not quite sure they reflect the savings 
of all the people when they just give us the money available for mort- 
gages. 

Mr. Suisuxin. That is a very important point. I am glad you 
brought that out. 

Mr. McDonoveu. Mr. Shishkin, in answer to the question on deben- 
ture notes, what rate would they be willing to buy at there? What 
would be an attractive proposition for them? 

Mr. Sisoxin. Well, I can’t answer you directly on that. All I can 
say is that I think that you have to take into account on the one hand 
that they do have the backing of the VA and FHA insurance in this 
field and they do have governmental supervision and channeling for 
this, and taking that into account, I think the rate ought to be such 
as to attract these funds into that kind of investment as against the 
present flow into Government securities. 

Mr. McDonoven. Well, 414 percent for GI loans and 5 percent 
for FHA loans ought to be attractive, that is better than they are 
now getting. 

Mr. Suisnxrn. Some of them might go lower. 

Mr. McDonoven. Four and an eighth with the service, there would 
be a slight discount on it. At any rate, both of them would provide 
a better return on the investment than the money you are now invest- 
ing the pension funds in. 

Mr. SutsnHxin. That is right. 

Mr. Epetman. Mr. Chairman, could I just make a comment here, 
based upon a recent experience in watching a group of bankers try to 
sell a board of trustees at my own union some variation in their in- 
vestment program, that if we are to accomplish a substantial move- 
ment of these pension funds accumulations into this kind of mortgages, 
which I happen to believe in most extensively, you will have to de- 
velop some spokesmen in governmental agencies, not a large corps, 
but some men that can really— not stuffed shirts, if I m: iV say so ad- 
visedly—that can really explain this program in simple terms and 
make this thing thoroughly understandable, readily understandable 
to laymen who are administering these programs and who are gen- 
erally speaking ultraconservative. 

I think that that is a minor aspect of this question but one that some 
thought should be given to. 

Mr. McDonoven. You mean you can’t interpret their language? 

Mr. Epriman. Exactly. 

Mr. McDonoveu. But you certainly have facilities for someone to 
interpret their language; you have someone in your organization that 
can conceive of wh: at “they are driving at, if they are offering you 
debentures at a certain rate of interest over a 20-year period. You 
don’t need any instruction on how to buy Treasury notes or savings 
bonds; you know what they are. 

Mr. Epecman. I recognize that. 

Mr. McDonoveu. So if these are secure and good and for a long 
period of time and a good investment, that is sufficient. 

Mr. Everman. I will make a date, Mr. McDonough, for you to 
work that out with my trustees some day. 
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Gentlemen, could I add a little postscript to this discussion which 
might be of interest here. Recently in connection with another piece 
of legislation, the problem of extending the coverage of the Fair Labor 
Standards Act, Mr. Seidman and his associates studied three different 
cities in the United States. He did not go out to make a housing 
survey. It was quite an accidental byproduct. I myself was only 
aware of it when I read his report the other day. He is studying 
families who are earning—who are not under the wage-and-hour law— 
and who are earning less than a dollar an hour, and he is describing 
in this series of case studies in Pottsville, Pa., Asheville, N. C., and 
Springfield, Mo., exactly the condition and situation of these families, 
the relationship "between i income and the type of housing that these 
people are living in is not exactly mathematically identical, but it is 
dramatically consistent, and the type of housing which these low- 
income people are living in today is shocking, it is ‘tragic, and scandal- 
ous, and these are illustrations, dating just a few months back; it is 
almost current, and it occurs to me, Mr, Chairman, that some members 
of the committee might want to look at this study, if you think this 
problem has to any great extent been solved in these middle-sized com- 
munities in the United States. 

Mr. Rarns. Where is this study ? 

Mr. Epeiman. It has been filed, Mr. Chairman, before the subcom- 
mittee considering minimum wage legislation in the Senate and I guess 
it was filed today before the Subcommittee on Labor of the House Com- 
mittee on Education and Labor. 

Mr. Rains. We will ask our staff to get us some copies of it. We will 
be glad to see it. 

Gentlemen, I want to express the appreciation of the committee for 
your coming before us and I want to say this: It has been one of the 
intentions of the subcommittee ever since we have been in being to 
try to get around to a down-to-earth, shirt-sleeve roundtable discus- 
sion with trustees of pension funds and men like you who are interested 
in an effort to see if we couldn’t sit down and all work out something 
together. Before we get through with our business we are going to 
do that one thing and see if we can’t get a down-to-earth meeting of 
the minds to where we could get some of this money in the home- build- 
ing business. You have been very helpful to us and we appreciate 
your coming. 

Mr. Sutsuxiy. Thank you very much, Mr. Chairman. Let me say 
that we will be very glad to cooperate with the committee in every 
way we can in order to facilitate that kind of study and that we want 
to express our particular appreciation to its chairman, Mr. Rains, for 
the kind of job he has done during the past 2 years. During the past 2 
years this committee has done more on taking a close look at the whole 
areas, the kind of problems people are actually experiencing on the 
spot and I think this has opened up a new chapter i in the legislation 
history of this Congress to the kind of job that is understanding and 
aware not only of the national problem, but also of the people in the 
grassroots and we appreciate that very much. 

Mr. Rarns. Thank you very much. We will meet tomorrow at 10 
o'clock. 

(Whereupon, at 3:40 p. m., the subcommittee adjourned until 10 
a.m.. Thursday, March 7, 1957 
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THURSDAY, MARCH 7, 1957 


House oF REPRESENTATIVES, 
SUBCOMMITTEE ON HOUSING OF THE 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

The subcommittee met at 10 a. m., the Honorable Albert Rains, 
chairman of the subcommittee, presiding. 

Present: Messrs. Rains (presiding), Addonizio, Barrett, Mrs. Sulli- 
van, Messrs. Talle, McDonough, Widnall, and Betts. 

Mr. Rarns. The committee will please be in order. 

I have an announcement for the benefit of the witnesses and the 
members: Two or three of our members are compelled to attend other 
committee sessions for a few minutes. They will be a bit late be- 
cause they have bills before the committees. We must run on sched- 
ule, or as near to it today as possible. The House will meet at 11 
o'clock. That was unexpected to us, and we will have a vote on the 
Middle East resolution, which means the bells will ring soon after 11. 
We have four witnesses. We can only hear two of them between now 
and 11-o’clock. Mr. Pete Knox of the Prefabricated Home Manufac- 
turing Institute, and Mr. Heers of the Inland Empire Buildings—are 
either of those gentlemen here ? 

I see. We are going to ask you gentlemen to come back and let us 
hear you at 2 o’clock this afternoon. 

The first witness this morning is our longtime friend, Steve Slipher 
of the United States Savings & Loan League, and Mr. Bert King. 

Come around, gentlemen. We are happy to have both of you. 


STATEMENTS OF T. BERT KING, WASHINGTON COUNSEL; AND 
STEPHEN SLIPHER, STAFF VICE PRESIDENT, UNITED STATES 
SAVINGS & LOAN LEAGUE 


Mr. Sureuer. Thank you, Mr. Chairman. Actually Mr. Bert King, 
our Washington counsel, will present our testimony, and I will accom- 
pany him and help answer questions. 

Mr. Rarns. Bert is on familiar grounds here. This isn’t his first 
appearance, and we are glad to have you again, Mr. King. 

Mr. Kine. Mr. Chairman, it has always been a pleasure for me to 
appear before this committee. Today I appear in a slightly different 
role. As Mr. Slipher said, my role this morning is as Washington 
counsel for the United States Savings & Loan League, an organiza- 
tion which represents in its membership some 4,300 savings and loan 
associations throughout the country which have in their assets about 
90 percent of the resources of the savings and loan business. 
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The savings and loan associations, as you know, I am sure, Mr. 
Chairman, make between 35 and 40 percent of all home loans that are 
made in this country, and are the largest single source of housing credit. 

The United States League is concerned with the implications of 
the present housing situation, and the light with which that setting 
seems to be viewed ‘by many. We see in the present situation nothing 
more than a moderate normal adjustment, certainly nothing that is 
a cause for anxiety or alarm. We do not believe that the downturn 
which has been exhibited in home building over the last year or so 
necessitates anything in the way of new Federal expenditures or the 
further abandonment of orthodox fiscal policies. 

We particularly think that the injection of lower downpayments 
into the home finance picture at this time would be detrimental rather 
than advantageous. We view it as the engulfing of normal future 
market which would deprive the economy of a potential prop which 
could more usefully be kept in the bag for use in time of future 
economic crisis. We think the injection of more Government money 
into the picture at this time will build up inflationary pressures which 
will be detrimental, pricewise, to the purchaser. 

We think that whether these various steps which are proposed are 
needed is most questionable. We think that it is most questionable 
whether they are truly advantageous rather than, in fact, detrimental. 
But we do not think it is questionable that they will be ineffective, if 
used. 

I recall in that regard testimony this committee heard yesterday to 
the effect that these steps, and at the time the witness was speaking 
particularly of the lowering of FHA downpayments would be too late 
to affect the situation this year. 

We think that as this year grows into its second half, that there 
are very reassuring factors which encourage us to think that a very 
representative market for home mortgages W vill be at hand at that time. 
We think that the slight setback in home purchasing volume which 
the past months has exhibited should, if the market is there, have 
stacked up a pretty decent future market. 

So we can see only the resumption of very pleasant conditions 
in the home-building and home-financing fields by that time. 

We think further that the detrimental significance of the injection 
of these various steps into the picture at this time will be heightened 
by the probable effect in increasing prices all of the way up and 
down the line, as far as materials and labor in building goes. 

In the light of those basic views, Mr. Chairman, you will find in 
the statement submitted by the league its specific position on various 
of the more significant or popular proposals before the Congress. We 


are, for example, opposed to the use of NSLI reserves in the making 


of GI loans. We think this would involve the swapping of dollars 
by the Treasury, and this would add nothing but perhaps contribute 
some to the tightness of the money market. 

We think, as I have stated, fhat the injection of lower downpay- 
ments into a setting such as the present would be deleterious to home 
buyers, but would also have the very significant disadvantage of inter- 
fering with the operation of what would be a reconstitution of normal 
markets. 
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We think that the Fannie May operations, as they are constituted 
today, however useful they were in their original purpose, have been 
prejudiced or made almost impossible by the interest rates to which 
they are required to give support. That is negative. 

On the positive side, the league believes two steps could be taken 
which would do much to improve the unhealthy spots confronting us 
in this picture in the country. First, we recommend prompt action 
in increasing the interest rates on GI loans. 

Mr. Rats. That is not before this committee, as you know, Mr. 
King. 

Mr. Kine. I know that, Mr. Chairman, but it is essentially neces- 
sarily part of the situation which your committee is required to survey. 
Mr. Rarns. You should have told Mr. Teague’s committee that. 

Mr. Surpuer. We did, unsuccessfully. 

Mr. Kina. We think that alternative to that step, the only permissi- 
ble recourse is to let the GI program languish or to give it life by a 
very liberal use of large outlays of Government money which we don’t 
think should be brought into the picture. 

We emphatically do not think there is any solution in transferring 
this over to FHA under one guise or another. 

To mention just one single facet which should be determinative, 
veterans over there will get 514 percent loans instead of the 5 percent 
loans, from which they are saved. 

Again, on the positive side, Mr. Chairman, we would like this com- 
mittee to review the Federal Home Loan Bank System, and to see in 
that. System further use of home mortgage credit. Basically, the 
member banks have over a billion and a quarter of their assets in the 
System. The members have that much money in their individual 
banks. 

On the other side of the ledger, the associations who have put into 
this have only drawn out 900 million. Therefore, there is some 300 
million unused as far as home mortgage credit goes. We think that 
in giving attention to that situation, and in noting the very unrealistic 
1214 percent limitation that is favored by the present Home Loan 
Bank Board, the comment of this committee will be toward loosening 
up that reservoir of credit, and will have a very important psychologi- 
cal effect on the people who control the flow of that money. 

We think, also, lastly, Mr. Chairman, that the voluntary home mort- 
gage credit program has made some very useful beginnings. We think 
it should be encouraged in its work further. We say specifically in 
that regard that our various committees have been asked to have each 
of their own associations buy immediately at least two loans through 
that program. 

Mr. Chairman, I thank you for the time you gave me to expound 
these views, and I will be pleased, together with Mr. Slipher, to answer 
any questions which you may have. 

Mr. Rarns. Your full statement will go in the record. 








278 HOUSING ACT OF 1957 


(The complete statement of Mr. King is as follows :) 
STATEMENT OF UNITED STATES SAVINGS AND LOAN LEAGUE 


Presented by T. Bert King, Washington counsel, accompanied by Stephen Slipher, 
manager of Washington office 


The United States Savings and Loan League’ is delighted to have this oppor- 
tunity to express its views on pending housing legislation. Savings and loan asso- 
ciations are unique in the home lending field in several ways. First, by making 
between 35 and 40 percent of all home loans they have consistently been the 
largest single source of home financing credit in the Nation. Secondly, since they 
invest virtually all of their available funds in loans on 1- to 4-family houses, 
they provide an unusually stable source of support to home building and home 
ownership. Finally, about 75 percent of the mortgage lending by savings and 
loan associations is of the conventional loan type which involves no cost or 
potential liability to the Federal Government. 

This statement will comment on the general housing situation and then deal 
with the various points raised in the February 18 letter of Chairman Albert 
Rains. Where the league has a position or a special interest in these questions 
it will be indicated briefly in this statement and supplemented by an addendum A, 
showing the full policy statements adopted at the league’s recent legislative con- 
ference. This statement and addendum also include certain suggestions which 
the league feels will enable savings and loan associations to make their maximum 
contribution to home building and home financing and help accomplish the 
objectives stated by Chairman Rains. 


THE GENERAL HOUSING PICTURI 


The league is not among those who view with anxiety the housing picture that 
lies just behind us, nor that which lies ahead. We are not of the opinion, for 
example, that the general economy should be regeared to drive home building at 
a faster pace, nor that such help is necessary to enable the general economy to 
maintain its own stride. Our members report to us that except for the home- 
builders, who naturally would like to build and sell more houses, there is no 
great concern over the present homebuilding situation. 

As we read the facts we find ourselves just emerging from a year in which 
there was a fall off from 1955 of 5 percent in dollars and of 8 percent in number of 
home mortgage loans. There was a cutback of just over 15 percent in single 
family housing starts, but outlays for private construction as a whole set a 
new record. 

Home building appears to have had a slight regurgitation from the excesses of 
1955, a reaction aided by the impetus and volume of industrial construction dur- 
ing the year. 

In fact, the true issue now to be resolved would seem to be—is it necessary to 
“gun” housing credit and housing volume every time we experience a year which 
fails to set new records? 

Basically, we have had a slight turn of the cycle, working just the way it is 
supposed to work. In fact it may not be even that in the eyes of some, for there 
was no accompanying down-swing in the price or cost cycle. In fact costs, as 
to home building, in the opposite direction. Overall they were up 5 percent, 
as noted above. Only one material used in housing—plywood—showed a lowered 
price. And the gross national product total set a record $412 billion. 

It is hard to see in this picture anything that could not be well met and offset 
by the relatively simple actions of restoring the Federal Home Loan Bank credit 
system to normal operation (as discussed hereinafter) and by permitting the 
Veterans’ Administration to set a yield factor for GI loans that would make it 
possible for a veteran to use their advantages. Alone in the overall picture their 
fall-off—30 percent down—for 1955 was significant; and that signified no more 





1The United States Savings and Loan League, founded in 1892, has in its membership 
4,300 savings and loan associations, building and loan associations and cooperative banks 
representing approximately 90 percent of the Nation’s savings and loan assets. The posi- 
tions taken in this statement are derived from policies adopted by the Ieague’s board of 
directors, executive committee and legislative committee at a joint conference January 
28-29. The league’s principal officers are: Roy Marr (Memphis, Tenn.), president; 
Joseph Holzka (Staten Island, N. Y.), vice president; Henry A. Bubb (Topeka, Kans.), 
legislative committee chairman; Norman Strunk (Chicago, Ill.), executive vice president ; 
T. Bert King (Washington, D. C.), Washington counsel ; and Stephen Slipher (Washington, 
D. C.), manager of the league’s Washington office. 
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than the generally known fact overall rise in competitive yield and interest 
factors had left the 444 percent rate out of tune. Conventional loans, which were 
free to adjust to rising yield rates, showed no drop-off. ; 

In lieu of these simple actions the legislative hopper has been crammed with a 
variety of proposals of far-reaching significance, which singly or jointly would 
have a double barreled effect. They would enlarge the market side of housing 
by lowering downpayments for the general populace—chiefly through liberaliz- 
ing FHA lending limits—and they would put within the reach of that enlarged 
market the dollar wherewithal with which to become purchasers, chiefly through 
FNMA and Treasury supplied money. Even the most optimistic of the sponsors 
of these measures would be likely to admit that the effect of these various re- 
courses would hardly begin to manifest themselves until many months hence. 
They would, therefore, not be in time to afford intermediate relief to the mild 
down-swing through which we have been moving, but would start to take over 
during the late summer or fall of this year. 

And most competent economists except that at that time, independent of any 

legislative steps now under consideration, save perhaps an increase in the Gi 
rate to 5 percent, home building volume will be on an upward curve. 
* A major danger of the economy, as the league sees it, is the continuous pres- 
sure toward inflation. We see the Treasury and the Federal Reserve authori- 
ties still concentrating their efforts on halting inflationary influences. We have 
reliable counts that overall construction for 1957 is likely to make a new high, 
and we are told that during the second half of 1957 home building will hit a pace 
that will assure approximately a million units for the year and that mortgage 
noney is likely to be in fair supply during the last half of the year. We have 
the prediction of the National Association of Home Builders that there will be 
a further rise in home building costs in 1957 and that the median price of houses 
will increase another $600—from $14,600 to $15,200. These assurances are bol- 
stered by recent figures that show savings and loan associations had a net in- 
erease in assets of $5.2 billion in 1956, virtually all of which will find its way 
into the home mortgage market. Savings banks in turn had an increase of nearly 
$2 billion over that same period and life insurance companies had net additions 
to their assets that make extremely probable a higher volume of new home mort- 
gage investment during the months ahead. 

There follows comment on the specific issues set forth in the letter of Chairman 
Rains. 


USE OF NSLI FUNDS 


The league is opposed to this, primarily on the grounds that NSLI reserves are 
currently invested in government securities, the sale of which would cause fur- 
ther tightness in money markets and largely defeat the objective of improving 
the flow of home financing. Further, the league shares the apprehension of other 
groups about using veterans’ life insurance funds for various special purposes. 


EXTENSION OF VHMCP 


The league favors the extension of the VHMCP and has recently undertaken 
a campaign to substantially increase participation in the program by savings 
and loan associations. Specifically, the league has recommended as a starter 


that each of its 75 directors immediately make one VHMCP loan and encourage 
other associations in their community to do likewise. 


LIBERALIZATION OF DOWN PAYMENT REQUIREMENTS UNDER THE FHA PROGRAM 

The league is opposed to a further reduction in down payment requirements 
for FHA loans. In times of tight money, changes in the loan terms can do 
nothing to bring in additional funds. In times of easier credit, existing FHA 
terms are Sufliciently liberal to produce a very large volume of home construc- 
tion. This fact is evidenced by the statistics showing that in 1948, 1949, and 
1950 when credit was generally easy, FHA-financed housing starts ranged from 
294,000 to 486,000. In 1954 FHA terms were eased but because of the general 


conditions of the market FHA starts in 1954 to 1956 range only from 192,000 
to 272,000. 


ESTABLISHING OF VETERANS PREFERENCE UNDER THE FHA PROGRAM 


The league vigorously opposes all attempts to merge or consolidate the VA 
program with or under the FHA. We wholeheartedly support the American 
Legion view that all veteran benefit programs belong under a single agency. 
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Further, we question the wisdom of establishing under a single control as large a 
portion of all housing credit as is represented by the combined operations of FHA 
and VA. Finally, we believe that such a program would eventually see the elimi- 
nation of all veterans preference in housing. 


FEDERAL NATIONAL MORTGAGE ASSOCIATION 


The league does not Support any increase in the FNMA program and the league 
has at no time ever requested Congress to supply Federal funds to support the 
mortgage market. The league believes that a sound secondary market facility 
should be supported largely by its users through at least a 3 percent stock sub- 
Scription requirement and should serve only as a rock bottom support for the 
mortgage market. 

The special assistance program by Fannie May is virtually direct lending 
and is opposed by the league. It merely attempts to support an unrealistic inter- 
est rate or special purpose programs of doubtful soundness and necessity. 


OTHER FEDERAL PROGRAMS 


In view of concern over the Federal budget and the competition for available 
mortgage funds, the league believes that such programs as college housing and 
urban renewal could well be reduced or eliminated as Federal activities. Simi- 
larly, military housing might well be better handled by the Defense Department 
rather than through civilian housing agencies. 


REMOVAL OF 1214 PERCENT CEILING ON FEDERAL HOME LOAN BANK ADVANCES 


It would deem undebatable that the preferred method of furthering the supply 
of home financing would be by increasing available private funds rather than 
the use of Government funds or the mere diversion of credit from one form of 
housing to another. Thus, we urge that serious consideration be given to restor- 
ing the Federal home-loan banks to their normal role of aiding and assisting sav- 
ings and loan associations to meet home-loan needs. 

At present there is a 12%4 percent ceiling on advances which savings and loan 
associations may receive from Federal home-loan banks. Amazingly enough, 
this is a tighter restriction than was imposed during the Korean war or World 
War II. At a time when Congress is so concerned about the availability of 
funds that direct Federal funds are being channeled into the area, this restric- 
tion stands as a complete paradox. Why should savings and loan associations 
be subject today to a restriction more onerous than that imposed even during 
regulation W days? 

While it is true that most savings and loans have not reached the 12% percent 
ceiling and many associations would never borrow at 12% percent even if it were 
permissible, the record indicates that credit restrictions influence savings and 
loan lending in a psychological manner many times over the actual dollars in- 
volved. This was evidenced in the fall of 1955 when a slight dollar contraction in 
Federal home-loan bank advances was accompanied by a precipitous fall in 
savings and loan lending. The inability to depend on the bank advances, if 
needed, had a serious psychological effect on management. 

The impact of credit ceilings can be dramatically demonstrated by a review 
of the lending record for savings and loan associations. In the years 1952, 1953, 
1954, and 1955, the ratio of loans made to year-end assets fluctuated between the 
very narrow limits of 26 and 28 percent. In 1956, during bank-credit restric- 
tions, this ratio dropped sharply to 2 percent. Had the normal 27 percent ratio 
existed, savings and loan associations would have made $2 billion more of loans 
in 1956. This happens to be more than the total amount of falloff in mortgage 
recordings from 1955 to 1956. 

Another way to demonstrate the present limited role of the Federal home-loan 
banks in aiding savings and loan associations in the mortgage lending field is 
to examine the balance sheet of the Federal home-loan banks themselves. As of 
February 28, 1957, savings and loan associations had invested in Federal home- 
loan banks, in the form of deposits and capital stock $1,298 million. On the same 
date they had received from Federal home-loan banks, in the form of advances, 
$976 million. Thus the Federal home-loan banks were supplying no net money 
to the savings and loans whatsoever. In fact, they failed by $300 million to re- 
distribute the money received. Another indication of the relatively small use 
of the Bank System as a credit aid at the present time is the low ratio of obliga- 
tions outstanding to capital stock—less than 1% to 1. 
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A special committee of the United States league devoted nearly a year of study 
to the credit operations of the Bank System and issued a special report detailing 
an elaborate program for an expanded Bank System. Copies of the report have 
been submitted to your committee staff and we would be glad to make copies 
available to individual members of the committee. 

While the credit ceiling is a matter which can be handled by the Federal Home 
Loan Bank Board without legislation, we feel that some encouragement by this 
committee would be most helpful. Naturally there is some concern by the Fed- 
eral Home Loan Bank Board and the Administration that any lifting of the 
ceiling might be misconstrued or misinterpreted as a turnabout of policy. In 
our opinion, the support of this committee would considerably enhance the 
chances of removing this impediment to normal credit operations. 


SUMMARY OF POSITION OF THE UNITED STATES Savincs & LOAN LEAGUE 


The United States Savings & Loan League has in its membership 4,300 
savings-and-loan associations representing about 90 percent of the Nation’s sav- 
ings-and-loan assets. Savings-and-loan associations make between 35 and 40 
percent of all home loans and are the largest single source of housing credit. 


GENERAL COMMENT ON HOUSING 


The United States League views the present housing situation more as a 
moderate and normal adjustment than as a cause for major alarm. The league 
does not associate itself with those who view the downturn in home building as 
a major crisis necessitating new Federal expenditures or the abandonment of 
orthodox fiseal policies. 


NATIONAL SERVICE LIFE INSURANCE RESERVES 


The league is opposed to the use of national service life insurance reserves 
for the making or purchasing of GI loans. This would involve the sale of 
Government securities, adding to the tightness in the money market. 


EXTENSION OF VHMCP 


The league favors the extension of the VHMCP and has recently undertaken 
a campaign to substantially increase participation in the program by savings and 
loan associations. 


LIBERALIZATION OF FHA PROGRAM 


The league is opposed to a further reduction in downpayment requirements for 
FHA loans. In times of tight money, changes in the loan terms can do nothing 
to bring in additional funds. In times of easier credit, existing FHA terms are 
sufficiently liberal to produce a very large volume of home construction. This 
fact is evidenced by the statistics showing that in 1948, 1949, and 1950, when 
credit was generally easy, FHA-financed housing starts ranged from 294,000 
to 486,000. In 1954, FHA terms were eased but, because of the general conditions 
of the market, FHA starts in 1954 to 1956 range only from 192,000 to 272.000. 


ESTABLISHMENT OF VETERANS’ PREFERENCES UNDER THE FHA PROGRAM 


The league vigorously opposes all attempts to merge or consolidate the VA 
program with or under the FHA. We deem it unwise to establish a single con- 
trol over as large a portion of housing credit as is represented by the combined 
operations of FHA and VA. We believe further that such a step would be detri- 
mental to the achievement of a preference for veterans in housing. 


FNMA 
The league believes that any secondary-market operation should be supported 
by its users through at least a 3-percent stock subscription. Special assistance 
programs are merely an attempt to support below-the-market interest rates or 
doubtful credit ventures, and amount to virtually direct lending. 
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INCREASE IN GI INTEREST RATES 


The league strongly recommends prompt action in raising the GI loan interest 
rate to 5 percent. This is the only course to enable World War II and Korean 
veterans to enjoy the benefits of the GI loan program. 


REMOVAL OF FHLB CREDIT RESTRICTIONS 


The league asks the committee to encourage the Federal Home Loan Bank 
Board and the Administration to remove the present 1214-percent ceiling on ad- 
vances by Federal home-loan banks to member savings and loan associations. 
This restriction has had a serious actual and psychological effect on savings and 
loan lending and should be removed immediately. 


ADDENDUM A 


BExcerpts from the legislative position of the United States Savings and Loan 
League dealing with housing and subject material under consideration by The 
House Subcommittee on Housing 


1, FEDERAL HOUSING ADMINISTRATION 


The league believes that an FHA program based on sound mortgage insurance 
principles and adhering to the original purpose of stimulating credit where nec- 
essary to encourage homeownership can play an important role in improving the 
Nation’s housing. Legislation should be enacted reestablishing the differential 
between loans on new houses and loans on existing homes. Loan percentages 
and maturities for FHA loans should be the first to be restricted during periods 
of tight money. The restriction should be sufficiently severe to bring about a 
major cutback in the FHA program whenever private institutions, such as sav- 
ings and loan associations, are being restricted by Federal credit policies. 

The legislation proposed by Representative Teague, Democrat, of Texas, H. R. 
2584, and by others, to reduce FHA downpayments to 2 percent is inconsistent 
with this position and the league opposes it. The league vigorously questions 
the wisdom of or the necessity of having the Federal Government insure and un- 
derwrite more liberal home-loan terms at a time when American families are 
enjoying unrivaled prosperity. The league also believes strongly that sound 
progress in home building and buying is jeopardized by the unprecedented liber- 
ality of loan terms backed by the Government credit, as is here proposed. 

Moreover, any liberalization of loan terms by Federal statute during periods 
of tight money is in a sense a false and meaningless gesture to the home-buying 
public; it does nothing to increase the volume of lendable funds. The existing 
FHA terms will doubtless be sufficient to maintain a high annual level of new 
home starts, when lenders on conventional terms as well as with FHA insurance 
enjoy more nearly normal flow of savers’ funds. It should be borne in mind 
that the alltime home-building record of 1,400,000 units was achieved in 1950, 
when FHA loan terms were even less liberal than they currently are, and far less 
liberal than those proposed by H. R. 2584. The league holds, further, that now, 
in this most prosperous of all eras, financial institutions should undertake the 
financing of a greater, not lesser, portion of the homeownership transactions of 
the citizens at their own risk, without substantial reliance upon mortgage insur- 
ance or guaranty by agencies of the Federal Government. 


2. GI LOANS 


The league supports the GI loan program and endorses the American Legion 
proposal for a gradual termination of the program, with each veteran’s addi- 
tional period of eligibility based on his length of military service. The sharp 
rise in interest rates in all categories makes it imperative that the interest rate 
on GI loans be raised if the program is to continue in any substantial volume. 
While there is merit in some proposals to provide for flexible or formula-type 
interest-rate adjustments, the flow of funds to veterans has deteriorated so 
markedly that an immediate adjustment to 5 percent is essential, if the many 
advantages of GI loans are to remain available to them in any volume, The 
league restates its opposition to any transfer of the VA loan program to the 
FHA, or merger of the two activities. The GI loan program is basically a 
veterans’ benefit rather than a home-building stimulus, and the entire question 
of a liberalized FHA program should be considered quite apart from the termina- 
tion of the GI loan program. 
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3. VOLUNTARY HOME MORTGAGE CREDIT PROGRAM 


This program should be continued with further effort made to restrict the 
program to areas of bona fide shortage of credit, 


4. FEDERAL NATIONAL MORTGAGE ASSOCIATION 


The league recommends the reinstatement of the 3 percent minimum stock 
purchase requirement for institutions dealing with FNMA. Much of the pro- 
gram, particularly the special support features, is virtually direct lending which 
has always been opposed by the United States League. 


5. DIRECT LENDING 


Direct lending by the Government is socialization of housing credit and the 
league is unalterably opposed to it. 

The United States League and others studying the GI loan question should 
give consideration to a plan whereby in lieu of direct lending, the VA would 
purchase a percentage of previously made VA loans from the lender, with the 
stipulation that such lender will in turn agree to lend double the amount of 
loans sold to the VA in other GI loans. 


6. PUBLIC HOUSING 


The league is opposed to the public ownership, financing and operation of 
housing. It favors continuation of the “workable program” as prerequisite for 
further public housing and urban renewal project allotments. 


AppIrioNaAL Excerets From Untirep States LEAGUE’S LEGISLATIVE POSITION 


The United States League recommends an amendment which would make it 
lawful for officers, employees, etc., of the United States who have custody of 
public funds to invest such funds up to $10,000 in insured savings and loan 
associations. 

Under the present law governing public funds, such funds can only be placed in 
banks insured by the Federal Deposit Insurance Corporation. In view of the 
fact that the Federal Savings and Loan Insurance Corporation is quite similar 
to the FDIC, there appears to be no reason why public funds could not be in- 
vested in Federal institutions insured by the FSLIC up to the amount of 
insurance. 

The proposed amendment would eliminate any discrimination between the 
two insured agencies and the financial institutions insured by them. It would 
also offer additional sources of mortgage money, which everyone agrees is ur- 
gently needed at this time. This is borne out by the many cases where military 
officers have placed idle public funds in insured savings and loan associations 
only to be ordered to remove them because of the present law. 


PROPOSED AMENDMENT 


The National Housing Act, as amended, is hereby amended by the addition of 
section 408 which shall read as follows: 

“Sec. 408. Shares and accounts issued by institutions insured by the Federal 
Savings and Loan Insurance Corporation, to the extent they are insured by 
said Corporation, shall be lawful investments, and may be accepted as security, 
for all public funds of the United States, fiduciary and trust funds, under the 
authority or control of the United States or any officer or officers thereof, and for 
the funds of all corporations organized under the laws of the United States. 
regardless of any limitation of law upon the investment of any such funds or 
upon the acceptance of security for the investment or deposit of any of such 
funds.” 

The United States League also recommends: 

1. A broadening of investment powers for Federal associations to permit a 
limited right to invest in muncipal securities and other securities approved by 
the Federal Home Loan Bank Board. 

2. A limited right of Federal associations to invest in other insured savines 
and loan associations. 

3. A clarification of lending authority of Federal associations. either by the law 
or regulations, to permit such associations to finance the preparation and im- 
provement of homesites. 
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4. An increase from 20 percent to 25 percent in the portion of the assets of 
Federal associations that may be invested in certain special classifications of 
loan (as now defined in the law and regulations). 

5. An amendment to section 13 of the Federal Reserve Act to make short- 
term Federal home-loan bank obligations eligible for rediscount at Federal Re- 
serve banks and eligible for purchase in the market by the Federal Reserve 
banks. The league further recommends that the Federal Savings and Loan 
Insurance Corporation be permitted to purchase obligations of the Federal home- 
loan banks. 

6. An amendment to title IV of the National Housing Act to make certain that 
married savers in community property States enjoy the same insurance protec- 
tion as is provided married savers in other States. 

Mr. Ratns. We do not have as much time, gentlemen, to ask ques- 
tions as we would like. Dr. Talle has to go fo a Rules Committee 
meeting in a minute and he has a question. So, Dr. Talle, you may 
proceed. 

Mr. Tatie. Thank you, Mr. Chairman. 

I notice in your complete statement, Mr. King, that for 1946 you 
call attention to the fact, and I quote : 

Conventional loans which were free to adjust to the rising yield rates, showed 

no drop off. As a matter of fact, over the years the starts under conventional 
financing have been reasonably stable. The figures I have indicate the follow- 
ing: For 1951, 608,000; 1952, 647,300; 1953, 659,700 ; 1954, 681,400 ; 1955, 641,100; 
1956, 634,600. 
Now, this is clearly the stable sector of housing production, and I 
wonder if it isn’t true that as long as people have jobs and national 
income is maintained we can continue to expect with every confidence 
that we will get something over 600,000 conventional starts each year ? 
What do you i think of that? 

Mr. Kine. I would think that you would get that as a minimum, 
Congressman Talle. I think elsewhere in the statement we have sub- 
mitted you will find that there has been a very considerable increase 
in the assets of the savings and loan business, which makes about 75 
percent of its loan total in the conventional class, and there have been 
very sizable increases during 1956 in the assets of the other institutions 
that make a very considerable contribution to the conventional loan 
market. 

Mr. Tatie. Will you check me ? on the following statement which 
I will make, and tell me whether I am right or wrong: Some of our 
witnesses in a rather alarming tone allude to widespread i increases in 
second-mortgage financing and land-contract financing, and suggest 
that conventional starts last year would not have been so high as ‘they 
were had there not been resort to second-mortgage and land-contract 
financing. 

Now, no one has produced figures to sustain these contentions. Per- 
sonally, I find it rather diffic ult to believe that there was much ¢ hange 
last year over what has gone on in previous years, as far as second- 
mortgage and land-contract financing is concerned. Last year per- 
sonal income for the countr yasaw hole was at a high level, and savings 
for the year were also at a high level, at least for—well, that would be 
true for the last several years. 

Now, this being true, why should there have been any drastic in- 
crease in second-mortgage and land-contract financing last year in 
connection with the starts under conventional financing? Will you 
tell me whether I am right or wrong in this observation ? 
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Mr. Kine. Basically, Mr. Congressman, I think you are right. But 
I would ask you to consider in conjunction with that statement the 
fact that the increased incidence of land-contract cases and second- 
mortgage cases is probably more of an accompaniment of a dry market 
than a lack of financing. In the conventional picture, they are the 
bridges that are used to supply a very low credit contribution on the 
part of the purchaser. 

Mr, Tatie. I am eager to get information, Mr. King, and I thank 
you very much for your comments. 

Thank you, Mr. Chairman. 

Mr. Rains. You are welcome. 

Mr. King, you know this committee has a very high regard for the 
savings and loan associations. In fact, we can say with a great deal 
of pride that we brought the institution into being, and we are very 
anxious to keep it in good shape, which doesn’t mean, however, that 
the committee agrees with your viewpoint that you have expressed 
today by any means. 

In the first place, I am somewhat amazed at your statement, when 
you suggest. the housing situation generally is in good shape. That is 
not reflected in any Congressman’s mail, regardless of which side of 
the aisle he sits on, and I call your attention to 1 or 2 facts. You say 
that the starts are down about 15 percent from last year in your pre- 
pared statement, which is correct. In 1950, which we say was a good 
housing year, we produced 11 homes per 1,000 persons. There was 
a decline of more than 35 percent from 1950 to now per 1,000. In 
1925, which you will agree was the horse-and-buggy era, as far as your 
business and all others, compared to today, populationwise, and in 
other respects, too, but in 1925 we were building 11 homes per 1,000 
people. 

Now, if America can’t make more progress in all lines of endeavor 
in 30 years than we have made in the housing business, don’t you think 
we are getting in a bad way ¢ 

Mr. Kine. Mr. Chairman, my comments on the housing picture 
had as part of their setting the fact that overall contractual con- 
struction in this country during the period under discussion has hit 
all-time peaks. Housing is but one part of that overall industry. 

Mr. Rains. That comment worries me. What concerns me—lI know 
the construction is high, all I have to do is look around at all of these 
commercial buildings in Washington, and throughout the country. I 
know it is high. But as chairman of the Housing Subcommittee, and 
you as the general counsel for a great association dedicated to here 
building, should we be satisfied with the present picture in the mort- 
gage credit field as it relates to home building? 

Mr. Krxe. I wonder if Mr. Slipher would like to answer you on 
that, Mr. Chairman. 

Mr. Rains. I will be glad to hear from Mr. Slipher. 

Mr. Suieuer. In noting this discussion yesterday as to whether or 
not there was a crisis or we needed a crash program, we sent a tele- 
gram out to 34 of our people around the country yesterday, and I got 
the answers back, some of them as recently as this morning. We sent 
them a straight-forward telegram, we didn’t ask for one answer or 
another. In the great majority of the cases—it is a little hard to clas- 
sify,; you know when people wire back opinions—but actually out of 
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the 28 I have listed here there are 24 of them that state there is an 
approximate balance in supply and demand in their area. There are 
2 of them that say there is a tendency toward a surplus, and there 
is 1 that says there is a shortage of housing, and there are 2 who say 
there is a shortage in low-cost and minority housing. 

Now, I grant you our people’s opinion might be biased, like every- 
one else’s, but by and large I think the savings and loan man is in 
a good position to evaluate the housing situation in his town, and they 
really don’t think we have a home-construction crisis. 

Mr. Rarys. Well, I know, Mr. Slipher, that statistics can be greatly 
misleading, but it is difficult to get around reasoning, and this is what 
I mean: 

Sitting here I know that the slum-clearance program, the right of 
eminent domain of the Government, the States, the cities, and the 
counties, the highway program, for instance, the obsolescence that 
goes on each year with houses that are tumbling down, the record cen- 
sus figures will show that we are losing almost as many houses each 
year as we are building. 

Now, I know that is out of balance, I am quite sure that we ought 
to be building more houses each year than we are tearing down. So 
while I am not taking the viewpoint of the home builders completely 
that we need a crash program, I am concerned that America’s hous- 
ing picture is not gaining as our population is gaining. 

Now, I want to keep it as sound as you do, and I know one thing 
we want to do is keep the savings and loan associations, and the banks, 
sound in this country, but we all have in my judgment, and I am not 
attempting to lecture, but I feel this way: We have a responsibility 
for something more than just looking for profits alone, and I think you 
will agree with me. I want to be sure it is sound and safe, but one 
of these days you are going to make the Congress go into the biggest 
direct loan program that there has ever been, if we don’t get a better 
division of mortgage credit for homes. 

I think some people imagine that I am talking about printing new 
money. Iam certainly not. But if we don’t get a better division in 
your business and away from some of these other things we have been 
talking about, we are going to suffer greatly in the future. 

T have a lot of questions here, but I see our time is running out and 
T must pass along. 

Mr. Addonizio. 

Mr. Apvponizto. Mr. King, on page 5 of your statement you indicate 
that your league is opposed to a further reduction in downpayment 
requirements for FHA loans. Furthermore, you say that the only 
time you feel that this should be done is when busienss is on the decline, 
and that it should be done to give a shot in the arm to our economy, 
more or less. 

Now, in view of that, do you feel that there is anything in our 
financial history to prove that more liberal credit terms can ever re- 
verse the tide, once a depression starts? Isn’t it rather the opposite, 
that during the late twenties and thirties, for example, even though 
we had very liberal credit terms, that people hesitated to borrow for 
any reason whatsoever. 

Mr. Krne. Congressman Addonizio, I accept implicitly the fact 
that it is better to stop a depression than to try to cure it after it has 
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started, but I think there was a rather successful experiment in inject- 
ing credit into the stream in times of emergency back in 1933 and 1934. 

My point was that where you have the construction industry hitting 
factually new highs that you should not seek to step up its various 
components so as to build up price and cost structures, ro you will be 
inviting crisis rather than attempting to cure it. 

Now, I said that some of these steps might be countenanced and 
might be supported as a way out of a dire situation either threatened 
or actual, but I am trying to show that all of the predominant and 
believable statistics confr onting us indicate that that is not the situa- 
tion, and was not the situation in 1957, and will not be the situation 
in 1958. 

Mr. Apponizi10. Now, in view of the fact that you are opposed to 
reduction of these downpayments on FHA loans, would your position 
be the same if Congress refused to raise the GI interest rate ¢ 

Mr. Kina. I have great difficulty in accepting the fact that 

Mr. Apponizio. W ell, you wouldn’t like to see a situation come about 
where no family could buy a home without making a very large down- 
payment, would you? 

Mr. Strpuer. May I make a comment on that? As indicated in the 
statement, the downpayments were higher in 1950 than they are now, 
and yet nearly 500,000 people were able to raise those downpayments 
in the single year 1950 to build a home. Now, we haven’t gotten any 
poorer since 1950. I am led to believe that the downpayments even 
before they were liberalized were not so high as to cut out prospective 
home buyers. Our biggest FHA years were before you last liberalized. 
I think now that if people could freely get the maximum FHA loan 
now you wouldn’t have any trouble. The only trouble you are having 
now is that it is difficult to get even the present terms. You can build 
a lot of houses with 5- and 10-percent downpayments. You don’t need 
to liberalize them to 4 percent and 3 percent, if you could get the loans, 
and the interest rate is the key to the loans. 

Mr. Apponizio. Well, would you answer the question about your 
position if the GI interest rate is not raised / 

Mr. Surener. If the GI interest rate is not raised we still oppose 
further liberalization of FHA. 

Mr. Apponiz1o. Now, Mr. King, on page 6 of your statement you 
indicate that your league opposes the Fannie May special assistance 
program, and I must confess that I think you are absolutely wrong. 
I think your organization takes a very shortsighted view. I think 
you realize that this program assists projects especially needed, such 
as military housing, cooperative housing, and urban renewal under 
sections 220 and 221. 

It is my belief that many of these programs would have rough 
sledding without the support of Fannie May. Don’t you believe that? 

Mr. Kine. I certainly believe they would, Congressman, because they 
are either badly put together, creditwise, or they are upholding a yield 
factor that is out of line with the current market. 

As to the utility of some of those programs, I think reexamination 
would show that there is very little exc use for some of them, and I am 
speaking particularly about veterans’ cooperative housing. 

Mr. Apponiz10. That is all, Mr. Chairman. 

Mr. Ratns. Mr. Widnall. 
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Mr. Wipnatt. Mr. King, I have some figures here about the home 
pr bank advances to the members that were outstanding in 1954, 

955, and 1956. 

ie 1954, the figure was $867 million; in 1955, $1,416 million ; in 1956, 
$1,228 million. Now, the increase from 1954 to 1955 was $549 million. 
By that increase in 1955 over 1954 weren’t the savings and loan insti- 
tutions in 1955 making real-estate Joans out of borrowed funds that 
would be repaid out of future savings, and in 1956 wasn’t the reduc- 
tion caused by the the fact that the savings and loan associations were 
actually digesting what had taken place in 1955? 

Mr. Kine. Congressman Widnall, that was true in some part. I 
think enough attention has not been given to the fact that many sources 
of credit were gunning the market ‘of future years during 1955, and 
that had its part in the totals added up for 1956. 

As to the savings and loan contribution, I would like it if Mr. 
Slipher would tell you how he watched that picture work. 

Mr. Rains. Would you yield there just for an observation? 
Wasn’t the same situation true with banks and other lending institu- 
tions through their warehousing operations during the same time / 

Mr. Kine. That is what I spoke of, Mr. Chairman. 

Mr. Rarns. Now, go ahead. 

Mr. Sureuer. As I understand it, you are interested in this question 
of whether or not we haven’t already had an increased use of the bank 
system. Your figures show that we borrowed more money on the 
year end. 

Mr. Wipnatt. I am also interested in the overall picture as to 
whether or not overborrowing didn’t lead to the tight money situation 
we have at present. 

Mr. Streuer. You can’t get into the figures without understanding 
the psychology of this thing. I think it is extremely important to- 
understand what this present restriction on bank advances means. 

Here is what it means: in the old days up until 1955 a savings and 
loan association could make a lot of commitments knowing from a let- 
ter of credit in their files that they could borrow up to 25 percent of 
their assets from the regional Federal home-loan bank. That way 
they could make a lot of commitments knowing a lot of them would 
wash out, but if they did have to meet them they could borrow. 

Then along came 1955, and the bank system had some hard going. 
Not only was the administration cutting down credit, but our bank 
system ran into some rough financial situations. So all of a sudden 
it became that you could not borrow at all. That scared our people, 
and they haven’t recovered yet. 

Now, you can borrow up to 121% percent, but savings and loan asso- 
ciations are going to be very cautions in their lending program, as 
long as they know that there is a definite ceiling on the amount of ad- 
vances. ‘The impact of that is shown in the figures we put in our 
testimony. 

For 4 straight years, savings and loan associations loaned between 
26 and 28 percent of their year-end assets, and that is a very narrow 

variation, 26 to 28. Along came last year and we dropped to 22, and 
the principal reason we dropped to 22 was, first, we were recovering a 
little bit from overextension in 1955, as Mr. Widnall said, but also 
because with this new philosophy that the banks can set a maximum 
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ceiling on which you can borrow, savings and loan associations are 
just naturally timid. The way to get them out of being timid is to 
remove that 121% so that they will have a little elbow room so they can 
make their plans knowing that if they don’t have as good a saving 
month as they expected they can go to the bank and borrow. But 
right now they are shying clear of any plan that they cannot see their 
way to covering through their own savings receipts, and savings aren’t 
very good. 

Mr. Wipnati. Well, you are saying you just had 28 telegrams in- 
dicating that there was sufficient to take care of needs. 

Mr. SuteHer. That the housing situation was not alarming. 

Mr. Wipnat. Well, to me, one assertion sort of contradicts the other 
in that connection. 

There is one other question I have. Representative Patman, when 
he was before the committee the other day, gave as an example of the 
tightness in the market the fact that a small town in Texas, Naples, 
Tex., the mayor had contacted him and said one couldn’t get any 
mortgage money at all down in that area, and as a result he was ap- 
plying for an extension of the public housing program in Naples. 

Could you for this committee run down through your savings as- 
sociations, or through the contacts you have with the voluntary home 
mortgage program, information as to whether or not mortgage credit 
can be available in Naples if applied for? 

Mr. Surpner. Yes, sir; we will run that down. I have two wires 
from Texas in this group I have. I don’t know where Naples is. It 
could be a million miles from San Antonio and Fort Worth, where 
our two telegrams are from, but they do not report a great shortage. 

Mr. Rarws. It is up in the northeast Texas section. 

Mr. Surener. Well, then, it is a million miles from Fort Worth and 
San Antonio, but I will run it down. 

Mr. Wipnati. Thank you. That is all. 

Mr. Ratns. Mr. Barrett. 

Mr. Barrerr. Mr. Chairman, I will pass in view of the time. 

Mr. Rarns. Before I get to Mrs. Sullivan, I want to make one re- 
mark. The question that Mr. Widnall was asking is of rather vital 
importance, and I share your view. 

Mr. Sureuer. As Mr. King said, the amazing thing is we now have 
invested in the banks in capital and deposits $300 million more than 
we have borowed from them. 

Mr. Rains. Well, that is very interesting to this committee, and we 
will take your suggestion and really look into it. We are interested in 
jarring loose any credit we can safely do that will go into the housing 
market. 

Mrs. Sullivan. 

Mrs. Sutniivan. I think I will skip right now, Mr. Chairman. 

Mr. Ratns. I have one other question here that I will ask, then, since 
we have a minute or two here. 

I was interested in the remarks near the close—excuse me, I didn’t 
mean to overlook my distinguished friend, Mr. Betts, of Ohio. 

Mr. Berrs. To sum up what you have said here, am I right you 
believe that probably the housing situation in the country is not ex- 
actly what it should be, but it is ‘the result of a normal re: action, and 
that it will adjust itself if it is given time: is that right / 
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Mr. Kine. Congressman, everything seems to be in pretty near juxta- 
position, excepting the GI rate. The GI total fell 30 percent during 
last year. It is way out of line with anything else. Any other lulls 
are relatively small. 

Now, if that were put back in line it would make sense. It isn’t 
just that totals showing up add up to 30 percent, but it was common 
knowledge throughout this whole picture a year ago that that rate 

yas getting out of line, and when money rates hardened in late sum- 
mer it was very clear that in the light of history that rate might change. 

So everybody fled away from it. When I say “everybody,” I am 
talking about people who have the obligation in a fiduciary capacity 
to invest other people’s money. 

When Mr. Teague was holding his hearings here a month or so ago 
it just happens that coincident: lly Fannie May came out with a lower 
price on GI loans and brought it down somewhere around 93, so you 
had two very cardinal and appreciable facts staring you right in the 
face. The Government agency that was supposed to peg the market, 
said these certificates, these investments are only worth 93. In the face 
of that, any financial institution could hardly carry out its duties to 
its depositors or investors if it invested money in those loans at any- 
where near par. 

Mr. Berrs. Well, then, maybe with the exception of adjusting that 
interest rate, you feel that the situation will remedy itself; is that 
correct? Is that your thinking? 

Mr. Kine. With the adjustment of that rate I think things would 
get back to what I will call a normal market for lack of a better word. 

Mr. Berrs. Now, then, how many members are there in your asso- 
ciation ? 

Mr. Kine. Forty-three hundred. 

Mr. Berts. And are they representing all sections and communities 
in the country / 

Mr. Kine. Yes, sir; every section of the country. 

Mr. Berrs. And so you feel this statement you made represents the 
thinking of your members? 

Mr. Krvc. If that rate were changed, our members would put a 
substantial additional segment of their 1957 and 1958 investments 
into GI loans. 

Mr. Berts. What I mean is your statement that this situation will 
adjust itself without going into all of these different proposals here, 
with the possible exception of raising the interest rate, do you think 
that that reflects the sentiment of your 4,300 members over the coun- 
try ? 

Mr. Kine. I do, sir. 

Mr. Rarns. One other question; Mr. King, I know you will remem- 
ber that last fall when the Federal Reserve Board authorized com- 
mercial banks to pay up to 3 percent on savings deposits, that I ex- 
pressed rather considerable concern and said it would set off a kind of 
chain reaction, because it would put the pressure on savings and loan 
associations and mutual savings banks to increase their rate to main- 
tain their competitive position. 

What is your thinking on the matter / 

Mr. Kiyo. Mr. Slipher, would you like to take that one ? 

Mr. Sureuer. Well, I was just hearing an informal report of Janu- 
ary savings. I don’t know whether your committee has that or not. 
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Our Chicago office says that the commercial banks had the greatest 
savings months they ever had in history in January. They upped 
themselves some 1,300 percent over the previous January. They went 
from 70 million to 970 million. We fell off 30 percent. 

We don’t begrudge the banks the money at all, they make very good 
use of it, but this committee being interested in "housing, I think it is 
fair to say that nearly a billion dollars, had it gone into savings and 
loans, or even mutual savings banks who put ‘it back in loans, you 
would have had a lot more home loans. 

As I say again, the commercial banks make very good and patriotic 
use of the money, too. It just happens we put all ours in housing, and 
our people support the position the chairman has taken many times, 
that by increasing the rate on savings you have increased the divi- 
dends we have to pay, and we have to increase our interest rates, and 
we took the same position before the House Ways and Means Com: 
mittee on the savings bond rate. 

Mr. Rains. Then you agree with me that the Federal Reserve Board 
erred in taking that action ? 

Mr. Sutener. | wouldn’t say they erred. I think the results of thei: 
action are what you say. 

Mr. Rarns. They erred as far as housing and inflation is concerned. 

Mr. Super. As -far as housing is concerned, their action resulted 
in fewer home loans, I believe. 

Mr. Rains. That is all. 

Mr. Barrerr. Mr. Chairman, I have just a short question. 

Mr. Rains. All right. 

Mr. Barrerr. I would just like, Mr, King, to get your opinion. 

Last night I had a young GI come in to see me. He had contem- 
plated buying a home, but not being able to get the downpayment he 
and his wife decided to buy an automobile, instead of buying a home. 

I noticed the other day we have 35,250,000 eet on the street 
today, and the families run anywhere from 1 to 3 car 

Do you think if a part of this concentration on Saabhialetion was 
shifted over to home buying it would have any effect on the availability 
of mortgage credit ¢ 

Mr. Kine. Congressman, I think what you are talking about there is 
controls, because I don’t know any other way of shifting the money 
from one place to another. 

Mr. Barrerr. Suppose we created more mortgage credit for the 
public, making the purchase of homes more attractive, and they bought 
fewer automobiles and put this money into homes? 

Mr. Kina. I don’t understand that point. 

Mr. Barrerr. We would have the shifting from buying automobiles 
to buying homes, and that shifting of the purchasing power according 
to Mr. Burgess would have some effect on the ec onomy. Do you agree 
with that ¢ 

Mr. Kine. I believe so. You would be favoring certain lines of en- 
deavor.and supply rather than others. 

I am interested in your statement that that reflects philosophy. I 
heard a philosophy before this committee that was out of this world, 
and it went this way: It indicated that the conventional loan was some- 
thing that those who were unfortunate in not being able to get either 
FHA or GI loans might find available to them, I think it was not long 
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back when people invited FHA and GI loans on just the opposite 
theory, that if they couldn’t get a conventional loan they might get this 
extra help. 

It is very interesting to see how that thinking has shunted so 
amazingly as to whether you should shift money from automobiles 
to housing. I am reminded of the fact that in order to carry housing, 
many people need automobiles more than they need their housing, and 
I could give you instances in point. 

There is for the record, also, ample evidence of the fact that it 
isn’t only housing that has had to be postponed during this year, or 
so, past. Other useful community features deserving at least as much 
consideration as housing, such as schools, have had to be postponed 
because costs of materials for those things went up substantially this 
last year, so they had to be put back and postponed, 

So I think that what we would all like to see would be everyone 
have relatively a decent place, and one not given precedence over the 
other by special action. 

Mr. Ratns. I wish we could pursue it further, but we are running 
behind time, gentlemen. 

Thank you very much for your appearance, and those matters you 
suggested we will look into. 

(The following letter was submitted by the General Counsel of the 
Treasury Dep: wrtment regarding a proposal by the U. S. Savings and 
Loan League :) 


Tue GENERAL COUNSEL OF THE TREASURY, 
Washington, March 21, 1957. 
Mr. Rogerr R. Poston, 
Chief Counsel, Subcommittee on Housing, 
Committee on Banking and Currency, 
House of Representatives, Washington, D. C. 

Dear Mr. Poston: Reference is made to your letter of March 18, 1957, rela- 
tive to a proposal by the United States Savings & Loan League to make shares 
and accounts issued by institutions insured by the Federal Savings and Loan 
Insurance Corporation, to the extent they are insured by said Corporation, law- 
ful investments for all public funds of the United States and fiduciary and trust 
funds under the authority or control of the United States or any of its officers. 

The Department doubts the advisability of the foregoing proposal. 

The customers of Federal savings and loan associations are not depositors, 
but share owners and their accounts in the associations are share accounts, The 
failure of an insured Federal savings and loan association to meet withdrawal 
requests would not constitute a default requiring the association to be placed 
in liquidation. Under the regulations of the Home Loan Bank Board, a Federal 
Savings and lean association unable to pay all withdrawal requests within 30 
days from receipt is required to establish a priority system whereby requests 
are paid in the order received up to $1,000 and the unpaid portion receives a 
lower priority. The method of payment established by the regulations in no 
way affects the continued operation of the association, Hence, the withdrawal 
of funds placed in the associations could be delayed indefinitely. In order for 
the owner of a share account to realize upon the insurance provided by the Fed- 
eral Savings and Loan Insurance Corporation, it would be necessary for a court 
of competent jurisdiction to declare the association in default. 

The foregoing situation differs from that of an insured bank wherein the 
failure to pay deposits pursuant to the deposit contract would cause the bank 
to close and invoke the payment of the insured deposits by the Federal Deposit 
Insurance Corporation. 

Very truly yours, 
Frep C. ScRIBNER, Jr., 
General Counsel, 
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Mr. Rains. Our next witness is the American Bankers Associatiun, 
Mr. John A. Reilly, president of the Second National Bank of Wash- 
ington, D. C.,and Mr. J. Olney Brott, general counsel. 

Come around, gentlemen. 

Would you identify yourselves for the record, and proceed, Mr. 


Reilly. 


STATEMENT OF JOHN A. REILLY, ON BEHALF OF THE AMERICAN 
BANKERS ASSOCIATION, AND J. OLNEY BROTT, GENERAL 
COUNSEL 


Mr. Remy. Thank you, Mr. Chairman, 

My name is John A. Reilly. I am president of the Second Na- 
tional Bank of Washington, D. C. I appear today on behalf of the 
American Bankers Association as chairman of the Subcommittee on 
Mortgage Financing and Urban Housing of the Association’s Com- 
mittee on Federal Legislation. We are pleased that you have af- 
forded us this opportunity to express our views on the housing and 
home financing situation. 

It is recognized that a housing shortage existed at the end of World 
War II and that since that time various steps have been taken to 
stimulate home construction to overcome this shortage. Among these 
steps, the liberalization of the Government-supported home financing 
programs has tended to have an inflationary effect on housing costs. 
The stimulation in home construction during this period, however, 
has now brought about a condition where the demand and supply 
of homes is approaching equilibrium in an increasing number of areas 
throughout the country. Therefore, there is no need for further stim- 
ulants which would only serve to continue inflationary housing costs. 


The demand for a long-term mortgage financing has drawn heavily 
on savings investment funds during this period. For example, mort- 
gage loans held by banks, savings and loan associations, and life- 
insurance companies have increased $91 billion during the past 10- -year 
period and now stand at $112 billion. In banks alone, mortgage in- 
vestments now total 45 percent of the time and savings deposite of 
commercial banks, up from 16 percent at the end of 1945. Mortgage 
investments total 65 percent of the deposits in mutual savings banks, 
up from 27 percent in 1945. 

We believe that the present rate of savings growth, amortization 
and debt retirement that normally take plac e, ‘and other sources of 
credit that may be attracted to mortgage investments, will be ample 
to meet normal housing requirements without additional Government 
supports. 

The maximum rate of 414 percent on VA guaranteed loans is not 
presently high enough to attract loans in the highly competitive credit 
market. Economic factors mitigate against this program, 

In some cases financial institutions are reluctant to originate or 
purchase VA loans at prevailing prices because they disapprove in 
principle of mortgage discounts to veterans. In other words, loan- 
able funds for GI mortgages are available only if the institution sells 
other securities at prices which represent a loss, which it is unwilling 
to take, 
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We believe that. a step which would go a long way toward elimina- 
tion of mortgage discounts would be ‘the adoption of a flexible in- 
terest rate for both VA and FHA loans. In this connection, if Con- 
gress deems ‘some maximum limit is necessary, consideration might be 
given to a 534percent maximum limit. However, within such limit 
the rate should be determined by market conditions and not by ad- 
ministrative action. 

With a fixed interest rate, market discounts for insured and guaran- 
teed mortgages are the only means for adjustment to high. money 
rates, in the same way as U nited States Government bond prices ad- 
just to lower levels. The correction of this situation for mortgages 
in order to maintain a par market lies in maintaining a flexible in- 
terest rate program which permits variation of rate under given 
market conditions. 

While a short period of adjustment to flexible rates might ensue, 
we believe the forces of supply and demand would Soon correct dis- 
crepancies, and provide fair rates and a par market for mortgages 
according to risk and market factors in most localities. 

It has been suggested that provision be made for home loans to 
veterans under the FHA program. If this is done, we believe that 
such preferences as may be provided for veterans m nder FHA should 
terminate as to World War II veterans on June 30, 1958, but should 
be continued as to other veterans now entitled to VA benefits until 
January 31, 1965, the date which corresponds to the final termination 
date of the present VA program. We also believe that if benefits are 
provided veterans under the National Housing Act, they should be in 
lieu of and not in addition to benefits under the VA program. 

Under the present law, authorized funds under the direct loan pro- 
gram are available until June 30, 1957, except that such undisbursed 
funds then remaining will continue to be available until June 30, 1958, 
for advances _on applications for loans received by the VA prior to 
June 30, 1957. We believe that no additional funds should be pro- 
vided for VA direct loans to veterans and that this program should 
be allowed to terminate as provided under present Jaw. 

We consider it unwise to use any part of the national service life 
insurance fund for the support of mortgage markets. Such use of this 
fund would require the sale to, or redemption by, the Treasury of 
Government obligations now held in the fund. This in turn would 
necessitate borrowings by the Treasury in the open market, thereby 
increasing the difficulties of the Treasury in the management of the 
public debt. 

It appears to be contemplated that any sales of mortgages from 
the fund would have to be at par. Thus, so long as sales of VA mort- 
gages in the private mortgage market are generally at a discount, the 
mortgages held in the fund would be frozen. Such a nonliquid in- 
vestment would not seem desirable for life insurance reserves. 

The needs of the military for housing personnel are determined by 
the requirements for national defense. This being so, the cost of such 
housing should be provided for in the defense budget and not as a part 
of the Government- supported home financing program. Also, the in- 
clusion of such housing in the annual budgets for the military serv- 
ices would give Congress a closer check over expenditures and might 
in the long run prove less costly to the taxpayers of the country than 
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the contingent liability incurred by the Government under the present 
military housing insurance program. 

The Voluntary Home Mortgage Credit Program is a cooperative 
effort of all segments of private industry concerned with housing and 
mortgage credit, to provide home mortgage financing in small com- 
munities and remote areas. It has been responsible for placing $236 
million in home loans, and this has been accomplished in the face of 
difficult market conditions. 

It has proven advantageous beyond the obvious result of loans made. 
Under the influence and example met by this program many loans 
outside the program have been made by mortgage lenders to provide 
financing needs in small communities. 

We believe this organization should be continued. However, we are 
in agreement with the view of the National VHMCP committee as 
expressed in its resolution, adopted January 25, 1957, that to permit 
the program to operate successfully the following two fundamental 
conditions must be present : 

(1) The Government lending programs, both direct and indirect, 
must be on terms and conditions which do not put the private investor 
at a competitive disadvantage. Private enterprise cannot compete 
with a Government-subsidized program. 

(2) If private savings are to flow into remote areas and small com- 
munities, as well as to the mortgage market as a whole, the return 
from mortgage investment must be competitive with similar forms of 
investment, In order to make this possible, the return must be re- 
sponsive to changing market conditions, 

In conclusion, we believe efforts should be directed at this time to 
the maintenance of an equilibrium in the housing supply and demand. 
Given normally competitive terms and the absence of further credit 
stimulants, lending institutions will be able to provide the needed 
credit for normal home-financing purposes. 

Thank you, Mr. Chairman. 

Mr. Rats. Mr. Reilly, your position is the same, I believe, on in- 
terest rates, as taken by the mortgage bankers. 

I stated to the mortgage bankers yesterday, and I have to state to 
you, that there is a little bit of difference in sitting where yoy are 
sitting as a banker and from sitting where we are, representing a lot 
of people who don’t share those views. 

Mr. Retuy. I think it should be flexible within reasonable limits. 

Mr. Rains. That is more in line with what I have in mind as to 
what we would have to do. 

Now, on page 3 of your statement you say that the VA direct loan 
rogram should expire. You know some of us come from real far 
con sections of the country, in fact I have counties in my congres- 
sional district that have had only a few VA loans because there is not 
a single facility in the entire county that makes VA loans, and that is 
the reason for the direct loan program. 

Now, I share your opinion on the big direct loan programs. I don’t 
want the Government to be in it, but don’t you agree where there are 
certain areas in which there are no banks, no facilities, not within 50 
miles of a savings and loan association, and you couldn’t reach that 
veteran any other way ? 

Mr. Rettiy. That is what we mean by flexible interest rates, Mr. 
Chairman. We think if the rate is flexible where you could charge one 
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rate in one section of the country and another in another section, 
where it is more difficult to service, then you would go a long way 
toward solving that problem rather than making it direct. 

Mr. Rarns. I realize, of course, that the geogr: raphic areas are deli- 
nite. I wish I could continue. There is the bell and we have about 
10 more minutes. 

Mrs. Sullivan. 

Mrs. Sutiivan. Right along with your question, Mr. Chairman, I 
would like to ask Mr. Reilly this, in which [ am quite interested. 

On page 3 of your statement, w here you talk about the proposal that 
has been made to give a veterans’ preference under the FHA program, 
you say, and I quote, “We also believe that if benefits are provided 
veterans under the National Housing Act they should be in leu of 
and not in addition to benefits under the VA program.” 

Do I interpret you correctly, do you mean that a veteran should not 
be able to obtain an FHA preference loan if he has already used his 
GI loan entitlements ? 

Mr. Retry. No. We think he should have the same treatment, if 
the FHA takes over the administration of the VA mortgages, we think 
that there should be no additional benefits to the veteran, but he should 
have the same benefits that he has now. 

Mrs. Sutuivan. Well, he could get, as I understand it, an FHA 
loan if he has already used the GI, but you say that he shouldn't if he 
has already used it. 

Mr. Remy. We don’t think he should have any additional bene- 
fits. We think he should have the same as he has now. That is the 
position that the ABA takes. Even though the FHA might administer 
it, we don’t think the FHA should give additional benefits any more 
than the VA presently gives. 

Mrs. Sutuivan. Isee. That isall. 

Mr. Rains. Mr. McDonough. 

Mr. McDonoven. Mr. Reilly, on page 4 you indicated that if the 
national service life insurance “fund, 25 percent of it, was authorized 
to buy mortgages, that it would require the Treasury Department to 
go into the open mar ae and find that money to supplement the fund. 

My. Retiuy. Yes, s 

Mr. McDonoveu. W ell, there is no question about that. But 
doesn’t the Treasury finance itself to the extent of some $75 billion 
every year? Why should that be any more difficult in that particular 
instance than in the usual functioning of the Treasury Department ¢ 

Mr. Remy. Well, we don’t think that using that fund which is 

resently invested in Government bonds, and I daresay that those 
Eeaiceens bonds today probably have a depreciation in them, like 
the bonds of most holders of Government bonds. 

Mr. McDonoveu. Do you mean the bonds that the fund should be 
invested in ? 

Mr. Remtxry. That is correct. 

Mr. McDonovueu. Do you know what kind of bonds they are? 

Mr. Remuy. United States Treasury bonds; I don’t know what 
series. 

Mr. McDonouaeu. That is a special bond between the Treasury and 
the national service life insurance fund. Mr. Burgess informed us 
the other day that the bonds the insurance is invested in is not avail- 


ny 
y 


it 


(l 


HOUSING ACT OF 1957 297 


able to the public, so as far as the value it depends strictly on the 
Treasury Department and the NSLI fund as to what the value is. 

Mr. Remy. Well, if you had to use those funds to invest in these 
mortgages, the Treasury would have to go into the open market, and 

it would add to the burden ; that is our position. 

Mr. McDonoven. The Treasury has to go into the market every day 
as it is. 

Mr. Remy. We don’t think they should add to the burden. They 
go in for their needs, of course, but by using this fund for these pur- 
poses, and by freezing the mortgages in this fund—because they would 
be bound to be frozen i in, while others are buying them at a discount- 
we think you would be using Treasury funds that shouldn’t be used 
for that purpose. 

Mr. McDonovenu. Well, frankly, as a banker, you don’t think it 
would be too much of a problem for them to find $1,200 billion when 
they are finding $75 billion every year ¢ 

Mr. Kine. Well, it adds to the problem. 

Mr. McDonoven. Of course, it adds to the problem, but that is 
what the Department is for, to function as a monetary agency of the 
Government. 

Mr. Remy. But we don’t think that frozen mortgages should be 
in that fund. There are two horns to the dilemma. One, you are 
freezing up the fund by putting mortgages in there that no one will 
buy exc cept at a discount, and, on the other hand, you are forcing the 
Treasury to go out and get that money it is now investing in those 
bonds. 

Mr. McDonovceu. On the other hand, the NSLI fund is invested 
at the present time in bonds no one else can buy. 

Mr. Remy. That is right, but if that money is used to buy mort- 
gages, then the Treasury has to find some way to borrow that on the 
open market. 

Mr. McDonoven. I understand, but you say if they are investing 
it in mortgages they are investing it in a security that may be subject 
to a discount. 

Mr. Rey. That is correct. 

Mr. McDonoven. What about the funds they are now investing it 
in, do you know if that is subject to a discount, the bonds the NSLI 
funds are now invested in ¢ 

Mr. Rey. It is not. 

Mr. McDonoven. If it were liquidated we don’t know whether it is 
subject to a discount or not because it is a matter of negotiation be- 
tween the Treasury Department and the NSLI fund. 

Mr. Remy. I would think it would be largely a bookkeeping entry, 
but the Treasury would have to go out and get the $1,200 million. 

Mr. McDonovuen. That isn’t too hard. They have been doing that 
for years. But in not doing it, they are adding to the difficulties of the 
home-building industry because you people and others won’t buy these 
mortgages at ‘41% percent, and so the veteran hasn’t got a home. 

Mr. Reuy. We think the small increase in interest that would be 
paid over the long run would be far better than to have these dis- 
counts. We think it is not realistic to have this rate as low as it is and 
wrap up your money for 20 or 25 years with all the conditions that 
might exist in the money market when you can go to other Government- 
insured or guaranteed obligations and get a higher rate. 
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Mr. McDonovcu. What do you think of the use of labor union pen- 
sion funds for the purchase of mortgages ¢ 

Mr. Remy. I think that would be up to the unions, themselves. 

Mr. McDonovenu. What do you think of it as a source? 

Mr. Reruiy. I think it depends upon the obligations of the pension 
funds. Certainly mortgages are very desirable in most funds as in- 
vestments. They yield higher than the average bond, and I cer- 
tainly see no objection to them, if it fits into the pattern. 

Mr. McDonoven. Well, now, you say they are a good investment, 
but they are not a good investment for NSLI funds. r 

Mr. Remy. If the labor union invested in it they would probably 
buy it at a discount. 

Mr. McDonoven. Even if they discounted it one-eighth or one-half 
point they would get 4 percent, and today the NSLI fund is not get- 
ting 4 percent. None of the bills introduced required that they buy 
them at par. 

Mr, Rains. Mr. Patman’s requires that, but the bill I introduced 
does not require that they be bought at par. 

Mr. McDonoven. I am glad to have your views on this, Mr. Reilly. 

Mr. Rarns. I wish we had quite a lot more time, but we have to go 
over and answer the roll. 

Thank you, gentlemen, for appearing. We appreciate your presen- 
tation. 

We will meet at 2 o’clock. Mr. Heers and Mr. Pete Knox will be 
back at 2 o’elock. 

The committee stands in recess. 

(Whereupon, at 11:20 a. m., a recess was taken until 2 p. m. of the 
same day.) 

AFTERNOON SESSION 


Mr. Rarns. The committee will be in order. 

The first witness this afternoon is Mr. P. S. Knox, director of the 
Prefabricated Home Manufacturing Institute. 

Come around, Mr. Knox. 

Mr. Knox is better known to those of us from the South on the 
committee as Pete. I think I should like to say that he was first 
introduced to this committee by our esteemed friend, Paul Brown. 

We are glad to have you, Mr. Knox. 

Mr. Knox. Thank you, Mr. Chairman. 

Mr. Ratns. Do you have a prepared statement ? 

Mr. Kwox. Yes, sir. 

Mr. Rarns. Do you want to read your entire statement, or do you 
want to give us a résumé ? 

Mr. Knox. I believe, Mr. Chairman, we have handed copies of the 
statement to each of the members of the committee. 

Mr. Rartns. It will go into the record, the full statement, and you 
may proceed, then, as you see fit. 

Mr. Kwox. Fine, Mr. Chairman. 


STATEMENT OF P. S. KNOX, JR., DIRECTOR, PREFABRICATED 
HOME MANUFACTURING INSTITUTE 


Mr. Knox. With me today is Mr. George Price, president of Na- 
tional Homes of Lafayette, Ind., Frank Flynn, and also Pat Hones, 
director of the Prefabricated Home Manufacturing Institute. 
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Our institute is composed of the major producers of prefabricated 
housing throughout the country, and we are especially concerned 
with the problems before this committee because of the fact that: a 
heavy percentage of our production finds its way into FHA and GI 
financed housing. 

In the first 8 months of 1956 approximately 85 percent of our pro- 
duction was financed by FHA or GI loans, so we are especially con- 
cerned with these conditions or problems and steps before this com- 
mittee for finding a solution to the very difficult situation in which we 
in our particular industry, and in which the home-building industry 
generally, finds itself today. 

First: of all, we*would like to add our emphasis to adjustments in 
the interest rate applicable to VA loans. We find that practically no 
market exists today for GI loans on a 414 percent rate. 

Second, we urge your consideration of revisions in FHA downpay- 
ments 90:96;to bei ‘ing more closely together the downpayments required 
on FHA loans compared to those on VA loans, and to make liberal 
financing more generally available to the public as a whole regardless 
of their veteran status. 

Third, we think that considerable stimulation is called for on the 
part of Fannie May. In connection with Fannie May’s activity, we 
strongly represent the investment in the Treasury of the preferred 
stock of Fannie May be. increased to $250 million so as to permit a sub- 
stantial increase in the borrowing capacity of Fannie May, and conse- 
quently put it in position to more actively participate without running 
out of funds in supporting the mortgage market. 

We think that Fannie May should be in a position to issue its ob- 
ligations, debentures, or whatever other type obligation it might issue 
of a type that would make them attractive to substanial pools of in- 
vestment capital which are not now engaged in mortgage investment 
financing, such as the pension funds and union funds, and various 
other funds of substantial amount. ’ 

We think that Fannie May should be given additional funds to 
support the special assistance programs, because our experience is 
that while these problems obviously are badly needed to supply cer- 
tain housing requirements, Fannie May is really the only practical 
source for providing sums for financing, and we specifically would 
suggest that at least a half billion dollars additional funds be pro- 
vided for Fannie May for the purchase of Capehart or military-hous- 
ing loans, 

We would like to ask the committee to give consideration to giving 
its support or adding some strength to efforts made on the part. of 
those of us in the building industry to bring about some kind of 
change in the Federal Reserve’s attitude toward construction and real 
estate loan paper. There seems to be a disposition particularly un- 
der present circumstances for the Federal Reserve to exercise every 
discouraging force that it can on commercial banks to limit their par- 
ticipation on construction loans in the first place, and they have, I 
believe, directly suggested that they curtail loans made by them for 
the purpose of warehousing closed FHA and VA mortgage loans. 

We think that that is a somewhat unjust and prejudicial attitude 
for the Federal Reserve Board to seek to enforce on its member banks, 
and it consequently has its limiting effects and limits the benefit that 
banks might offer to short-term and long-term construction financing. 
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We think also that what the whole building industry desperately 
needs is a more comprehensive and broad overall housing program, 
one that would tend to simplify and consolidate many of the features 
that exist in housing legislation as it has grown and developed over 
the past 20 or 25 years. We think that it is possible for some of the 
functions now performed by the Government insuring and guaran- 
teeing agencies to be delegated to private concerns who have adequate 
staff and exper‘ence to perform many of these functions, and that asa 
consequence of it, both speed in processing and economies in the work- 
ing out of insured and guaranteed loans can be accomplished. 

We think from a long-range standpoint that Fannie May should 
be constituted as something in the way of a central mortgage bank- 
ing institution with suffic ient funds and adequate author ity for elimi- 
nating the typical feast and famine periods to which the mortgage 
financi ‘ing business seems to be continuously subjected. 

And, finally , we have felt bold enough to advance for your considera- 
tion some few ideas with respect to some long-range objectives which 
we think well might demand your attention. 

Among those we ask you to consider expanding the preplanning 
functions of the FHA insur ing offices, possibly to work with municipal 
officials in the adoption of better metropolitan overall area planning 
and zoning. 

Next, we think that some facilities to encourage and induce builders, 
on the one hand, and financiers, on the other, to extend subdivision 
developments by providing basic necessary community facilities, 
should be established. 

Finally, we think that if our industry, the building industry, is 
confronted with a serious problem with which we are faced today 
for getting adequate funds for financing the construction of a million 
houses, and if, as all forecasts indicate, there soon will be upon us a 
need for producing 2 million houses a year, studies should be com- 
menced right away for developing methods and sources and finding 
double or ‘treble the amount of mortgage investment funds that are 
available today, because, in our opinion, that much additional funds 
will be required to maintain or to provide the needed volume _ hous- 
ing that will be necessary in a matter of several immediate years in 
front of us. 

We have included in our prepared statement a summary of ques- 
tions to a telegram that we addressed to our entire membe ‘ship. You 
will notice that answers to some of these questions indicate that many 
member companies in our particular industry have their activities 
curtailed to the extent of 50 percent, because of the bad conditions, 
primarily the bad conditions in the mortgage market that exists today, 
and this factor moves us to urge you to act as promptly as possible in 
getting together an adequate housing bill that would provide relief 
for the bad situation that exists today. 

As I said, our prepared statement has been furnished to you, and 
that is just a general summary of it, sir. 

(The complete statement of Mr. Knox is as follows:) 


STATEMENT BY P. S. KNox, Jr., COCHAIRMAN, LEGISLATIVE COMMITTEE, 
PREFABRICATED HOME MANUFACTURERS’ INSTITUT! 


Mr. Chairman and members of the committee, my name is P. 8S. Knox, Jr, ! 
am president of Knox Corp., of Thomson, Ga., and am testifying in behalf of the 
Prefabricated Home Manufacturers’ Institute as cochairman of our legislative 


HOUSING ACT OF 1957 301 


comunittee. With me is George E. Price, of Lafayette, Ind., president of the 
institute and Frank P, Flynn, Jr., of Lafayette, Ind., cochairman of our legisla- 
tive committee. 

Our institute is composed of companies which produce the great bulk of pre- 
fabricated homes in the United States. We are vitally concerned with the 
Government’s insured and guaranteed loan program because the major portion of 
our production is in the low- and medium-price house field. Consequently, a 
large percentage of our homes are financed by means of FHA-insured or VA- 
guaranteed loans. In the first half of 1956, about 55 percent of the production 
of prefabricated homes went to veteran buyers under the VA program, with an 
additional 24 percent financed by FHA-insured loans. 

The shortage of such loans during most of 1956, and the complete lack of VA 
loans at present and in the foreseeable future, is having serious effects on not only 
our industry, but the entire home-building industry. At present, to our knowl- 
edge, there is absolutely no possibility of obtaining commitments for future 
delivery of VA-guaranteed loans at 414 percent. 

To sustain housing starts at a million plus volume, to allow eligible veterans 
to purchase needed homes, to aid home purchases by the low and middle income 
group, we recommend the following: 

1. Raise the VA interest rate to 5 percent immediately. 

2. Have FHA adopt a new downpayment schedule along the lines suggested 
by the so-called Teague bill with a low of 2 percent down on a $10,000 house and 
up to 15 percent down on a $30,000 home. This downpayment schedule should 
be made available to home buyers as soon as possible—not next year. 

3. Provide the Federal National Mortgage Association with long-range operat- 
ing authorization for its regular secondary mortgage purchases. Increase FNMA 
ability to purchase mortgages by inereasing the investment by the United States 
Treasury in preferred stock to $250 million. As to use of the NSLI fund for VA 
loans, it doesn’t seem to make any difference whether the Treasury, in providing 
money for mortgages, uses NSLI funds or provides money from issuance of 
Treasury obligations, since Treasury is using at present all NSLI funds. [If it is 
expedient to specify NSLI in order to provide such funds, then we are in favor 
of so doing. 

4. Remove the present requirement that FNMA purchase loans “within the 
range of the market.” Since there presently appears to be little market other 
than FNMA, such a requirement is impossible to interpret. Prices for loans 
should be as near par as possible if FNMA is to effectively serve its purpose. This 
is predicted on an assumption that the VA rate must be at 5 percent. 

5. Permit FNMA to issue commitments to purchase loans, said commitment to 
be good for a period of 12 months. Purchase price would be the same as immedi- 
ate purchase price but a commitment fee of 1 percent would be charged which 
is nonrefundable. 

6. FNMA should be authorized to issue and sell its obligations of a type as to 
make them attractive to large pools of investment capital not now engaged and 
not established administratively as to engage in mortgage loan investments. Such 
obligations should be made attractive to and eligible for purchase by pension 
funds, retirement funds, ete. 

7. Increase authorization of funds under the special assistance program of 
FNMA since the present funds are woefully inadequate. The $500 million figure 
proposed by the chairman seems to be about right for Capehart military housing. 

Special types of mortgage loans not readily salable to the investigating public 
because of their novelty must be underwritten with Government provided funds 
utilizing the special assistance program of FNMA. Mortgage loans of this type 
should be kept from the general public market until such market seeks them after 
seasoning or because of a surplus of private investment funds. Under this 
classification would be put minority, urban renewal, relocation, military, and sim- 
ilar housing loans without sufficient background in private investment portfolios 
to make them readily marketable. 

This committee is urged to review the language of Public Law 1020 as it per- 
tains to design of military housing projects. Congressional intent was that 
this law state in plain language that “* * * such plans, drawings, and specifica- 
tions, when developed pursuant to arrangements made under this section after 
the date of enactment of the Housing Act of 1956, shall follow the principal of 
modular measure, in order that the housing may be built by conventional construc- 
tion, onsite fabrication, factory precutting, factory fabrication, or any combina- 
tion of these construction methods.” Somewhere in the conference committee 
Jast year part of this language was inadvertently omitted. The result has been 
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that some architect engineer teams are designing the projects so they can be 
bid by he vast prefabricated housing industry—others are ignoring this section. 
Where projects have been designed so they can be bid by any and all segments 
of the construction industry, the bidding has been most competitive and lower 
prices to the military has been the result. We hope this committee will make sure 
that any 1957 housing legislation will specifically state that all military housing 
projects shall be so designed, using the principal of modular measure, so that 
the housing can be built by conventional construction, onsite fabrication, factory 
precutting, factory fabrication, or any combination of these construction methods. 

What this country desperately needs is a broad, overall, across-the-board 
housing program—one which would be of assistance to veteran and nonveteran— 
one which would provide solutions to the present feast or famine situation in 
mortgage credit. It is our hope that out of these hearings will come permanent 
legislation to provide this stability. 

Last week we asked the member companies of PHMI to wire us the answers 
to the following questions: 

A. Extent your business has been hurt by pegged interest rates. 

B. Number of veterans who would buy if mortgage money was available- 

C. Would VA money be available in quantity to you at 5 percent? 

D. Are you in favor of an enlarged FHA program with lower downpay- 
ments and a new FHA section for veterans at 5 percent? 

E. What percentage of your loans now go to FNMA? 

F. Would a VA direct loan program with advance commitments to build- 
ers in smaller cities and rural areas be of value to your buyers? 

The answers to these questions are interesting and revealing : 

A. Question: To what extent has your business been hurt by pegged interest 
rates? 

Answer: Most. firms reported business off about 50 percent, with some firms 
80 percent off. 

Typical answers: 

“Kighty percent off, builders going broke, situation critical.” 

“Off 50 percent due to excessive discounts and shortage of funds.” 

“* * * no profit in VA homes at 10 percent discount. In Memphis aloue 
volume fell from 7,400 units to 3,700 units between 1955 and 1956. This is 
typical of the area in which we operate.” 

“* * * negged FHA and VA interest rates and high discount on those 
mortgages have forced all our builders out of that market over to con- 
ventional loans limiting their sales to large downpayment buyers.” 

B. Question: Number of veterans who would buy of mortgage credit avaii- 
able? 

Answer: Companies reported large backlogs of orders which they could not 
fill due to lack of permanent mortgage credit for buyers. 

Typical Answers: 

“* * * unlimited.” 

“VA housing starts in Houston are at a standstill * * * many would 
buy.” 

“* * * no decline in demand. Veterans do not understand current mort- 
gage credit situation and in some cases are angry at builders who cannot 
provide GI financing.” 

“Good demand.” 

“Many buyers * * * with minimum downpayment.” 

“1,500 homes on back order.” 

**1,000 homes for us * * * estimated 500,000 nationally.” 

C. Question: Would VA money be available in quantity to you at 5 percent? 

Answer: Yes; a 5-percent rate would release a great deal of money now going 
into other types of investment. 

Typical answers: 

“Vea. 

“Definitely.” 

“In quantity, but at 4144 percent discount.” 

“Indications are yes.” 

“No.” 

“No; but 5 percent rate would help.” 

“5 percent would release a great deal of VA money.” 

“Not in volume needed to completely..satisfy demand, but it would help.” 
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D. Question: Are you in favor of an enlarged FHA program with lower down- 
payments and a new FHA section for veterans at 5 percent? 

Answer: Every firm answered “Yes” or “very much needed.” 

BD. Question : What percentage of your loans now go to FNMA? 

Answer: Ranged from zero to 100 percent. 

Typical answers: 

“Seventy-five percent of the VA loans.” 

“None as of today, because FNMA is out of funds.” 

“FNMA is taking a heavy percentage of loans in this area (Tennessee).” 

“Am processing nothing through FNMA as builders cannot absorb the 
discount.” 

“Uncertain * * * probably 10 percent of sales apart from special programs 
such as military housing.” 

F. Question: Would a VA direct loan program with advance commitments 
to builders in smaller cities and rural areas be of value to your buyers? 

Answer: Yes. 

Typical answers: 

“Yes: if increased to maximum $15,000 loan.” 

“Would help greatly. Redtape in securing loan should be cut.” 

“Won’t solve current problems.” 

“Very useful.” 

“Strongly urge passage of this item, as VA and FHA are not too welcome 
in small cities.” 

“A very inequitable situation exists, in that city veterans have had more 
than their share of housing opportunities while many rural and smalltown 
veterans have had no opportunity whatever. As a member of the VHMCP, 
I have noted some cities in our area have over 50 percent of veterans in 
VA homes, while many counties have no veteran housing at all. Regardless 
of other aspects, I think a direct loan program with advance builder com- 
mitments is a must. If we know anything about housing, we have every 
certainty that there is a need in the smaller communities for well built homes 
with good-sized rooms, yet selling at prices justified by smalltown salaries. 
The financing skill which has sustained the big housing boom has not been 
put to use in the small communities. I am not for an unbridled inflationary 
program in this direction with builder handouts, but I am for a thoughtful 
consideration of the equity toward veterans, in the light of fulfillment of 
national housing needs. As conditions exist today, this can only be done 
under the VA direct loan program.” 

Mr. Chairman, these telegrams show the emergency that exists in housing 
today, due to the sorry mortgage credit situation where housing cannot bid for 
money because of pegged interest rates. That is the basic problem for which this 
committee can and must provide the answer. 

One of the long-range solutions to the basic problem lies in the relationship 
between savings and taxes. Mortgage money seems to be available in direct rela- 
tion to money saved, and there is little possibility of the people increasing their 
savings when the Government is spending at a rate of 344 times the total savings, 
including social security, life insurance, and other forms of savings. The current 
issue of Barron’s financial weekly shows that we are saving at the rate of 22.4 
billions per year while the Government was spending at the rate of $82 billion 
per year in the fourth quarter of 1956. 

Another problem we wish to bring before this committee is that few lenders, 
and the FHA, seem to realize the importance of encouraging the voluntary accel- 
eration of mortgage repayments in order to make more funds available. This 
could be done by eliminating existing prepayment penalties. 

Mr. Chairman, all of the members of PHMI remember the excellent speech 
which you made before our annual fall convention last year at St. Petersburg. 
At that time you mentioned that you were thinking of calling together the admin- 
istrators of the various large trusts and pension funds for the purpose of trying 
to interest them in investing in VA and FHA loans. We hope that you will go 
ahead with this most worthwhile endeavor and that the result will be funds 
diverted into FHA and VA mortgages. 

During this period of tight money, perhaps the committee will want to reex- 
amine some of the projects which use up considerable sums of financing in the 
light that these programs may be postponed. College housing would be a spe- 
cific example. 

I further feel there are several things the administration can do without wait- 
ing for legislation. For example, the Federal Reserve System could change its 
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attitude and stop considering construction and real-estate loans as second-class 
securities on the books of our banks, particularly when these involve VA-guaran- 
teed and FHA-insured mortgages. Also, bank supervisory officials in Government 
should cease their overdiscouragement of construction lending. The Federal 
Reserve Board could give active encouragement to the warehousing of mortgage 
loans by banks against firm takeout commitments. 

The Government could standardize guaranty and insurance programs. by: 

1. Consolidating all subdivision development, minimum construction, and 
credit underwriting requirements into two main categories of sales housing: 

(a) Low-cost housing, to include standard provisions for housing up to 
a value of $10,000 and covering programs now in effect with varying 
requirements for VA housing, FHA 203 (i), 208 (b), (to $9,000), 213, 
220, and 221. At present we would recommend a minimum downpayment 
of 2 percent, maximum term of 30 years and maximum interest rate of 
5% percent on low-cost housing insured loans. Less stringent require- 
ments for property, construction, and credit underwriting should be 
made applicable to all low-cost housing, modified geographically so as to 
conform yet gradually upgrade local customs and needs. 

(b) Medium-priced housing, to include all present VA and FHA pro- 
grams for housing at a value in excess of $10,000, graduated. down- 
payment from 2 to 15 percent, maximum term 30 years, flexible interest 
rate. 

2. Delegating under appropriate regulation; inspection, and indemnity to 
qualified volume producers of housing or housing components, with adequate 
experience and staff, FHA functions of property appraisal and inspection and 
borrower credit underwriting. Such privately performed functions are now 
common practice under FHA title I and can afford means of speeding up 
present processing delays, especially in smaller cities and rural areas not 
served regularly by Government agency staff personnel. 

3. Adding an urban renewal relocation and redevelopment section to each 
FHA insuring office to expedite progress in this important phase of com- 
munity improvement. 


LONG-RANGE OBJECTIVES 


A. A metropolitan planning and zoning department to assist in metropolitan 
area planning as contrasted to subdivision planning. National population is 
forecast to increase one-third in the next 20 years, and this major upsurge must 
be far better planned for, before its full impact is felt, than has been done in the 
past if we are to prevent future slums developing faster than we can renew them. 

B. Development of financing inducements or insured underwriting of large- 
scale metropolitan improvements for approved new cluster areas around metro- 
politan centers to encourage provision of basic community facilities conforming 
to a predetermined area plan in advance of or concurrently with housing, com- 
mercial, and industrial new developments. 

C. Development of sources and methods of attracting double or treble the 
amount of available investment funds for mortgage loans to meet the inevitable 
demand soon to be upon us. Investigate the separation of financing land and 
land development, which are nondepreciable, from building improvements, which 
are subject both to waste and obsolescence. The term of financing land can be 
increased indefinitely at a risk that would justify lowering its annual cost, 
whereas the term of financing building improvements could be shortened and its 
annual charge increased. 

In summary, we feel that the gigantic housing industry has become a stepchild 
in the eyes of too many important people. We know that this committee is not 
going to sit idly by and see the crippling of an industry so vital to our economy 
and social needs. We agree with the words of the chairman in a previous state- 
ment to the press that “* * * Congress must enact legislation of an almost 
emergency character to bring the necessary relief.” 

We want a stable and sound home building industry, not an industry which 
up to now has been a chronic victim of successive crisis. 

In behalf of the prefabricated housing industry, I want to thank you and this 
committee for this opportunity of presenting our views. 


Mr. Rarns. Mr. Knox, in the main, the position of your institute is 
similar to that of the National Association of Home Builders, in that 
you are aware of the urgent need for all available mortgage credit 
if we are to meet the housing demand. 
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Do you find it slackening off or do you find oversaturation of the 
home-building market. Does your industry find that any place? 

Mr. Knox. Only in very isolated cases. There obviously are some 
places where maybe some overbuilding has taken place of a temporary 
nature, but on an overall basis we find there are increasing numbers of 
people wanting to buy houses, increasing numbers who today can’t 
find the facilities for getting them financed. 

Mr. Rarns. The question I am going to ask you now is maybe not 
directly related to what you have to say in your statement, but I think 
you know about it. Therefore, I want to get it in the record. 

Down in my district, as you know, at Fort Payne, Ala., is one of 
your prefabricated housing producers. And he recently produced 
under the direction of the land-grant college at Auburn a farmhouse 
under their instructions as to architecture, that sells on a figure not 
put up by farm labor now, by the regular prevailing wage rate, for 
$6,600. I saw that farmhouse when I was down in Alabama recently, 
and it makes me know that if somehow or other we could get some 
legislation, some plans and understanding, that the farm-housing pro- 
gram of this country could become a real program under that type of 
construction. 

I only wish the members of this committee could see that house. It 
has three bedrooms. It has a very modern kitchen. It has a bath and 
a half. It is built out of pine, which is, of course, available all over 
the South, and I was deeply impressed with it. 

That leads me to say this: Don’t you think it would be a good idea 
for this committee to divide the Nation up into regions, we will say 
five, and pick out the land-grant college in that region which in Ala- 
bama is Auburn, which in Georgia I believe is the University of Geor- 
gia, and in Iowa is lowa State College, and in California, I don’t 
know what it is. 

What is the land-grant college in California ? 

Mr. McDonoven. University of California. 

Mr. Rains. And give that college about a hundred thousand dol- 
lars to do studies and research along the line you were talking for 
housing, generally in the farm-housing field, looking to better archi- 
tecture, cheaper construction, more volume, financing, and so forth. 

Would you approve an idea of that sort ? 

Mr. Knox. We certainly would, sir. 

Mr. Ratns. The Nation fairly well divides itself, as far as land- 
grant colleges are concerned, into five areas, and I am going to say 
that we are going to recommend a full study by colleges, land-grant 
colleges, to see if we can find the answers as to how to get some 
inexpensive farm housing, and I believe it can be done. 

Now. what you had reference to there—— 

Mr. Kwox. I would like to say, sir, that our organization would be 
delighted to lend its technical assistance to such a program, Mr. 
Chairman. 

Mr. Rains. That would be very helpful, and I am sure if we could 
get these through it would be set up in the way of grants to these 
colleges where they could hire the proper architects, and all, to do 
the studies. I believe if they could have the benefit of a staff and 
people who know, working together with your industry and others 
like it, they could come up with a good program which Congress could 
enact and help. 





SN A SI 


306 HOUSING ACT OF 1957 


Now, I notice on page 7 that you urge continuation of the VA direct 
loan program with advance builder commitments. Such a bill as 
that, you know, was reported out by the Veterans’ Affairs Commit- 
tee a few days ago, and I think I should tell you that I favor the bill, 
and I think it should be passed. 

This is the question I want to ask you: There are many rural and 
nonfarm areas that are not participating in FHA. They can’t, as 
you know, and this would be true if Fannie May was buying the mort- 
gages at par because of the facilities. Small country banks are just 
not equipped to make FHA loans. I am talking about in the small 
towns, they just can’t do it. 

Mr. Knox. Well, I know from my own personal experience that 
there are many communities, the small communities, those that you 
described, nonfarm communities in which even today there has never 
been the first GI loan made. There are a lesser number of communities 
in which there never has been an FHA loan made, and there are many 
reasons why that is so. I know in our particular area we find big 
mortgagees in Atlanta, we find big mortgagees in Macon, Ga., approxi- 
mately a hundred miles apart, and those mortgage companies have 
facilities for placing mortgages in the metropolit: in Atlanta area, 
and the Macon area, but Forsythe, Ga., for instance, halfway in be- 
tween the two, is beyond the reach of either Atlanta or Macon, so, 
consequently, it is just a dry spot, with nobody particularly interested 
in rendering housing financing service to the people who need housing 
in those towns. 

Mr. Rarwns. In other words, there is no FHA loans available there, 
even when there is a lush market for the homes? 

Mr. Kwox. Right. 

Mr. Rains. All right. I noticed what you had to say about the 

NSLI. First of all, I appreciate your suggestion to this committee, 
and we are going to follow through with it. We try to find ways and 
means to induce great pension funds to participate in the housing 
mortgage program. We were told by the leaders of the AFL-CIO 
here yesterday that there was some $25 billion in pension funds alone. 

Mr. McDonoven. Four times as much as NSLI. 

Mr. Rains. Yes, four times as much as in NSLI, the national serv- 
ice life insurance fund. 

Now, I notice you are willing for us to go out and get all the mort- 
gages we can out of that pension fund, and I agree with you. But 
you take a rather odd attitude in not wanting us to get any out of 
NSLI, even though it is the same kind of trust fund. I feel if we 
could get into that trust fund, insure the better return to the veteran, 
insure him getting homes, that that would be a good example to other 
pension funds. 

Don’t you feel like you are coming and going with a statement of 
opposing it in one instance and being for it in another ? 

Mr. Knox. Well, it wasn’t our intent to indicate that we were in 
opposition to the use of NSLI funds, Mr. Chairman. It is more our 
idea that we need adequate funds to finance an adequate housing con- 
struction program. Now, whether the funds go through the process 
of NSLI investments in the Treasury, and then the Treasury puts 
more money into support of Fannie May, seems to us to be somewhat 
immaterial, and that was the point we sought to get across, but ba- 





HOUSING ACT OF 1957 307 


sically our interest is in seeing that adequate funds for the support 
of an adequate construction program are made available. 

Mr. Rains. Now, Mr. Knox, I doubt if the builders generally un- 
derstand that Fannie May is not in too good repute in the Congress. 
For instance, I heard a Senator say today, who is a very key man 
in this housing business, that unless Fannie May did a better job of 
buying the mortgages at close to par that he was for abolishing it. 

So don’t get the idea that Fannie May is the complete answer. 
I think that you are going to have to look to some of these trust funds 
and other places to get the necessary funds. 

Of course, you will agree that we cannot create new money. Nat- 
urally, we can’t. We just have to get a division for housing of what 
now exists; isn’t that correct ¢ 

Mr. Knox. Yes, sir. 

Mr. Rats. Mr. McDonough and myself, and a good many others, 
have introduced bills along that line. I don’t know whether it will 
carry or not, but it looks to me like a very good place is to start tapping 
the pension and trust funds. I advise always to do it safely. 1am 
not wanting to raid them at all. I was hoping that your organiza- 
tion would support us in that. 

Now, in military housing, page 4 of your statement, you refer to an 
amendment which we adopted in the Banking and Currency Commit- 
tee last year at the suggestion of your institute, relating to the re- 
quirement that plans, drawings, and specifications, developed for mili- 
tary houses, must follow the principle of modular measurement. You 
indicated that certain services have ignored this provision. 

Tell us which services have ignored it, and do you have any know!l- 
edge as to the reason why they are ignoring that provision in the 
law ¢ 

Mr. Knox. Well, first, 1 would like to say, Mr. Chairman, that since 
we have prepared this statement we find that really what we intended 
to say was that the language in the conference report on the 1956 
bill was not as forceful as was the language in the committee report. 

Now, we think, furthermore, that some of the defense agencies 
have been considering the adoption of those requirements in the plans 
and specifications as more or less in a suggestive kind of way. whereas 
we felt it was the intent of the committee, and of the legisiation, that 
the adoption of those rules was a mandatory requirement. 

We would like to state that since the passage of the 1956 bill, Public 
Law 1020, that our organization has had a number of conferences 
with the United States Engineers, who have followed what we think 
to be the true intent of last year’s legislation, and we believe as a result 
of that they have come up with, in conjunction with us, a series of 
plans and specification criteria which will accomplish the objectives 
that we seek, and with which the committee agree. 

Now, possibly it just takes more time. 

Mr. Rarns. Do you think that the act, itself, needs any changing, 
or do you think that the committee report that we brought out of the 
House Banking and Currency Committee needs writing into the final 
conference report between the two Houses? Would that help? 

Mr. Knox. It was our feeling that the language contained in the 
committee report which was not fully repeated in the conference re- 
port tended to take away some of the force that both we and you in- 
tended for it to carry. 
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Mr. Rarns. What you are telling me, then, is that the committee 
report that came out of our committee here and went to conference 
you thought was stronger than what tame out of the conference re- 
port ? 

Mr. Kwox. Yes, sir; thank you. 

Mr. Rains. Well, we will look into that phase of it for you. 

Mr. Knox. And we have had excellent cooperation thus far through 
the United States Engineers which handles the preparation of plans 
and specifications on ‘all Army installations. I don’t know of any 
particular instance myself where that a history as to plan 
and specification preparation has been ‘completely disregarded by 
other agencies, but we do know that we have had more active interest 
and cooperation on the part of the United States Engineers than we 
have had from other agencies. 

Mr. Ratns. I have a couple more questions, but I want to pass to 
Mr. Addonizio. 

Mr. Apponizio. I only have one ——- right now, Mr. Chairman. 
That is on page 8 of your statement, Mr. Knox, you mention ey 
ment penalties against mortgages under FHA I believe that these are 
prohibited in the GI home loan program. 

I was wondering whether you think they should be outlawed is the 
case of FHA loans? 

Mr. Kwox. Mr. Flynn. 

Mr. Fuynn. We believe that every incentive should be given to 
encourage the amortization and the prepayment of loans where the 
mortgagors are in a position to do so, and that consequently it is 
advisable or would be advisable to eliminate the prepayment provision 
in FHA loans. 

We realize that it initially was created on an actuarial basis to pre- 
vent the mortgagees carrying the loans on an insured status when 
the risk was greatest, and then paying them off and carrying them on 
a conventional loan basis after they had assumed what in the eyes of 
the mortgagee was a safer status. We know that it was successfully 
done during the war. The prepayment provision was eliminated and, 
consequently, we feel that it could be done at this time. 

Mr. Kwox. We have seen instances, Congressman, in which a man 
had sufficient money to pay off an FHA loan, and he ran into the re- 
quirement of a penalty in order to do so, so instead of paying off the 
FHA loan he used the surplus funds to buy an automobile, or some- 
thing else, and thereby kept that amount of money which actually it 
was desirable to have go back into the investment pool out of that 
pool. 

People just human react to having to pay anybody a penalty of a 
hundred dollars to retire an obligation. 

Mr. Apponiz1o. The other question I have now- 

Mr. Rats. Would you let me interrupt you to get some information, 
Mr. Addonizio ? 

How long must you keep an FHA loan before you can pay it off 
without a penalty; 3 years? 

Mr. Frynn. The provision is that a prepayment may be made not to 
exceed 15 percent of the face amount in any 1 year, so conceivably it 
could be paid off in 7 years, 6 years plus the regular amortization, 
without any prepayment provision. 
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Mr. Rains. What you are advocating is that he be able to pay it 
off without the penalty ? 

Mr. Fiynn. Yes, sir. 

Mr. Rains. Of course, if he did pay it off that money would be sav- 
ings instead of being spent. That ought to help cushion inflation. 

Mr. Fiynn. Yes. 

Mr. Apponiz1o. I think it is a good idea. 

Now, Mr. Knox, the Department of Defense in their appearance 
before our committee indicated that they would only ask for a hundred 
million dollars increase in the special assistance fund of Fannie May 
for title VIII mortgages. I note that you recommended $100 million 
increase. 

Now, will you tell us why you think this amount is needed / 

Mr. Knox. It is my understanding that approximately 5 out of 6 
Capehart housing projects that have been reduced to contracts and 
closings thus far have had to resort to Fannie May as a source for 
their permanent loan takeout commitments. It is our understanding, 
furthermore, that Fannie May has exhausted its present funds, and the 
total construction program under the Capehart Act is really just 
getting started, and I think that a $100 million addition to the author- 
ized funds would mean that we would be out of funds or Fannie May 
would be out of funds for the purchase of Capehart housing loans in 
a matter of 2 or 3 months. 

Mr. Apponizio. Thank you. That is all I have. 

Mr. Ratns. We have some figures here, Mr. Knox. I believe your 
figures are too high about how many have so far had to go into Fannie 
May. We will get the figures here in a moment. 

In the meantime I will defer to Mr. Talle. 

Mr. Tatix. Mr. Chairman. 

Are you a large builder, Mr. Knox? How many units per year do 
you build? 

Mr. Knox. Well, we are manufacturers of housing component parts, 
sir. 

Mr. Tate. You supply the packages ? 

Mr. Knox. To builders; yes. 

Mr. Taiz. And how many units do you sell annually ? 

Mr. Knox. With respect to my company, or the industry ? 

Mr. Tatts. I am speaking of the number of units that are actually 
set up in the course of a year. 

Mr. Knox. In the case of our company it ranges from 1,000 to 1,500 
units per year. For the industry as a whole that our institute repre- 
sents, approximately 1 out of every 10 houses built in the country. 

Mr. Tauur. And how is your industry financed / 

Mr. Knox. How is our particular industry financed ? 

Mr. Tarir. Yes. 

Mr. Kwox. Just as any other industry, with private capital. Pri- 
vately financed. We build our plants and acquire our inventory and 
operate our equipment just as any other manufacturing operator 
would provide similar facilities for doing such business. 

Mr. Tair. In the course of financing, do you have a few who have 
fair access to, say, Fannie May, and so on; there is no complaint in 
the way of discrimination, and so forth ? 

Mr. Knox. No, sir. 
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Mr. Tauxx. I believe that is all at the moment, Mr. Chairman. 

Mr. Rarns. Mr. Barrett. 

Mr. Barrerr. No questions. 

Mr. McDonoven. Mr. Knox, you said 55 percent went to GI Joans 
and 24 percent to FHA- insured loans in the first half of 1956. You 
made that statement in your presentation. 

Mr. Kwox. Yes. 

Mr. McDonoveu. In other words, you find a larger market among 
the veterans than among the other type of people for your house. 
Why is the larger percentage among the veterans ? 

Mr. Knox. Our industry is primarily concerned with the low and 
medium-priced class of housing. 

Mr. McDonoveu. What is the maximum cost ? 

Mr. Knox. There have been limited instances where prefabricated 
houses have been built up to $7,500 and $8,000 houses, but the prepond- 
erance of our production goes into the low- and medium-priced field. 
The preponderance of all low- and medium-priced housing is financed 
by GI and FHA loans, and that is why the percentage of our produc- 
tion financed by those two type loans is greater than on a total industry 
basis. 

Mr. McDonovexr. What would you say is the average cost of a pre- 
fabricated house in the large sales volume field that you spoke of ? 

Mr. Knox. I would say eleven to twelve thousand dollars. 

Mr. McDonoven. And do you find them mostly in the rural areas 
or in the heavily populated areas? 

_ Mr. Kwox. No, sir; they are in both; in Fort Wayne, Ind., I believe, 

5 percent of all housing constructed there in recent years has been 
wwetab housing. There is the heaviest concentration of prefab hous- 
ing in the Middle West where that type of housing is constructed 
both in the large cities and small areas. 

Mr. McDonoven. Do you have any problem with VA or FHA in- 
spectors on specifications, design, and so on? 

Mr. Knox. No; generally they have been very cooperative. In 
years past we had some difficutlies, but we have been able to work those 
out very satisfactorily. 

Mr. McDonover. Do you supply everything from the foundation 
up, or include the foundation ? 

Mr. Knox. Generally, from the foundation up. 

Mr. McDonoueu. And is it on a concrete or slab foundation ? 

Mr. Knox. Either one. 

Mr. McDoven. You build both ways? 

Mr. Knox. Yes. 

Mr. McDonovueu. In your testimony on the use of NSLI funds, do 
you believe like the previous witnesses have that if we should authorize 
the Treasury Department to have to go out and find the financing, 
instead of doing that we might just as well authorize additional funds 
in Fannie May. Is that what you intended to say in your testimony. 

Mr. Knox. The basic thing we are interested in is that adequate 
funds be provided to support the program. 

Mr. McDonoven. You want ample funds, not adequate. 

Mr. Knox. Yes, ample funds. 

Mr. McDonoven. And it doesn’t make much difference to you how 
they are obtained as long as they are there / 

Mr. Knox. That is the basic idea we want to get across; yes. 
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Mr. McDonoueu. You do say, however, that if it is expedient that 
NSLI funds should be used you would then favor it ? 

Mr. Kwox. Yes. 

Mr. McDonoucu. Now, let me ask you what you mean by expedient 
in this instance as applied to the present housing situation. 

Mr. Knox. I would answer that by saying that if you don’t provide 
ample funds through the medium of Fannie May, then you should do 
it through the medium of NSLI. 

Mr. McDonoven. Don’t you think that it is expedient right now 4 

Mr. Knox. It is expedient that funds be provided. 

Mr. McDonoueu. It is expedient that we need additional mortgage 
money right now. 

Mr. Knox. Yes. 

Mr. McDonovucu. For the housing industry. Because I have been 
reading your questionnaire to the industry, and most of the people that 
replied to you are in a bad situation, They are really up against it. 
They can’t find money to continue to finance home construction. 

Now, you also recommend that Fannie May should provide a means 
for selling its securities to pension funds and other institutions in order 
to create additional money to buy mortgages. 

Mr. Knox. Yes, sir. 

Mr. McDonoueu. Yesterday we had a witness from the CIO-AFL 
who stated that there was some $25 billion in labor funds, and that 
they may be interested—of course, he couldn’t speak for the pension 
trustees because he wasn’t one of them, but that if Fannie May sold its 
debentures, and provided the servicing of the mortgages, that they 
may be interested. 

Now, as an interested home builder, you represent an institution of 
the home builders. You represent the coated icators. It seems to me 
that it would be a good thing for you fellows to stimulate a little in- 
terest in the pension fund group across the country to encourage them 
to do that. 

You could certainly approach it on the grounds that they are doing 
a good thing for themselves for the reason that their present invest- 
ments are less than 4 percent securities, that by doing this they could 
obtain not only 4, 414, probably 5, FHA mortgages, they could obtain 
5 percent mortgages, and that there would be a cooperative interest 
between you and the trustees of the pension funds. 

This committee is proposing to call in the trustees of the pension 
funds to review it with them. We found in the testimony yesterday 
that the trustees of some of these funds may not be as alert to the 
financial potentialities of the funds that they have under their trustee- 
ship as would be an investment banker, or a mortgage banker. They 
need some advice and counsel. 

We are going to do what we can as a commitment. I think as an 
industry you could help. I mean, to advise with them as to the better 
use of their pension funds for the benefit of the people that pay into 
the fund, and the people they pay out of the fund in their old-age 
pension setup. I am just asking you as a member of the building 
industry to keep that in mind and do something about it, I think you 

can make some headway, and help the committee a great deal. 

Mr. Knox. Mr. McDonough, we are glad to te ell you, and I want 
to ask Mr. Flynn to report directly, efforts and contacts and some 
degree of success that we already have accomplished in that direction. 
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Mr. Fiynn. A great deal has been done. My personal job, and the 
responsibility, is running a subsidiary of National Homes Corp., which 
is an approved FHA mortgagee, National Homes Acceptance Corp. 
We are servicing approximately $300 million worth of VA and FHA 
mortgages which we have made during the past 10 years, and we are 
servicing those loans for some of the largest and finest lending insti- 
tutions in the country. 

The Acceptance Corp. have sold over $714 million worth of GI 
mortgages to one of the large pension funds. We have just com- 
pleted now selling $2,900, 000 worth of GI loans to another pension 
fund which is all of the money that they have spent for mortgages, and 
that is why we feel, frankly, that Fannie May is the logical long-term 
as well as emergency answer to the building program. We feel that 
it is oversimplifying the problem to say that it is a matter of flexible 
rates, and it is a matter of yields. Unfortunately, it is a little more 
complex than a matter of rates and yields. Mortgages are the less 
or least attractive type of investment for some sources of funds, be- 
cause of the problems involved in originating them, servicing them, 
handling them, and because there are risks incidental to having mort- 
gage loans in your portfolio. 

We all know that on an FHA you have got a hundred percent guar- 
anteed loan, on VA loan you have a loan that is 60 percent gu: aranteed, 
and under the policy of the Veterans’ Administration it has been a 
hundred percent guaranteed loan. 

However, it is overlooked that there are certain risks involved. 
There are title questions that may be overlooked. There are techni- 
calities that might be invoked upon the part of the governmental 
agency involved, honestly and legitimately, and rightly invoked. 
There are delays and expenses incurred because of foreclosure laws 
and redemption laws, certain State statutes pertaining to real-estate 
mortgages. 

Because of all of those items lenders are reluctant to invest in these 
mortgages if they can invest in bonds or obligations which will pro- 
vide them with a satisfactory risk. 

Mr. McDonoven. Well, if some of that risk was removed by selling 
debentures from Fannie May to these pension funds, then there would 
be a little more security and less hesitation on the part of the pur- 
chaser ¢ 

Mr. Frynn. That is exactly right, Mr. McDonough, and that is 
why I think Fannie May, or eal] it a central mortgage bank, is the 
logical long-term answer, because that way it isn’t going to create any 
more money, but the home- building industry, and we are just selfish 
enough, perhaps, to want to do that—the home-building industry must 
obtain a larger proportion of the available money in this country if 
we are to maintain ourselves as an industry, and to do the job and 
building the houses that the needs of our country demand. 

Mr. McDonovucn. Have you ever sold any of your acceptance se- 
curities to the pension fund? 

Mr. Fiynn. Frankly, the nature of our business is such, because we 
are the largest prefabricated home manufacturer, it is true, but never- 
theless, our obligations wouldn’t be considered as triple A sec _— 
and, consequently, we make the mortgages and sell the mortgages, 
themselves, to the various investors and outlets. 
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Mr. McDonoven. In addition to the union pension funds, you have 
State employee pension funds. You have county civil service em- 
ployee pension funds. You have any number of other groups, and a 
study of them would reveal billions of dollars available for this if we 
can give them some assurance that the security they are buying has 
the normal risk removed that the purchase of a mortgage would con- 
tain, 

Mr. Frynn. That is right, and in Indiana our State teachers fund 
has over a hundred million dollars in assets, but they can’t buy the 
loans because of the work involved, but they would buy the deben- 
tures of Fannie May. 

In Mr. Betts’ State, Ohio, the teachers fund has over $300 million of 
assets. But 1 man and 8 or 4 girls handle that three or four hundred 
million dollars. 

Mr. McDonovuan. They are indoctrinated with the idea that there 
is nothing as secure as a Government bond. We may be able to make 
the Fannie May debentures equal to that. 

Mr. Fiynn. We hope so. 

Mr. Rarns. Mrs. Sullivan. 

Mrs. Sutxiivan. Yes; I have a couple of questions for Mr. Knox. 

On page 5 of your statement, Mr. Knox, I find myself in general 
agreement, as regards your mortgages sold to the special assistance 
fund. 

Do you see any reason why Fannie May should not be required to 
pay par for those mortgages ¢ 

Mr. Knox. No, ma’am; we do not. We feel that since Fannie May 
is the only investment outlet for that particular type of mortgage loan, 
and if they are the only outlet, then the most practical solution is that 
they buy them on a par basis. We entirely agree. 

Mrs. Suutrivan. One other question. I don’t know, as none of us 
know at this time, what Congress is going to do about raising the GI 
interest rates. 

Assuming at this time that the Congress does not raise the GI rate, 
would you favor a veterans’ preference in FHA which would afford 
the veteran advantages approximately the same as he is now enjoying 
under the GI program, or would you prefer to have us liberalize 
FHA across the board so that everyone, veterans and nonveterans 
alike, could enjoy the homeownership with only a modest downpay- 
ment ? 

Mr. Knox. We would prefer the liberalization of FHA so as to 
make its advantages more generally applicable to the total popul: A- 
tion, as contrasted to a single preferred group. If the single pre- 
ferred group, such as the veterans, are by reason of their particular 
classification entitled to some preferential treatment, then we think 
that preferential treatment should take the form of some beneficial 
payment by the Veterans’ Administration to the lender, such as the 
payment of the insurance premium, or some payment of that type, 
which would result in a contribution on the part of the Veterans’ 
Administration to his total annual housing or monthly housing cost, 
but at the same time keep the mortgage loan itself in the same e: .tegory 
as would be all other mortgage loans of similar type and amount. 

Mrs. Sutuivan. All right. Thank you. 

Mr. Ratns. Mr. Betts. 
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Mr. Berrs. No. 8 in your summary, you refer to the fact that one 
of your contentions is that Congress should provide that all military 
housing should follow some principle. Are you referring to stand- 
ardization of some sort? 

Mr. Rarns. Modular measure. 

Mr. Berts. Yes. 

Mr. Kwox. Yes, as an industry we are trying to move closer and 
closer to the standardization of housing, so as to bring into effect the 
economies that come from stadardization, and as an industry we are 
interested in seeing that the advantages that flow to the military de- 
partments because -of the use of more standardized plans and speci- 
fications, such as we employ, would be beneficial from our stand- 
point in the first place, and would result in economies to the military 
department, in the second. 

Mr. Berrs. And how are you progressing ? 

Mr. Kwox. Well, we have made excellent progress insofar as the 
relations with the United States engineers are concerned. I know 
we haven’t made as good progress with respect to the other defense 
departments. 

Mr. Berrs. But you are doing the best you can ? 

Mr. Knox. We have had a series of meetings with the United States 
engineers, I believe 4or 5. We have had meetings in Atlanta, Omaha, 
Seattle, and San Francisco, with the division oflices of the United 
States engineers, where technical representatives of our industry have 
met with technicians, engineers, and so forth of the United States 
engineers, in an effort to establish standard design criteria so that all 
housing units in the Capehart program under the jurisdiction of the 
United States engineers, which covers all Army installations, would 
be prepared in accordance with those standards, and those standards, 
as I say, have been jointly developed by our industry and the United 
States engineers, together. 

We think we have made excellent progress insofar as accomplishing 
what we seek and providing benefits for the military department at 
least through that agency, and it is for that reason that we were con- 
cerned about the more forceful language in last year’s committee re- 
port, this committee’s report being included so as to encourage us and 
to encourage the other departments, to enter into similar standar dizing 
of plans and specifications. 

Mr. Berrs. Well, I think you are entitled to credit. 

Mr. Apponizi1o. Would you yield, please? 

Mr. Berrts. Yes. 

Mr. Apponizio, Has your industry built any military housing at 
all ? 

Mr. Knox. Yes, sir. We have built several different projects, and 
a number of the projects that have recently been awarded under the 
Capehart program will be handled by members of our institute. 

Mr. Price. Just recently there were, I believe, five projects that 
were bid in New England by the Corps of Engineers, and those were 
bid, of course, in open competition. 

Mr. Apponizio. In some areas you are prohibited actually from 
bidding because you cannot come in with plans and specifications. 

Mr. Price. Some of the plans are such that it would not be economi- 
cal to try to prefabricate them, and that is what we were trying to get 
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through the modular measure. In New England, I believe of the 6 
jobs bid 5 went to prefabrication, and 1 was conventional. 

We know the results on the bidding was very competitive, which 
would net a good end result to the military. 

Mr. Avponiz1o. Thank you. 

Mr. Berrs. I was going to say, do you feel that it will take legisla- 
tion to do that better than being able to work it out within the indus- 
try? 

Mr. Knox. Well, I think 

Mr. Berrs. Well, apparently you do or you wouldn’t ask for it; is 
that right? I guess that answers my question. 

Mr. Knox. We have adequate language in existing legislation. 

Mr. Rarns. That is in the law. 

I tell you what I think, Mr. Knox, after having brought this thing 
to mind; I think if you read the conference report, the only thing we 
did different in the conference report from the House report was to 
say that it would not be retroactive. I don’t want to say that for 
sure, but I think that isso. You might check again and let us know. 

Mr. Berrs. How many members do you have in your organization ? 

Mr. Knox. A tere 50 manufacturers who in turn supply the 
prefab parts to thousands of builders. There are 7,000 dealers. 

Mr. Berrs. Inasmuch as the Savings and Loan League men this 
morning had their telegrams here, are yours available for the record ¢ 

Mr. Rarns. I think your report is in the record. 

Mr. Berrs. Are the telegrams in the record ? 

Mr. Rarns. I think your report is in the record. 

Mr. Knox. Yes, sir. 

Mr. Berrs. The savings and loan men put their telegrams in the 
record. 

Mr. Rarns. I don’t want to clutter up the record with too many 
telegrams. 

Do you refer to the results of the telegrams ? 

Mr. Berrs. Well, the same as the Savings and Loan League. They 
should do likewise. 

Mr. Rains. The gentleman from Ohio, Mr. Ashley. 

Mr. Asutry. Mr. Knox, you suggest in your summary that Fannie 
May be authorized to issue commitments under its secondary mortgage 
operations, Last year, as you know, Congress gave Fannie May au- 
thority to insure standby commitments, 

Do you find that these standby commitments are satisfactory, or 
do you feel that we should go further in the giving of authority to 
Fannie May to issue commitments ? 

Mr. Knox. Mr. Flynn. 

Mr. Fiynn. Congressman Ashley, I think that frankly the standby 
commitment procedure was not satisfactory. However, I believe also 
that Fannie May had no alternative under the many restrictions that 
were imposed upon them in the Housing Act that created the second- 
ary market facility. There is for one the provision that they buy 
mortgages within the range of market which I can’t see how can be 
interpreted, when there is no market whatever for a loan, I don’t 
know what that market is. 

But, naturally, there was certainly an inclination, I would assume, 
for them to be safe and to keep their prices as low as possible, Also 
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because their funds were completely inadequate, in order to conserve 
and spread them over as long a period as possible, the inclination, I 
assume, was to make their prices low, and I think that it is imperative 
that in any other legislation, No. 1, any restriction as to price paid 
be eliminated, and there is another provision, a provision which re- 
cites that the loans purchased by Fannie May under the secondary 
market operation be those that would meet the requirements of a 
prudent lender. 

I have never been able to figure out what that means because when 
a lender wants loans, he takes any loans he can get, and when he 
doesn’t want loans, it is pretty difficult to get a loan that will meet his 
qualifications. 

Mr. Asutry. If, as the administration proposed, FHA is liberalized, 
requiring lower downpayments right across the board, do you think 
it would be the responsibility of Congress, by way of protecting the 
greater risk of the Federal Government which would follow, to re- 
quire FHA to establish some sort of ceiling on the prices of the homes 
that would be purchased with insured loans ? 

Mr. Knox. To establish a selling price ceiling ? 

Mr. Asuuey. Yes, 

Mr. Knox. No, we would object to the establishment of a selling 
rice ceiling. We think that indirectly the same thing is accomplished 
y establishing a loan amount, but we would oppose FHA’s establish- 

ing a ceiling. We think that actually the greater amount of protec- 
tion provided, the risk is in relation to the amount of money loaned, 
not to the sales price, and when they determine and establish a loan 
ceiling we think they have gone as far as is necessary toward protect- 
ing against that risk. 

Mr. Asnirey. The Government does have a greater risk with the 
lower downpayment; doesn’t it ? 

Mr. Knox. Well, I think that might be even a debatable question 
based on the experience that has been proven with even no-down- 
payment loans, and the relatively low-loss ratio that has been appli- 
cable to no-downpayment loans. 

Mr. Asuiry. Of course, under the GI program, you do have your 
CRY, which is in effect a control of prices. 

Mr. Kwox. That is right. 

Mr. McDonoveu. Will the gentleman yield at this point? 

Mr. Asnury. Yes. 

Mr. McDonoveu. If a price ceiling was set, wouldn’t that apply 
price control to housing ! 

Mr. Asuuey. In effect; yes. That is exactly what I am talking 
about. 

I am asking if Mr. Knox feels that it might be the responsibility 
of Congress to do something by way of protecting against the greater 
risk which the Government will be up against in the event of lower 
downpayments. 

Mr. McDonoveu. Well, the risk that the Government would assume 
has been pretty well established by experience up to now, the risk that 
we have assumed up to now has been practically negligible. 

Mr. Asuiey. With the lower downpayments under the proposal, 
as I understand it, there is going to be nothing to prevent builders 
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from adding to the sales price of a house, so there isn’t going to be a 
CRV in these cases at all. 

Mr. McDonoveu. It would also have this effect, if you had a price 
ceiling you would prescribe to the people this is the kind of house you 
can buy with our guaranty. Otherwise 
Mr. Rarns. They have that on veterans’ housing now, the CRV. 
Mr. McDonoveu. That is the credit value. That refers to the loan 
‘ant against the house. 

Mr. Ratns. Are there any further questions? 

Mr. Asuury. No. 

Mr. Rarns. One more question and then we have another gentleman 
that I don’t want to detain any longer. 

Mr. Knox, title VIII military housing, you will agree, is a risk- 
less investment in that the Defense Department guarantees it, and so 
forth. 

Now, I noticed the other day that two new military housing proj- 
ects in my State of Alabama at Fort McClellan and Fort Rue ker were 
financed by the teacher retirement system of the State of Alabama, 
which is a trust fund, and which is tied in completely. 

In checking over the law I find that the obligations of Fannie 
May and the Home Loan Bank Board are not guaranteed, and they 
are made a lawful investment for trust funds in the United States 
Government, and yet they are not guaranteed. 

Do you think, then, it would be a good idea to make title VIII 
mortgages, which are much closer to a Government bond than the 
Home Loan Bank Board debentures, or Fannie May, do you think 
it would be a good idea to make title VIII mortgages lawful invest- 
ments in United States Government trust funds? 

Mr. Knox. I don’t see any reason why they should not be so made, 
Congressman. It seems to us to be equivalent to a Government bond. 

Mr. Rarns. Thank you very much, gentlemen, and at the end of Mr. 
Knox’ statement, for the benefit of the record, and for our information, 
I want to appear a memorandum from Mr. Bruce C. Kixmiller, Jr., 
special assistant, Armed Services Housing, which shows the military 
projects that are now under construction, the military housing projects, 
where they are, and all of the facts about them. 

I would just like that to be included in the record. 

(The material referred to is as follows:) 





- 
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FEBRUARY 25, 1957. 
OFFICE MEMORANDUM, UNITED STATES GOVERNMENT 


To: Orman §S, Fink, House Banking and Currency Committee. 
From: Bruce ec, Kixmiller, Jr., Federal Housing Administration. 
Subject: Title VIII Military Housing (Capehart-Rains) 
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The following military housing projects are now under construction: 




















N umber | Average 
Project name Contractor of units | cost per 
unit 
DN Es Bn. enn codsewemnncecnson Ponder-Leavell, El] Paso, Tex__........- O44 $13, 235 
IO Ot oD oe ia el H. L. Coble, Greensboro, N. C_...- ees: 284 13, 051 
aa cguudenne Centex Corp., Dallas, Tex............_-- 500 12, 986 
Redstone Arsenal, | ESE PERSE Ralph Bush, Norfolk, Va_...........--- 270 14, 034 
ag \Aleen Development Corp., Los Angeles, 500 } 14. 169 
Richmond Quartermaster Depot, Va----- \f Calif. 25 " 
Gens 2 AVS, Kaus. ...........«....- a Construction Co., Fort Worth, 535 13, 812 
ex 
I Wh che sckcderedbbasbwen J. W. Bateson, Dallas, Tex_..........-.- 600 13, 804 
8 OS, Oe ..-| Worth Builders, Fort Worth, WOE cccns 125 13, 445 
Fort Bragg, N. Cu en A ae J. A. Jones, Charlotte, N. C...........-- 1, 216 13, 425 
po a eS a ee ene Williams Construction Con Columbus, 1, 000 13, 982 
Ga. 
Fort Huachuca, Ariz.!...................- o- : Elle Construction Co., Pocatello, 575 15, 248 
daho. 
OI ee ewow Carr & Rochschild, Montgomery, Ala..| 120 15, 866 
Blytheville AFB, Ark..........._.__-...- | Centex Corp., Dallas, Tex. ._-- | 360 | 12, 713 
EI ska in ne oninvioesn Se ee | Sungold & Inland Empire Builders, 189 15, 797 
Riverside, Calif. | 
Fort Lawton, Wash.!_.........- Lidebdwaen | John E. Hopkins, Mercer, Wash. -..----| 66 | 16,405 
TE Rn 2 OP FS re | J. W. Bateson Co., Dallas, Tex... ...__- | 150 16, 238 
Columbus AFB, Miss.!_..............-.-- | Wilkinson & Snowden, Memphis, Tenn-| 480 | 15, 737 
| | a 
Pe isiiintaateecscebbatdutcicins i 


1 FNMA has made commitment to purchase these mortgages. 


The following military housing projects have been successfully bid and con- 
struction is scheduled to begin within the next 1 to 6 weeks: 





Project name | Number of | Contractor 
units 

Schofield Barracks, Hawaii !_........_-. 1,326 | Thedore E. Meyer, San Francisco, Calif. 
ey MEE oe oh orton cocoa cone cesecas 2, 042 W. E. Robertson & Associates, Los Angeles, 

| Calif. 
SE ID, BNR amin ncewcnerens 1,535 | Miles Construction Co., Los Angeles, Calif. 
I, OR nn oS BS Ue a cbiee 2,000 | G. L. Christian & Associates, Houston, Tex. 
New River MCAF, N. C...-...-....--.| 435 | Spangler Construction Co., Charlotte, N.C. 
tg lg Se ee | 87 | E. T. Wilson & Son, Nashville, Tenn. 
0. a ee ee ee | 388 | R. P. Farnsworth, New Orleans, La. 
Loring AFB defense area, Maine_.__._-- 64 | A. P. Miller, Inc., Atlantic City, N. J. 
Iiartford defense area, Connecticut. -_--- 112 Do. 
I 300 Williams & Dunlop, Dallas, Tex. 
DA receiving station, Maryland__....--- 12 | Carvel Construction Co., Annapolis, Md. 
Bunker Hill AFB, Ind-_-.___-_- ki iat | 680 | Heftler Construction Co., Beverly Hills, Calif. 
I eae | 500 | Terminal Construction Co., Woodridge, N. J. 
Pt IO ROO. on cc cncaweedd anrcesuek 480 | Florida Builders, Inc., St. Petersburg, Fla. 
eI 500 | C. L. Browning, San Antonio, Tex. 
Bridgeport defense area, Connecticut___--| 60 | Beacon Construction Co., Boston, Mass. 
Bridgeport defense area, Connecticut __-_-| 32 | A. P. Miller, Inc., Atlantic City, N. J. 
Boston defense area, Massachusetts _ _ _-- 120 | MeGuire Construstion Co., Boston, Mass. 
Providence defense area, Rhode Island--}| 76 | Do. 
a ive 420 | R. F. Ball Construstion Co., San Antonio, Tex. 
.. pi, 3 eee 640 | Emery Construction Co., Topeka, Kans. 
PE DRE ls Bila! © onsets cecnecsédea~ | 1,685 | 8. S. Silverblatt, New York, N. Y. 

ai a ANS BIRO 13, 494 | 





1 This contract may be assigned to another builder. 


As of January 31, 1957, the FHA and the Assistant Secretary of Defense for 
Properties and Installations had approved the programing of 222 military hous- 
ing projects totaling 86,879 units. 

Bruce C. KIxMILLER, JR., 
Special Assistant Armed Services Housing. 


Mr. Knox. I would like to comment, Congressman 
Mr. Rarns. Dr. Talle has a question. 
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Mr. Tatxe. Just this, Mr. Knox: How many of the units in your 
industry are built for rental rather than individual purchase and 
occupation ? 

Mr. Kwox. I would say a very negligible percentage, sir. I don’t 
have the exact figures, but it is very small. Most of our housing is for 
sale to individual owners. 

Mr. Tauxe. That is all, Mr. Chairman. 

Mr. Rains. Gentlemen, you made a very good presentation. Thank 
you very much. 

Mr. Knox. I just wanted to tell you that that Fort Rucker job went 
through one of our member companies, Florida Builders, down at St. 
Petersburg, and to thank you again, Mr. Chairman, for the excellent 
speech you made to us when you came down to visit us. 

(The following letter was later submitted for the record regarding 
the testimony of Mr. Knox:) 


PREFABRICATED HOME MANUFACTURERS’ INSTITUTE, 
Washington, D. C., March 8, 1957. 
Mr. ALBERT RAINS, 
Chairman, Subcommittee on Housing, 
House Office Building, Washington, D. C. 

DeaR ALBERT: The questioning by you and other members of the Housing 
Subcommittee concerning the support by our industry of use of NSLI funds, 
led us to believe that perhaps the subcommittee had misinterpreted the language 
contained in our statement for the record. We summarized our feelings by 
saying: 

“If it is expedient to specify NSLI in order to provide such funds, then 
we are in favor of so doing.” 

We would like to get on record at this time as being in favor of the use of 
NSLI funds. Furthermore, we will ask our 7,000 dealer-erectors to actively 
support this proposal. 

We think the idea advanced by you and members of the subcommittee con- 
eerning the follow-the-leader principle of NSLI investment in VA loans, would 
set an example for pension funds and large investment trusts to follow. 

Should the Congress vote to use NSLI funds, we can visualize a tremendous 
public-relations program based on NSLI purchases of VA mortgages. We would 
hope that large scale investments by the large pension trusts would follow. 

We would also suggest that incoming NSLI premiums be placed in this revolv- 
ing fund so that it could grow and the veterans themselves would have the 
benefit of its use. 

I hope this letter will straighten out the position of the Prefabricated Home 
Manufacturers’ Institute regarding use of NSLI funds for GI loans. 

Very truly yours, 
ConrAD “Pat” HARNESS, 
Ewvecutive Vice President. 

Mr. Ratns. Thank you very much. We are very glad to have you 
here. . . . . . 

Our next witness is Mr. Heers, of Riverside, Calif. 

Is he a constituent of yours? 

Mr. McDonovuen. Not a constituent. Mr. Heers had a lifetime ex- 
perience in real estate and the building industry. He operates through- 
out the whole State of California, and Nevada, and the Southwest. 
T think he is the most practical witness we have had. 

Mr. Rarns. W are mighly glad to have you here, Mr. Heers, and I 
understand you are a practical builder, and we would be glad to have 
you present your testimony any way you see fit. 
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STATEMENT OF CAROL M. HEERS, ON BEHALF OF INLAND 
EMPIRE BUILDERS 


Mr. Herrs. I have given you my statement already, so I see no reason 
to just read it over, but I did have a couple of comments. 

Mr. Ratns. How long is your statement ? 

Mr. Herrs. It is four pages. 

Mr. Rats. I would like you to read it, if you don’t mind. 

Mr. Heers. Mr. Chairman, on behalf of my associates and myself, 
I wish to express our appreciation for your invitation to appear before 
the Subcommittee on Housing of the Committee on Banking and 
Currency to express our views on the vital issues now being considered 
by your committee regarding the housing industry. 

Inland Empire Builders, Inc. .» Riv erside, Calif., is owned and operat- 
ed by myself, my two brothers, and Mr. Walter S. Roeder. I have 
been delegated the responsible task of appearing before your com- 
mittee to “present our views on some of the problems affecting the 
housing industry. We have made a sincere effort to be practical, real- 
istic, and sound in our approach, and trust that the program which is 
outlined in this letter will be of assistance to your committee in draft- 
ing housing legislation at this sesson of Congress. 

However, before dscussing our views on this subject, I should like 
to briefly outline the history and background of our organization 
which we believe qualifies us to comment on the subject of housing 
legislation before your committee. Our business originally started in 
Riverside, Calif., and our principal place of business is still in that 
city. The Riverside-San Bernardino metropolitan area, as defined by 
the United States Department of Commerce, as you undoubtedly know, 
is the 35th largest concentration of people in the United States, and 
the 4th largest concentration of people in the State of California, being 
next to the Los Angeles, San Francisco Bay, and San Diego areas. 

However, the scope of our operations has increased substantially in 
recent years in such areas as Las Vegas, Nev., San Jose, Long Beach, 
and Riverside, Calif., and St. Paul, Minn. In addition, we are cur- 
rently constructing a regional shopping center in Riverside, Calif., at 
a cost of $6 million. We were also recently awarded the first Capehart 
military housing project in our State at Ford Ord, Monterey, Calif. 
Thus we believe our wide experience qualifies us, to some extent at least, 
to appear before your committee and present some of our views on the 
kind of housing legislation needed to help meet the housing needs of 
the American people and to keep the housing industry in a healthy 
condition. 

Of course, it would be impossible for us in the time allotted to discuss 
all phases of this problem, consequently we will confine our comments 
to the following four major points: 

1. The problem of interest and discount rates for Government-in- 
sured and guaranteed ROsteNees and the matter of downpayments. 

2. Long-range program pertaining to the future of FHA and VA. 

3. FNMA as a secondary mor teage market for the financing of tract 
housing. 

4. FNMA support of title VIII Capehart housing. 

Each of these subjects will be discussed in det ail under its a appro- 
priate handling. 
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The problem of interest and discount rates for Government in- 
sured and guaranteed mortgages and the matter of downpayments. 
We believe that this problem can be divided into two main points: 

1. The lack of mortgage funds available. And I mean by that to 
the builder as well as to the direct individual that builds his own in- 
dividual home, and, second, the buyer’s inability to qualify under the 
present regulation. 

What I mean by that is that there really isn‘t a shortage of buyers 
that want new homes. There is just a shortage of buyers in some 
areas that can qualify to buy those homes under the present regulation 
of downpayments, and also to qualify under the restrictions of re- 
quirements as to income in relation to his payments per month on the 
house. 

There are some discrepancies I will discuss later in Fannie May 
as against the VA requirements on that score. The VA may require 
four times, let us say, in a given area for the monthly payment of the 
house, including taxes and insurance, for the buyer to qualify. Fannie 
May doesn‘t always necessarily pass that home, to buy it, that mort- 
gage, just because the VA passed it. 

it is apparent that the housing industry is not able to provide hous- 
ing to all those veterans and conventional buyers who need and want 
them without the Federal Government doing something to create 
a better flow of mortgage money. It is naive to assume that institu- 
tions will invest in mortgages when the return on them is unattractive 
as compared to other forms of investment. I think that has prob- 
ably been said enough to you, but I repeat it. 

Since the interest on FHA and VA mortgages is unattractive to 
investors in the current market, the inevitable result is the evil of dis- 
counts. The fallacy of discounts is, of course, that this cost is passed 
on to the home buyer, and it is he who is hurt and not the investor, 
builder, or the Government. That is where the builder knows in 
advance that he is going to have to pay a discount. 

Now, if he starts a project, and has the knowledge that he is going 
to have to pay a discount for the mortgages, he figures it in his costs. 
There is nothing else he can do, and if he can’t figure out where there 
is going to be a profit left after that, then he just doesn’t build it. 

It isn’t very good business to do it otherwise. 

Now, in some cases the discounts have caught up with us, and, in 
fact, in one case last year we built a project, and we lost $80,000 out 
of capital, that is our corporation did, that particular corporation. 

Mr. McDonoven. Mr. Heers, you can’t always anticipate what the 
discount is going to be. 

Mr. Herrs. That is the problem, the time delay in starting a de- 
velopment that it takes me from the first time myself or my board of 
directors, or partners, or what have you, get together with an idea 
to start a development, that we want to expand. That is the first 
step. 

Then we say we are going to a certain area to do it, because we 
think that is a better area. ‘Then we try to finance it, and by the time 
we get a package together, and get to the point of building it, and get 
it sold, and get it delivered to the buyers, the discount could have 
changed considerably, and in this case it did change considerably, and 
we lost $80,000 in discounts, and would have probably come out on 
that project—— 





Pea 
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Mr. Barretr. Mr. Heers, don’t you have a clause in your sales con- 
contracts which would permit you to take advantage of interest rate 
increase ¢ 

Mr. Herrs. Perhaps I misunderstand your questioning, but our type 
of building, Mr. Barrett, has been that we actually go out and build 
a project without having sales. We go out and invest some hundreds 
of thousands of dollars of our corporation, or our money, and we go 
out and 

Mr. Barrerr. Will you hold your point there ? 

Mr. Herrs. Yes. 

Mr. Barrerr. Don’t you have an escalator clause in your agree- 
ments in case the interest rate goes up ? 

Mr. Heers. I can’t have it with anybody because I haven’t sold 
them, they belong to me when I build them. 

Mr. Barrett. Do you sell them off a plan ? 

Mr. Herrs. No, sir. 

Mr. McDonoveu. He builds the houses, and waits for the buyer to 
come and buy them. 

Mr. Heers. You see, I don’t sell the houses, first. I build them 
and then sell them or I build them and try to sell them while I am 
building them. 

During the period of time I am erecting these dwellings I try to sell 
them during that period. These quite large numbers of homes, par- 
ticularly on the west coast, that are done that way, in fact as large as 
3,000 homes in one development, might be put up by investors and 
builders that start building them—to give us confidence, we have to 
have a little of confidence, and we build models, and while we are proc- 
essing these plans, and through the delayed times it takes us to get 
through a Government agency, according to the type of program you 
are going through, if it is a 203, it takes months and months and 
months. If it is a 502, or such, it would be a limited time, maybe 3 
months, if you are lucky, and during that period we are building 
model homes. 

So when we build these model homes they are in accordance with 
the way the homes will be sold and built, and sold at a later time, 
one of each type of home. 

Then the buyer comes along, and looks at our model home, and he 
says “I like it.” O.K. Then he says “I will put up a deposit.” Our 
salesman will accept a deposit from this buyer that when the home 
is done and he approves of that home as being a good home, and one 
he likes, he will then go through with his sale and close the escrow after 
it is processed through VA or FHA, or what have you. 

Mr. Rarns. But you set the price at that time. 

Mr. Heers. We set the price at that time, and we give him a price 
that he is going to buy the home for when we get done building it. 

Mr. Ratns. Then if the discounts get higher you have lost money. 

Mr. Heers. Let us just make one qualification there. There are 
two ways of financing this type of thing. We can go get a prior 
commitment, either from Fannie May or from a private source, if 
there is such a breed of animal any more. So if we go and get a 
prior commitment ahead of time, we then know what the discount— 
a direct prior commitment 








Mr. Rains. I know what you mean. 
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Mr. Heers. It says they will buy the mortgages at a certain price, 
if I deliver them within 18 months or a year or something like that. 

Now, then, the other alternative, perhaps I can’t find a commitment, 
but my corporation has invested quite a bit of money in this develop- 
ment. We have improvements in, curbs and gutters and sidewalks, 
and so on, and we have progressed on our development. So we can 
hardly back out, but we haven’t been able to find a direct commitment. 

All right, maybe we will buy a standby commitment, which will 
satisfy an interim lender, and it may be at a lower price than the 
market is, in other words, it may be at 90 percent or 89, or it used to 
be. Now I don’t know whether you could get them at anywhere close 
to that. 

Mr. Apponiz1o. You mean you have as much as 10 percent discount ¢ 

Mr. Heers. A recent offer on one project, we had an offer on mort- 
gages as low as 85 percent, that would be 15 percent discount for 
some mortgages we had there, and we only had one offer, and he told 
me he was doing me a favor. So I didn’t sell them because I didn’t 
have to at the moment. 

I would like to have, but I wasn’t forced quite to that point. 

Mr. McDonoven. How large a portfolio is that ¢ 

Mr. Heers. That particular amount of mortgages was about, I would 
say, very close to a million dollars worth. 

Mr. McDonoveu. A million dollars at a 15 point discount ? 

Mr. Heers. That is correct. 

Now, that also doesn’t cover the charges I paid to get my interim, 
you understand, or the interest payments that I paid during that 
time. 

Mr. McDonovuen. You didn’t sell those mortgages ? 

Mr. Herrs. I didn’t sell them at that moment, no. 

Mr. McDonoven. You did finally sell them ? 

Mr. Heers. No, I still haven’t sold them. I hold them. I am 
hoping perhaps something will happen. 

Mr. McDonovuan. You are servicing them yourself? 

Mr. Herers. No, they are held by a mortgage company under agree- 
ment with us. 

Mr. Apponizio. Are you holding them until this committee comes 
out with a piece of legislation ? 

Mr. Heers. Sir, we have mortgages practically at all times. If you 
are building 1,500 homes a year under the method I explained to Mr. 
Barrett, it is practically inevitable in today’s market, or the last 
couple of years’ market, you are going to have a few mortgages laying 
around. You just aren’t able to dump them all when you would 
like to. 

Don’t forget, we are starting developments all of the time, or up to 
recently, and we are finishing them all of the time. We don’t just start 
five developments all today. We start 1 this month, and 1 a couple 
months later, and another one a couple months later, maybe in differ- 
ent spots, but we start these developments throughout the year. 

So, therefore, it may be when we start 1 development the price may 
be fairly good. By the time we get another 1 started maybe things 
aren’t so hot, but we are committed to the land. 

Mr. Ratns. Let me ask you about the money sources in California. 
IT am not talking about now. I am sure they have dried up from what 
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I hear, but when times are ordinary in the mortgage market are most 
of your loans sold to savings and loan associ iations, to insurance com- 
panies ? 

Mr. Heers. Do you mean the final loans, long-term loans ? 

Mr. Rarns. Yes. 

Mr. Heers. No, sir; we have sold a very little amount of mortgages, 
we have sold some, I don’t say that we have sold none, we have sold 
some to building and loans. 

Mr. Rarns. In ordinary times when you are doing business at a 
fairly good level, I will say, who do you sell your mortgages to? 

Mr. Herers. Mostly to eastern lenders. In other w ords, the eastern 
lender market, as such—you see, the Western Hemisphere, or the west- 
ern half of our United States, growth has been in the past years much 
more than the amount of money supplies. Therefore, the lenders that 
are on those areas, in those immediate areas, can loan their moneys 
more for interim purposes, perhaps wind up with some servicing of 
some long-term loans, and get the fees allowable, and the interest rates 
for that, or loan their funds in other advantageous loans and loan 
them all out and keep them all loaned out very readily, whereas the 
eastern lenders may not have had quite so fast a growth in comparison 
to their supplies of savings, so the bulk of the support privately of 
mortgages for the western - part of the United States comes from east- 
ern sources. 

Mr. Rarns. Mr. Heers, let us get down to some immediate facts. 
We have just been notified they are going to call us over on the floor in 
avery few minutes. 

Do you favor the liberalization of FHA downpayments along the 
lines you have heard discussed that this committee is studying ? 

Mr. Heers. I go further than what they have suggested here, as I 
know of them. I favor that they go clear to nothing on both FHA and 
VA or, if you merge VA and FHA, then lower it as low as nothing 
down. But you could have some method of control to encourage 
equities which is what I think our administration would like to do, and 
perhaps Congress would like to do, through a different method than 
that by having Fannie May pay—for instance, on an FHA mortgage, 
you could have them, on a 20-percent downpayment, pay par for it, 
support of the secondary market. 

For 10 percent down you could pay 99, and for 5 percent down pay 
98, or for nothing down, pay 96 or 97, or something like that. In 
other words, support it through a price fluctuation, whether it is a 
good equity loan or whether it is not a good equity loan. 

Mr. Rarns. Dr. Talle. 

Mr. Tate. Mr. Chairman. 

Is Fannie May used extensively in California ? 

Mr. Heers. Quite. 

Mr. Tauir. According to my information, it is at the top of the 
list. 

Mr. Heers. I don’t know the statistics, sir, but I would say at the 
present time it is extensively used, and probably one of the main 
sources of takeout money, or so to speak takeout money 

Mr. Tarte. If I am correctly informed, to the extent of something 
over $161 million. 

Mr. Heers. As I say, ged is an eastern lender, in trving to buy a 
414 percent mortgage, as I say, when he takes his money, and this is 
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the primary source of private funds to our western part of the United 
States, when he tries to take his money over to the west coast he has 
to pay somebody to service it. He can’t very well service it the distance 
that it is away from his institution, so he pays an institution out 
there a servicing fee of, I think it is, a standard fee of approximately 
a half percent. Therefore, his own earnings, then, on that mortgage 
are reduced to 4 percent. Then he has his own overhead off that which 
reduces his earning power to a lesser amount than even 4 percent. 

That, I think, is one of the big things that perhaps is a great point, 
as far as building in the western part of the United States is con- 
cerned, that because we get our money from the East, even though you 
have it set at 414, when the bulk of the money comes from the East 
he doesn’t get 414 for it, he gets 4 percent. If it is a 5 percent mortgage 
he gets 414 percent. 

You can see what that brings his earning power on that mortgage 
down to. You can almost get Government bonds or munic ipals at 
least, and utilities are much ‘higher. So it just isn’t right for him to 
do too much of this sending it over there. 

Mr. Tatie. What is the prevailing discount in the case of Fannie 
May in California ? 

Mr. Heers. It varies in areas, sir. 

Mr. Tarte. Approximately. 

Mr. Heers. For which type of loan, a regular GI mortgage, do you 
mean ¢ 

Mr. Tate. Yes. 

Mr. Herrs. I think this is probably about, and this is only a guess 
because I don’t know the exact amount of that discount, at the present 
time, but I would say it is about—from the time we have to get through 
buying the stock, and then we sell the stock for a discount, up as high 
as 50 percent, and then we—but our net is maybe 9314, or something 
of that nature, 94, somewhere around there. 

Mr. McDonoueu. From 6 to 7 points. 

Mr. Rarns. Gentlemen, we can proceed a few minutes, but they 
have just called me, and this is the farm bill over here, and Mr. Rains 
coming from a farm district has to go over and vote on the amendment. 

Mr. Addonizio will take over. 

I am sorry I have to go. 

Mr. Tate. I must go, too, Mr. Heers. I can understand the prob- 
lem in California, because of the growth in population, 

Mr. Heers. Yes. 

Mr. Tatie. Next in line is the State of Michigan, and the next in 
order is Texas. 

Now, there is a tremendous drop from those 3 States to the next 
one in order, a drop of very close to $100 million, and the reason for 
that is information I should like to have. I am sure there are good 
reasons for it. 

Mr. Heers. I think that is probably true, and it stems from the same 
point. Those areas derive their funds for takeout mortgages from 
the same sources on the east coast that we get ours. 

So when the field dries up on the east coast it dries up there auto- 
matically. 

Now, as I say, it might not dry up on the east coast for the mortgage 
field as much as it will dry up out there, or as quickly. In the first 
place, here is a bank, or an institution. If they can loan their funds 
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close to home, understand, now if 50 miles or a hundred miles away 
they can loan their funds they can serve them themselves, or they 
have a branch of theirs in a certain area, and they can loan their 
funds through their branch, so they can service them, and then they 
derive the full benefit of the interest rate. Therefore, their own earn- 
ing power is higher than if they have to go through another institution, 
a mortgage company, or a bank, or a building and loan, or what have 
you, that they go through to pay them a half percent "for collecting 
the monthly payments, and then sending them their check at the end 
of the month for, in other words, what we call servicing them. 

In other words, that half percent difference makes a big difference 
in where that money flows, you see. 

Now, I think there was an NSLI reserve suggestion here that has 
been put forth, and that certainly would help. The only thing I 
have to say on that is perhaps it could be done in a little different 
manner than has been proposed. If we took those NSLI reserves, 
or these funds, and give them to Fannie May, and we had Fannie 
May buy some of these old 4-percent mortages instead of directly 
going out and making commitments to me, as a builder, which puts 
them in the primary field, instead of that perhaps if they went out and 
bought some of the old 4-percent mortgages that perhaps a great many 
lenders are, let us say, stuck with and can’t dispose of for a great many 
reasons. 

Now, western sources of money I know have great amounts of those 
4-percent mortages, and recently 4%4s. Now, an institution, as I un- 
derstand their operati remember, I am a builder, not a finan- 
cier—but, as I understand it, they have an average, they look to an 
average earning power of all of their investments. Now, if they have 
a group of 4- -percent loans, GI old 4-percent loans, or 414s, something 
like that, that is down on the bottom of their barrel—— 

Mr. McDonoveu. Older than 4 months? 

Mr. Heers. Well, let us say they have some of these old 4-percent 
loans; if they have them, what can they do today? Can they go out 
and then loan to bring their earning power up—for instance, I know a 
little building and loan in one of our areas out west that has—it is about 
a $14 million company—and it has $2 million worth, or a million and 
a half, somewhere in that vicinity, of 4-percent GI loans. Sometime 
in the past they evidently had a patriotic urge, and they went into 
some of these 4-percent loans. So now they are paying 4 percent for 
their money. 

Now, this little building and loan is no different from the others. 
If he is going to keep his investments he has to pay the same as the 
rest of his people, the rest of the institutions. So he is paying 4 per- 
cent, and he has 4-percent mortgages on his books, What does that 
do for him, then, to got out and loan me some money as a builder or 
potential builder of a home, a single home, of a hundred homes? He 
has to try to get 6 percent or 614 percent, or better, to bring up that 
average down ‘below, see. To bri ing the average up to five or a margin 
where he can show a profit, he has to get real high deals now to off- 
set that real low deal. 

Now, if we used these funds, and we went out and bought those 
4-percent mortgages, it would perhaps encourage more investment 
of his own money into FHA loans at 5 percent, or if you make it fairly 
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realistic interest rates, because his earning power would be u 
would come and buy some more of those other than the group of de 
he would be reinvesting, because you just bought from him. 

Now, Fannie May would say, we will only buy your 4-percent loans 
pr ovided you show me a prior takeout that you have entered into with 
a developer, or a series of loans that he is going to take on of new 
homes that he is going to build, if you provide me with information 
that you have already entered into deals to reinvest this money into 
new GI loans, or new FHA loans, we ‘will then go ahead and this will 
make you eligible for us to buy your old 4 percents. 

In other words, that would tend to put your billion dollars or 
$1,200,000, directly out into new construction. 

Mr. McDonovueu. Let us analyze that for a minute. Suppose I am 
an investment house, and I have a hundred thousand in 4-percent loans, 
and this is now the law, that Fannie May will buy the old 4 per cents, 
with the understanding that if I sell the 4 percents I will guarantee 
Fannie May that I will use the money that I get from the “4. -percent 
loans to loan to a builder to build new homes. 

Mr. Heers. That is correct. 

Mr. McDonoveu. Now, do you want Fannie May to pay par on 
that 4 percent ? 

Mr. Heers. Well, that is a problem. It may be, Mr. McDonough, 
that this lender or this institution that you are talking about, may have 
paid par for those loans, or made those loans at par. Now, it would 
be unfair to not pay him par for them if he bought them for par. Now, 
if he bought them for 85 or 90, or some such figure, then as I say——— 

Mr. McDonovuen. Another clause would have to be inserted in 
there to provide geographic purchase. If you opened the market 
to NSLI funds on old 4-percent funds, with the understanding the 
money would go into new construction, you would probably have 1 or 
2 large institutions in there, and sell the whole thing to them. 

Mr. Hurrs. That is possible, and you would have to design a deal 
where you would take a percentage of a portfolio. 

Mr. McDonoveu. This idea you have expressed would be a desira- 
ble thing, in my opinion, to apply to distressed areas. Because if you 
applied it generally across the country you would have certain in- 
vestment houses that have 4-percent loans, and you would have build- 
ers that wanted to build new houses, but you might be building homes 
in areas that don’t need them as much as other areas because they 
don’t have the financing. 

Mr. Asutry. Would the gentleman yield at that point? 

Mr. McDonoven. Yes. 

Mr. Asuiey. There would be other areas distressed in addition to 
the one you represent ? 

Mr, McDonoven. There is no distress in my immediate area at all. 
There is distress in California, but not in my immediate area. 

Mr. Asutey. Would you yield for a moment further? 

Do you do any building in Nevada? 

Mr. Herrs. Yes. 

Mr. Asuiry. Are you familiar with the First Western Savings & 
Loan Association, of Las Vegas, Nev.? 

Mr. Herrs. I have heard of them. 

Mr. Asuiry. They are paying 514 percent. 
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Mr. Herrs. Yes. That is how much they are paying their investors, 
you say? 

Mr. Asuiry. Yes. 

Mr. Heers. I think that is correct. 

Mr. Asuriey. What would you say they would have to charge in the 
way of interest rates in order to pay this 514 percent and keep their 
electric lights burning? 

Mr. Hee ERs. Could I answer that this w ay : They probably are charg- 
ing enough to where I couldn’t borrow any money from them, 

Mr. Asniry. Who is borrowing the money ? 

Mr. Heerrs. I don’t know. I haven’t been exposed to their mort- 
gages, and know where their portfolio lies, but [ would assume that 
they are lending the funds under their charter allowables; in other 
words, the way their charter with the State allows them to Joan 
money. Perhaps that allows them to lend money for motels or hotels. 

Now, if.that were the case, and I say if that were the case, perhaps 
they could get fairly large interest rates and discounts. I think that 
is pretty well the case. 

Mr. McDonoveu. When you say large interest rate 
mean-—7 percent, 8 percent; what 4 

Mr. Heers. Well, let us keep going a while. These boys are no 
newcomers to the business. I think they are trying to make a profit; 
let, us put.it that way. 

Mr. Asuxey. A lot of second mortgage operations, maybe ? 

Mr. Heers. I wouldn’t say that they had a great deal of that, as I 
say, and this is only an opinion, but I would say that they probably 
have gone into types of loans that other funds aren’t available for in 
the area. Now, they don’t have a ready supply of funds to Nevada as 
they do to other States. Nevada is a gambling 

Mr. Asner. A speculative type of thing. 

Mr. Heers. The builder takes a gamble when he goes there, and 
everybody takes a gamble, but with that situation, and as a fairly 
limited number of population, and so on, there isn’t much flow of 
money into the State, as far as loans as we know them, on regular 
interest rates. 

Now, for that reason perhaps a man that wants to build a motel 
might not be able to find funds to build a motel with the exception of 
going to an outfit and paying a premium. 

Mr. Asnuey. Thank you. 

Mr. Apponizio (presiding). Any further questions? 

Mr. McDonoven. Well, I think you might inform the committee 
of something. You have had a little experience buying land in Cali- 
fornia to build houses on, how fast land values have changed in Cali- 
fornia in the last 5 or 6 years ? 

Mr. Heers. There is no doubt they have changed. In the last 5 
years they have changed substantially. It is naturally so, and it is 
so I am sure in any other community that grows with the speed that 
the communities in California have grown. Whenever you have houses 
built you have people living in them; therefore, there are areas, new 
areas, to be established for commercial ground. There is a demand 
for ground for purposes to satisfy community needs, and if it has 
enough population around it, it has new areas with population that 


doesn’t have commercial areas around them, and the ground becomes 
less in that area, the more valuable it becomes. 


s, what do you 
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So.I don’t think it has risen unnaturally, no more so than it has in 
any other community with the same type of growth. I bought land as 
close as $2,000 an acre last year, a year ago. I am not buying land 
right now. I am not in the market to buy land right now because of 
the mortgage market. 

Mr. McDonovueu. Well, in financing the purchase of a tract of land, 
if you haven’t got the money yourself what rate of interest do you 
have to pay on that, and who do you go to for the money ? 

Mr. Henrs. Well, you have only two alternatives, as far as purchas- 
ing land is concerned, you have your own pocketbook, your own corpo- 
rate pocketbooks, and so on, to invest with their own cash available, 
or you can perhaps get the landholder to hold still under subordina- 
tion; in other words, take back a trust deed and subordinate his lien 
to other hens, and some such thing as that, or perhaps you can go out 
and find another investor that will loan you the funds necessary to 
operate or purchase the land you want to purchase. 

Mr. McDonoven. What do you estimate the value of acreage in 
any adjacent area to a populated area in California is! How much an 
acre can you buy land for today ? 

Mr. Hurrs. It all depends on the piece, Mr. McDonough. You can 
just make a flat rule. Everybody has a different deal. It is pretty 
hard to find good subdividable land in the bay region for less than 
$5,000 an acre. 

Mr. McDonoven. In the bay area ? 

Mr. Heers. Yes, in good subdividable land, and that means that it 
has utilities available to it, and so on, that you could eventually sub- 
divide and build houses on it. 

Mr. McDonovueu. How about the same kind of land in the Riverside 
area ¢ 

Mr. Heers. You can find land there for quite a varying amount of 
prices, very little below $3,000 an acre, that is good subdividable land. 
It is mostly in excess of $3,000 an acre, and ranges from $4,000 to 
$5,000 an acre, according to the particular location. 

Mr. McDonoven. So we start with $3,000 an acre and build a GI 
home that costs $12,000 and you get a $15,000 investment there. 

Mr. Herrs. No, the home doesn’t go on a whole acre, Mr. McDon- 
ough. It goes on maybe a quarter of an acre, or it goes 

Mr. McDonoveu. After the utilities are applied would the home 
lot be worth $3,000. 

Mr. Heers. I beg your pardon. That is pretty close to true. I 
think our lots cost us last year approximately $2,000 apiece in River- 
side, and that was with land that we didn’t pay too terrible much 
money for. 

Mr. McDonoveu. Can you put a pretty good house on that lot 
for $12,000? 

Mr. Heers. You can put a house on it. I wouldn’t say it was a 
real good house, according to the standards you are used to, naturally, 
when you discuss that, but I would say under the present conditions, 
and discounts, and so on, which we all have to live with, you have 
to take everything into consideration when we charge our costs up or 
add them up, I would say, to get a real decent home you will have to 
go up to about, including that lot, approximately $14,000 or $15,000, 
or somewhere in that vicinity. 
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Now, some time in the past $12,000 would have given you a pretty 
good home. But perhaps $1,200 of that is discount. 

Mr. McDonovexr. How many square feet of living space would you 
get for $14,000, including the lot ? 

Mr. Heers. About 1, 100 square feet, and then you may get some 
additional advantages to that home that are coming with it to make it 
an attractive home. We make it a habit of trying to make the home 
as complete as possible so the buyer doesn’t have to go out and spend 
a considerable amount of additional funds to finalize the home, such 
as backyard fencing. We include that with our home, and we include 
garbage disposals, because we think it is a good sanitary thing, for the 
cost we think it is a good investment, and we include cleaning the 
windows, and putting in the lawns, and things, so that he doesn’t have 
to go out and spend a lot of money to buy additional things to make 
the home livable. 

Mr. McDonoveu. That is all, Mr. Chairman. 

Mr. Apponiz1io. Thank you, Mr. Heers, for appearing before the 
committee. I am sure the committee will take heed of your informa- 
tion, in spite of the fact that some of them had to leave. 

(The complete statement submitted by Mr. Heers follows:) 


INLAND EMPIRE BUILDERS, INC., 
Riverside, Calif., March 1, 1957. 
Hon. ALBERT RAINS, 
Chairman, Subcommittee on Housing of the Committee on Banking and 
Currency, Old House Office Building, Washington, D.C. 

DEAR Mr. CHAIRMAN: On behalf of my associates and myself I wish to express 
our appreciation for your invitation to appear before the Subcommittee on Hous- 
ing of the Committee on Banking and Currency to express our views on the vital 
issues now being considered by your committee regarding the housing industry. 

Inland Empire Builders, Inc., Riverside, Calif., is owned and operated by my- 
self, my two brothers and Mr. Walter S. Roeder. I have been delegated the re- 
sponsible task of appearing before your committee to present our views on some of 
the problems affecting the housing industry. We have made a sincere effort to 
be practical, realistic, and sound in our approach and trust that the program 
which is outlined in this letter will be of assistance to your committee in draft- 
ing housing legislation at this session of Congress. 

However, before discussing our views on this subject, I should like to briefiy 
outline the history and background of our organization which we believe qualifies 
us to comment on the subject housing legislation before your committee. Our 
business originally started in Riverside, Calif., and our principal place of busi- 
ness is still'in that city. The Riverside, San Bernardino metropolitan area, 
as defined by the United States Department of Commerce, as you undoubtedly 
know, is the 35th largest concentration of people in the United States and the 
4th largest concentration of people in the State of California, being next to 
the Los Angeles, San Francisco Bay, and San Diego areas. 

However, the scope of our operations has increased substantially in recent 
years in such areas as Las Vegas, Nev., San Jose, Long Beach, and Riverside, 
Calif., and St. Paul, Minn. In addition, we are currently constructing a regional 
shopping center in Riverside, Calif., at a cost of $6 million. We were also re- 
cently awarded the first Capehart military housing project in our State at Fort 
Ord, Monterey, Calif. Thus we believe our wide experience qualifies us, to 
some extent at least, to appear before your committee and present some of our 
views on the kind of housing legislation needed to help meet the housing needs of 
the American people and to keep the housing industry in a healthy condition. 

Of course it would be impossible for us in the time allotted, to discuss all 
phases of this problem, consequently we will confine our comments to the fol- 
lowing four major points: 

1. The problem of interest and discount rates for Government-insured and 
and guaranteed mortgages and the matter of downpayments. 
2. Long-range program pertaining to the future of FHA and VA. 
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3. FNMA as a secondary mortgage market for the financing of tract 
housing. 
4. FNMA support of title VIII Capehart housing. 

Each of these subjects will be discussed in detail under its appropriate heading. 
The problem of interest and discount rates for Government-insured and guaran- 
teed mortgages and the matter of downpayments. We believe that this problem 
can be divided into two main points: 

1. The lack of mortgage funds available. 
2. The buyer’s inability to qualify under present regulation. 

It is apparent that the housing industry is not able to provide housing to all 
those veterans and conventional buyers who need and want them without 
the Federal Government doing something to create a better flow of mortgage 
money. It is naive to assume that institutions will invest in mortgages when 
the return on them is unattractive as compared to other forms of investment. 
Since the interest on FHA and VA mortgages is unattractive to investors in 
the current market, the inevitable result is the evil of discounts. The fallacy 
of discounts is of course that this cost is passed on to the home buyer and 
it is he who is hurt and not the investor, builder or the Government. For ex- 
ample, on a $15,000 house, the discount at the present time adds about $1,200 
to the real construction cost of the house. There is no escaping the fact that 
this additional cost to the home buyer is for the pure and simple purpose of 
absorbing the discount so as to make the mortgage attractive to the investor. 
In money markets such as we have today, this forces the selling price of 
the house up to the point where these discount costs can be absorbed. In effect 
the home buyer is actually forced to pay from $1,000 to $1,500 more than 
the house is really worth. This not only has the effect of watering the worth 
of the home to the buyer but through a series of price increases, has the effect 
of pricing the builder out of business. This condition alone will result in our 
building only about 500 homes this year whereas in the past we have averaged 
about 1,500 new homes a year. 

We believe first of all that laws and regulations governing FHA and VA 
mortgages should provide more flexibility in order to meet economic changes 
as they take place, and as they affect interest rates and consequently discount 
rates. We believe that Congress should broaden the powers delegated to the 
FHA and VA to permit these agencies at their discretion to adjust interest rates 
to current money market conditions. We support the idea of Congress putting 
into effect a broader program whereby “maximums and minimums” would be 
established on interest rates and discount payments. As a further suggestion as 
to interest rates, we propose that they should be tied to the Federal Reserve re- 
discount rate by establishing a fixed differential of say, 2 percent. In other 
words, under present conditions with the rediscount rate at three percent, the 
VA rate then would automatically be adjusted to 5 percent. If this were done, 
it would tend to eliminate discount rates on mortgages. As to downpayments, 
we feel that Congress should provide legislation to reduce the minimum required 
downpayment to as low as “nothing down” for FHA. 

Long range program pertaining to the future of FHA and VA.—Before discuss- 
ing our views on this point, we would like to express our appreciation for the 
excellent cooperation we have received from the various FHA and VA offices that 
it has been our pleasure to deal with on our many projects. Notwithstanding this, 
it is suggested that this committee review the procedural methods of these 
agencies as a means toward creating (where possible) a standardization of 
their practices and requirements in the field of mortgage insurance. 

FNMA as a secondary mortgage market for the financing of tract housing.—In 
reference to the part played by FNMA as a secondary lender in the field of tract 
housing, we are of the opinion that three essential matters should be seriously 
considered by this committee : 

1. Increased appropriations to FNMA to create better flow of mortgage 
funds. 

2. Standardize FNMA credit requirements when purchasing either FHA 
or VA loans with those agencies’ requirements. 

8. Raise FNMA limit to purchase mortgages from $15,000 to $20,000. 

FNMA support of title VITI Capehart housing.—With respect to this last major 
point of our program, we find that this committee could render great assistance 
to the Capehart program by establishing the necessary legislation to alow FNMA 
to provide the required interim financing through correspondents, provided the 
eligible bidder obtains the originating lender through which FNMA would operate 
to complete any given project. 
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SUMMARY REMARKS 


It will indeed be a privilege to appear before your committee, and my as- 
sociates and I are hopeful that it will seriously consider the practical and sound 
program which we have attempted to present to you in an effort to obtain more 
comprehensive housing legislation at this session of Congress. 

Although the views expressed above are somewhat general and brief, I would 
be most happy to elaborate further on any phase of our program if the members 
of the committee so desire. 

Very truly yours, 
INLAND EMPIRE BUILDERS, INC., 
Carnot D. HEERA. 


Mr. Apponizio. The committee will stand adjourned until 9:30 to- 


morrow morning. 
(Whereupon, at 3:55 p. m., the committee adjourned.) 
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FRIDAY, MARCH 8, 1957 


Houses or REPRESENTATIVES, 
SUBCOMMITTEE ON HOUSING OF THE 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 

The subcommittee met at 9:30 a. m., the Honorable Albert Rains 
(chairman of the subcommittee) presiding. 

Present: Mr. Rains, Mrs. Sullivan, Messrs. Ashley, Talle, McDon- 
ough, Widnall, and Betts. 

Mr. Rarns. The committee will be in order. 

The first witness this morning is from the National Savings & 
Loan League, Mr. W. Franklin Morrison. 

Come around, Mr. Morrison. 

With him we have our old friend Harold Braman. 

I understand your statement is not long so we are going to let you 
read your statement. 

Mr. Morrison. Thank you. 


STATEMENTS OF W. FRANKLIN MORRISON, CHAIRMAN, LEGISLA- 
TIVE COMMITTEE; AND HAROLD P. BRAMAN, EXECUTIVE MAN- 
AGER, NATIONAL SAVINGS AND LOAN LEAGUE 


Mr. Morrison. Mr. Rains, would you like the short statement or 
the full statement ? 

Mr. Ratns. How long is the full statement ? 

Go ahead with the full statement. 

Mr. Morrison. Thank you. 

i am executive vice president and manager of the First Federal 
Savings & Loan Association here in Washington. I am also chair- 
man of the legislation committee of the National Savings & Loan 
League. It is on behalf of this organization that I appear here today. 

We are glad to have this opportunity to discuss with the Housing 
Subcommittee the basic problem of finding ways and means to assure 
an adequate supply of mortgage credit and matters incident thereto. 
Before commenting upon some of the specific issues before this com- 
mittee, however, we want to take just a moment to place in proper 
perspective our industry’s role in providing funds to finance the 
American home. Such data will be pertinent to our later comments. 

The mortgage portfolio of the savings and loan business totaled 
$35,870 million at the end of last year. That figure is over one-third 
of the outstanding nonfarm home mortgage debt. Currently, we are 
providing about 36 percent of the funds used to finance homes. 
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Our portfolio is composed largely of conventional loans; that is, 
loans carried at our own risk without any Federal guaranty or in- 
surance. The breakdown, as of December 31, 1956, is as follows: 
(1) Conventional loans, $27,714 million; (2) VA loans, $6,664 million ; 
(3) FHA loans, $1,492 million. 

Our lending, contrary to what many may believe, is not confined to 
the higher-price home. A few figures will illustrate the point. Last 
year the average of mortgages recorded by princ ‘ips al mortgage lenders 
is as follows: ‘Savings and. loan. associations, $7:900: insurance com- 
es $10,600; banks, $7,500; mutual savings banks, $9,300; individ- 
uals, $4,800; miscellaneous mortgagees, $8,500. Our average home- 
purchase loan last year was approxim: rtely $9,000. Our average con 
struction loan per home was about $10,500. 

This committee has before it several measures, including the admin 
istration’s housing bill, to liberalize the FHA program of mortgage 
insurance. We have no particular suggestions as to these proposals. 
We would point out, however, that easing of downpayments or in- 
creasing maximum mortgage amounts at a time when the Federal 
Reserve is practicing active credit restraint does not encourage home- 
ownership. It does, of course, broaden the demand, but adjustments 
in FHA terms do not satisfy that demand. 

The practical solution from an economic standpoint is to give some 
rate flexibility to Government-insured and guaranteed mortgages so 
as to make the yield on mortgages competitive with yields on other 
investments. Current FHA rates are competitive in some areas but 
not in others. The VA rate has ceased to be competitive in most all 
areas of the country. We believe the only way a mortgage system 
will function properly is to provide it with a market rate of interest. 
We recognize that with a Government-guaranteed or insured loan 
there will be some rate control. We are only saying this control] 
should be more realistic with market price. 

Obviously « mortgage insured or guaranteed by the Federal Gov- 
ernment will or should be a more attractive investment than in cases 
where the lender assumes all the risk. We would prefer to have the 
yield placed in close relationship with the yield on long-term Gov- 
ernment bonds. We recognize that this view has been advanced he- 
fore this committee many times in the past and rejected just as fre- 
quently. Yet we have no other satisfactory solution to advance. 

In our business we thihnk of mortgages as being 100 cents on the 
doliar. Frankly, therefore, we do not like a discount system in mort- 
gage financing. But when you have a situation like we have today it 
is not surprising to find a compensatory device such as the discount 
plan come into common use. While we are opposed in principle 
to a discount system, necessity sometimes forces us to recognize that 
in some areas a discount practice may be the only way of obtaining 
adequate funds for FHA and VA mortgages. 

Savings and loan associations act merely as financial intermedi- 
aries between savers, on the one hand, and borrowers, on the other. 
We pay one price for money and lend it at a higher rate. There must 
be a spread sufficient to take care of reserves, operating expenses, 
Federal Savings & Loan Insurance Corporation insurance premiums, 
etc. In most cases mutual institutions are involved, with a member 
saver on one side and a member borrower on the other. Over the past 
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several years the average dividend rates—the price we pay for money— 
has moved upward, and this upward movement accelerated over 
the last 12 to 18 months. Essentially we have been faced with pay- 
ing a higher return to the saver which obviously must be borne by the 
home purchaser or maintaining a fixed noncompetitive rate which 
would result in a serious curtailment of our mortgage lending. 

As a practical matter, we have little control over mortgage interest 
rates. These rates are determined very largely by the Federal Gov- 
ernment, particularly the monetary and credit policies of the Treasury 
and Federal Reserve. If you could discount the factor of inflation 
many of our people would not be particularly concerned about mort- 
gage yields, per se, but only the ratio between the cost of money and 
yield. 

Suggestions have been made that Congress reject any further rate 
changes; control discounts, and solve the problem by direct Govern- 
ment ‘lending, expansion of Fannie May’s special assistance program, 
or use of national service life insurance funds, all of which are, in 
effect, direct lending. Our members are very much opposed to these 
methods of handling the problem. 

The voluntary home mortgage credit program has done an excellent 
job in placing housing loans in areas of capital shortage. We heartily 
commend this program and urge its extension. 

We understand this committee has under consideration various 
suggestions relative to the merger of the VA and FHA programs. 
Our position with respect to this problem is to continue the VA pro- 
gram as now administered with a gradual expiration rather than the 
abrupt termination under existing law. We do not believe the FHA 
has the facilities and administrative setup for suddenly assuming the 
VA workload. This is particularly true if a distinction is to be made 
between the veterans and nonveterans. We would prefer a formula 
for gradual termination, with the veteran whose eligibility has expired 
being treated the same as any other potential home buyer. 

As stated previously, the problem facing home financing is a short- 
age of money and credit and not a need at this juncture for easier 
terms. We do not particularly object to the imposition by the Fed- 
eral Reserve Board of overall indirect credit controls, but we do believe 
that the home-financing business is being unduly obstructed by what 
appears to be Federal Government policy. The Federal Home Loan 
Bank Board has imposed a direct control on the advance of funds 
by Federal home-loan banks to member institutions. Although the 
amount that may now be advanced has been increased, the control 
still remains and the threat of a tighter future control, we believe. 
operates as a psychological restraint on the use of credit. We mention 
this because it is a factor in the availability of home mortgage credit. 

Over the past several years it has been the practice for the general 
housing bills to carry such amendments as this committee and the 
Congress deem necessary to basic statutes relating to the savings and 
loan business. Inasmuch as the savings and loan business is the 
Nation’s chief source of mortgage funds, this procedure is entirely 
appropriate. We have three amendments to submit for your 
consideration. 

The National Savings and Loan League has devoted considerable 
time and study to ways in which to facilitate the flow of funds from 
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areas of capital surplus to areas of capital deficit. A second major 
concern of our organization has been methods by which a greater 
portion of savings might be channeled into the housing market. I 
might say that the Federal Home Loan Bank Board has also given a 
great deal of thought and study to these problems. Much of our 
program to accomplish these two major objectives can and is being han- 
dled administratively. However, we do need some minor clarifica- 
tions in existing law. 

At the end of last year the amount of money accumulated in pen- 
sion funds totaled over $27 billion. The self-administered or private 
trustee plans are estimated at $16 million. 

At the end of 1954 the Securities and Exchange Commission reported 
that self-administered funds on an average invested 54 percent of their 
assets In corporate bonds, 18 percent in Government bonds, and 18 
percent in common stocks. Of the rest about 4 percent was preferred 
stock, 2: percent in cash, and the remaining 4 percent in other assets 
including mortgages. If pension trust or other fiduciary funds are to 
become available as a source of long-term savings for home mortgage 
financing, savings and loan associations should be able to participate in 
such activity along with other lenders in the home-financing field. 
Many efforts have ‘been made to attract pension funds into the home- 
financing field and organizations have been created for this purpose. 
Savings ‘and loans should be able to participate in such efforts, either 
through a Government-sponsored program or through a privately 
sponsored program. Authority for savings and loan associations to 
buy stock in a nonprofit organization formed for this and similar 
purposes, we believe, would go far toward opening up a new vista 
of savings for economical home financing. We are submitting an 
amendment to authorize such investments. 

A second method to facilitate the flow of funds into the home- 
financing field would be to make consolidated obligations of the Fed- 

eral Home Loan Bank System eligible for 15-day advances by Federal 
Dente ve banks to their member institutions. Under present law, 
obligations of Federal intermediate credit banks and other obligations 
are eligible as collateral oe the 15-day advances referred to. Funds 
for advances by Federal home-loan banks to their members are ob- 
tained to a large extent through the sale of Federal home-loan bank 
obligations, a large percentage of which are from time to time pur- 
chased and held by commercial banks which are members of the Fed- 
a Reserve System. If these obligations were made eligible for the 

15-day advances by the F ederal Reserve banks, they would be more 
attractive to such commercial banks. That would have the effect of 
creating a greater market for these obligations, keeping a market at 
all times, and strengthening the system provided by Congress for 
obtaining funds for advances to institutions which are members of 
the Federal home-loan banks. We are submitting an amendment 
on this point. 

We are aware of the need and demand for lower priced housing at 
a time when higher interest rates, higher costs, and limited funds 
are causing a trend toward higher ‘pr iced homes. 

Savings and loan associations have no desire to invade fields other 
than thrift and home financing but we do believe that they should have 
broad enough powers to enable them to do an effective home-financing 
job. One of the problems in adequate financing has been the develop- 
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ment of land sites for home building. This is necessarily a part of 
home building and home financing and savings and loan associations 
should be able to furnish the funds for this important part of home 
construction. 

In addition, it would enable the small builder to participate in this 
activity where limited capital would preclude him from so doing at 
this time. It would also assist materially in the ability of savings ‘and 
loan associations to participate in slum clearance and urban re +habili- 
tation programs. Weare suggesting legislation, therefore, on a limited 
and experimental scale to determine if this authority would substan- 
tially aid home financing in areas of housing not now adequately 
covered. 

Section 5 (c) of the Home Owners’ Loan Act limits generally mort- 
gage lending to an area within a 50-mile radius of the association’s 
home office with a proviso that not more than 20 percent of the assets 
of the association may be loaned outside this limited area. Under 
regulations promulgated by the Board several years ago, however, the 
conventional lending authority of all insured associations is confined to 
within a 50-mile radius, thus restricting the free flow of credit from an 
area with abundant funds to an area with a scarcity of funds and large 
discounts. Again, a policy of fixing standards for Federal savings 
and loan associations operating in 52 separate jurisdictions tend to 
reduce these institutions in standard of services and financing to the 
least common denominator. In other words, to protect the associations 
least willing to extend their services, all associations must conform. 
This is primarily an administrative problem for the Federal Home 
Loan Bank Board to work out within the framework of existing legis- 
lation. We only mention these problems because we believe they have 
a direct bearing on the availability of home mortgage funds. 

At this time, Mr. Rains, I would like to hand in some language 
amplifying the suggestions that we are making. 

Mr. Ratns. We would be glad to have it. 

(The material referred to is as follows:) 

Section 27 of the Federal Home Loan Bank Act is amended to read as follows: 


* 


“Seo. 27. Any institution, except a national bank, trust company, or other 
banking organization organized under any law of the United States, including the 
laws relating to the District of Columbia, shall be authorized to subscribe for 
stock of a Federal Home Loan Bank if otherwise eligible to make such subscrip- 
tion under the terms of this Act, or to the extent authorized by regulations of 
the Federal Home Loan Bank Board stock in a nonprofit organization the 
primary purpose of which is to further thrift and home financing, any provision 
in any such law to the contrary notwithstanding.” 

Section 13 of the Federal Reserve Act, as amended, is hereby amended by 
deleting the words “bonds issued under the provisions of subsection (c) of section 
4 of the Home Owners’ Loan Act of 1933, as amended ;” and inserting in lieu there- 
of the words “obligations of the Federal home loan bank issued under the pro- 
visions of the Federal Home Loan Bank Act, as amended ;”’. 

Section 5 (¢c) of the Home Owners’ Loan Act of 1933, as amended, is hereby 
amended by adding at the end thereof the following paragraph: 

“Such associations are authorized to purchase and to invest in land acquired 
for the purpose of providing low cost economical home financing or assisting home 
financing in slum clearance or urban rehabilitation programs under rules and 
regulations to be prescribed by the Federal Home Loan Bank Board. No such 
investments shall be made when it would cause the total of such investments then 

outstanding to exceed 2 percent of the assets of such association.” 


Mr. Ratns. Have you completed your statement ? 
Mr. Morrtson. Yes. 
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Mr. Rarns. I also understand you want to put in the record a state- 
ment, I believe, Mr. Braman. 

Mr. Braman. I have a new summary of the current situation with 
regard to lending and a projection as to the groups in our population, 
that is the most numerous groups seeking housing in the next 5 to 10 
years. 

I thought it might give some help to the committee. This has been 
prepared by our consulting economist. 

Mr. Rarns. We are glad to have it. It will be placed in the record. 

(The material referred to is as follows :) 


BUSINESS REPORT AND OUTLOOK 
FIRST QUARTERLY REPORT, MARCH 5, 1957 
A Service of the National Savings and Loan League, Washington, D. C. 


TRENDS IN HOME MORTGAGE LENDING 


DreAR MEMBER: Savings and loan associations grew originally because they 
were filling a need in which other institutions were not interested. They grew 
later, particularly after World War II, because of the tremendous demand. 
But other institutions expanded then to. Savings and loan associations did a 
smaller proportion of the business in 1956 than in 1955, for instance. 

The conditions which earlier caused savings and loan associations to grow 
are now such as to cause other institutions to grow faster than savings and loan 
associations. 

Families turned to savings and loan associations to meet a financing need. 
But families now want more installment credit than they want mortgage credit. 
About $27 billion home mortgage credit was extended in 1956. Over $39.6 
billion installment credit was extended last year—a ratio of nearly 1.5 to 1. 
In 1948 the ratio was 1.3 to 1. As family income rises, the proportion that can 
be spent for other durables rises. The proportion spent on the house need not 
rise. 

Savings and loan associations are still accepting savings primarily to loan on 
what people wanted in 1900—houses. They are not accepting savings to loan 
to any appreciable extent on the things people come to want as they find they 
can afford them. Banks directly and insurance companies indirectly are financ- 
ing these new consumer wants. Banks and insurance companies learned from 
savings and loan associations that credit extended to families for capital pur- 
chases was good. If savings and loan associations do not relearn this from 
banks and insurance companies, they may find themselves losing out in the race. 


TRENDS IN THE FLOW OF INDIVIDUAL LIQUID SAVINGS 


Savings and loan associations are running into severe competition in tapping 
individual savings. In 1920 they received about 5 percent of the flow of such 
savings to major institutions. By 1925 they got over 10 percent. By 1930, 
over 13 percent. During the 30’s the proportion of liquid savings going to savings 
and loan associations dropped. It rose again after the war, and by 1947, savings 
and loan associations were getting nearly 9 percent and by 1948, 12 percent of 
this savings flow. 

Savings and loan associations were ready to tap the great increase in such 
savings following World War II. They were local institutions the people knew, 
or could easily discover. They were lending to local people. They seemed a 
natural repository for savings. By 1954 over 20 percent of the liquid savings re- 
ceived by major institutions went to savings and loan associations. 

But now developments were on the way between 1947 and 1954, and these 
changes are being felt now and will be felt more in the future. Purchases of 
corporate securities were only 70 percent as great as investment in savings 
and loan associations in 1947, and purchases of State and local government se- 
curities were less than 75 percent as great. Mutual investment funds were not 
as well known as they now are. 
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In 1951 purchases of coporate securities, including purchases made by pension 
funds, but excluding those made by insurance companies, exceeded personal 
savings made through savings and loan associations. Savings made through 
pension funds alone without reference to other purchases of corporate securities, 
exceeded the flow of personal funds to savings and loan associations. 

The growth of investment in corporate and governmental securities, and in all 
pension and insurance funds, has of course varied. But the total of institutional 
investments made in 1955 came to over $26.2 billion, in contrast to a little under 
$5 billion invested in savings and loan associations in that year. In 1956 in- 
stitutional investments came to over $29 billion, with savings and loan associa- 
tions totaling about $5.1 billion. 

The following table suggests how institutional saving has changed since 1951: 


‘Change in the percentage of institutional savings, by type (1951 equals 100) 





Trust insurance and Other 
Currency Savings Securities pension reserves Govern- 
Year and and loan (except ment 
bank associa- savings (insurance 
deposits tions bonds) Total Pensions |jand savings 
only bonds) 
Percent Percent Percent Percent Percent Percent 
Dihidhcdevthhtindaltecaentivns 102 187 —82 120 116 77 
Me noltl 6 tia tastheesis pan satewewe 51 167 317 105 | 104 65 
TEE “esinonscnastuchwedvobubaba 42 | 155 383 99 | 107 74 





1 Partially estimated. 


While institutional savings of individuals rose as a whole 34 percent from 
1951 to 1954, and 57 percent by 1956, the percent going to banks, and to currency, 
rose only 2 percent by 1954, dropped 49 percent by 1955, and 57 percent by 1956. 
Savings and loan associations, on the other hand, increased the percent which 
they secured by 87 percent from 1951 to 1954, but lost 32 points from 1954 to 1956. 
Moreover, the purchase of securities was 383 persent as great a proportion of the 
total in 1956 as in 1951, and pension funds gained percentage wise in 1956, while 
Savings and loan associations lost. 

Studies at the University of Michigan and elsewhere indicate that interest 
rates are only one of many factors influencing savings. Stocks which provide 
a hedge against inflation, variable annuities, and pensions are offering and will 
continue to offer vigorous competition. The data suggest that savings and loan 
associations offered their best competition to other institutions in 1954. Since 
them, pensions and securities have gained, and banks have lost, in comparison 
with savings and loan associations. The competition for savings may, in the 
future, not be primarily with banks. 


TRENDS IN DEMAND FOR HOUSES 


The capital purchases which families want financed are no longer primarily 
houses. The incentives for savings are not just safety and a fair return. Times 
are changing in the use for savings, and in the means for attracting savings. 
Times are changing too even in the character of the houses that families want 
financed, 

Between 1945 and approximately 1950 there was a big demand for homes for 
young families. But these young families began to grow up. By 1955 the second 
and third child was demanding attention—and space. Over 60 percent of the net 
demand for housing came in the age groups 30-64, and less than 6 percent was 
for families under 30. This condition is being maintained still but from 1960 to 
1965, the proportion of the net demand coming from young families will rise 
to over 35 percent—it will be more than 6 times as great as it was from 1950 
to 1955. The demand from families 30-44 will fall sharply. After 1965 the 
demand from young families may represent over half of the total—in contrast to 
the less than 6 percent which it has represented in the recent past. 

The following table suggests the changes in basic markets by 5-year periods. 
It should be noted that the shift in the average distribution for the period 1955 
to 1959 to the average distribution in the period 1960 to 1964 is already under way. 





as 
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Percentage distribution of the net income in households by age distribution 





intl r 
1960-64 | 1965-69 1970-74 








Age 1955-59 
sR AMM SEU TO cate i) poi heii dct a 
Oe a ee aad 7 | 37 | 54 | 49 
ie ante cette et en ece tees nae 15 | 5 | —10 i4 
MUMMMMRLLIL12i31 11) 145.00.2.51 0111---1ss1257. aeddlt 55 | 42 37 18 
on ond, Anctenteneace-44}-~snersédehtialidal 26 | 26 19 19 
es, Sk eit) Soo ie 100 | 100 | 100 | 100 
| { 


Families move often today. Because the makeup of communities can and 
does change frequently, and because the age, and income distribution are 
changing, savings and loans associations will need to develop good local market 
data. The need for such data has not been strikingly apparent in the recent 
past, because the demand for houses was far in excess of the supply. But now 
that supply and demand are coming into balance in many areas, accurate market 
information on what is happening and is likely to happen may mean the differ- 
ence, in the future, between prime and only fair quality loans. 


PERSONNEL PROBLEMS AHEAD 


Another long-term trend which is affecting the internal operations of savings 
and loan associations, as distinguished from their problems in securing funds and 
in making loans, is the change in the composition of the labor force. 

As late as 1910, about 75 percent of the labor force were under 45 years of age 
and only 25 percent were over 45. 

Using the most optimistic of the Census Bureau projections through 1965, 
only 63 percent of the labor force in 1965 would be under 45, and 37 percent 
would be 45 or older, in contrast to the 25 percent that has prevailed historically. 

Put another way, of the 101%4 million increase that may be secured in the entire 
labor force, 5% million will be under 45 years of age and 5 million over 45 years 
of age. In other words, nearly 50 percent of the increase will be in groups over 
45. Nearly 60 percent of the increase between 1955 and 1965 may be accounted 
for by women, and about half of this increase will also be women 45 years of age 
or over. 

The story will change in the 70’s of course, but between now and 1965 the in- 
crease in the labor force will be weighed heavily by women and people 45 years 
of age or older. 

If you want to be able to hold your workers, your best chance lies in getting 
mature women. 

PROSPECTS FOR 1957 


Six significant factors in the economy are now apparent : 

1. Government spending is rising sharply at combined Federal, State and local 
levels—up an unusual 8 percent from fiscal 1957 to fiscal 1958. And 1959 threat- 
ens an even more substantial rise. However, spending levels will rise more than 
the volume of goods and services procured, a 5 percent increase factor now being 
required to even cover rising costs. With Federal tax rates fairly constant, just 
over $1.5 billion from 1956 through 1958, Federal spending leveis are generally in 
balance with rising GNP. 

No Federal tax cut this year. Meantime State and local tax takes should 
increase 15 percent. State and municipal capital outlays, totaling $70 billion 
in the decade just past, will more than double in the next decade. 

The $2.9 billion Federal spending increase budgeted for 1958, mostly military, 
excludes $1.5 billion plus in nondefense spending through (a) the trust fund 
account for the highway program, (0) a reported saving in the housing and 
commerce area which presumes a postal rate increase that conceals $650 million 
increase spending; and (c) a nonexisting saving in general government opera- 
tions resulting from a bookkeeping change in payment of retirement accounts. 

Reasons for higher spending—Federal: (1) Increased deliveries of new, more 
powerful, more expensive weapons; (2) higher prices for goods and services; (3) 
Mideast crisis and threats of similar international uncertainties that prompt 
bigger military and political subsidies from the United States; (4) as an ad- 
ministration stays longer in office it becomes more susceptible to public demands 
for welfare, resource and economic development subsidies. State and local: 
(1) Deferred maintenance of plant and equipment; (2) flight to the suburbs; 
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(3) press of population increases in every State from now on; (4) prosperity, 
which sharpens public awareness of need for community expenditures that en- 
hance property values and better living conditions. The question is not whether 
government will grow but where it will grow! 

2. Private investment will hold stable at December levels. Latest checks show 
that business plans to continue its high rate of plant expansion through 1957. 
Dodge contracts rose again in January. Companies whose sights are being 
lowered are at least matched by other companies whose programs are increased. 
Much of new capacity is for new products. Markets in general are growing with 
investment. Expanding capacity does not mean excess capacity. Some decline 
in inventory accumulation is probable, and a decline in foreign investment may 
occur, but business expenditures as a whole will be unusually stable. 

3. Wages are rising on a built-in basis. Long-term contracts now guarantee 
wage increases regardless of cost of living. Unless productivity keeps pace, and 
it won’t in all industries, wage increases will have an inflationary impact. 
Meantime, management should not be complacent over the fiction that 1957 will 
be a year of labor peace. Long-term contracts do not necessarily mean stability. 
A sizable increase in number of grievances filed under long-term contracts has 
occurred, and, unlike days of 1-year contracts, settlement of grievances cannot 
be postponed until contract discussion time. Also, management will feel the 
impact of the conflict now arising within the labor movement over the break- 
down of two basic precepts: (1) the principle of exclusive jurisdiction, and (2) 
the principle of the autonomy of constituent unions. Another problem—incen- 
tive systems are not compatible with developing automation of industry. Over 
half of all wage disputes now come from incentive problems. Changes in popu- 
lation will soon require management reconsideration of retirement and employ- 
ment policies. For the next two decades women will provide over half of our 
new working force. 

4. Consumer expenditures can rise with incomes. Consumers have tended 
to buy freely since World War II. Their shelves are now well stocked and 
their houses well equipped. They indicate, however, that if quality, style, and 
price are satisfactory they will continue to buy freely in 1957. But they will 
be choosey. Autos must be of new design and attractive; houses commodious, 
well located and priced fairly. Enough firms have been awake to consumer pref- 
erences thus far this year to have made it possible for consumer expenditures 
te continue to rise in healthy fashion. 

5. Inflation pressures are substantially less than in fourth quarter of 1956, 
although a continuing factor in the economy. Cost-of-living will rise from time 
to time this year but not as sharply as recently expected. No further pressure 
is now expected from Federal Reserve, with possibility of easing before end of 
1957. Administration’s strong anti-inflation talk is politics, aimed at getting 
industry to absorb increased costs, particularly wages. Its primary effect will 
be to guarantee no tax cut and no increase in Government pay scales. 

6. This is a year of real transition from a sellers’ to a buyers’ market. Both 
business and consumer purchases through 1955 were largely from hunger. In- 
dustry was far short of capacity, and consumers urgently demanded new goods. 
3ut supply now is generally catching up with demand. Industrial construction 
actually cost less per square foot at the end of 1956 than it did in 1955. Con- 
sumers found in 1956 they could shop for price and for quality. Fabricators 
and processors found it more difficult to pass on additional costs. 

This situation will be more acute in 1957. It is forcing firms to watch budgets 
and markets more closely than formerly. Firms that are keeping abreast of 
these developments and providing new or better products at competitive rates, 
are reporting rising sales both to industry and consumers. 

The transition to a buyers’ market puts pressure on profits as well as on prices. 
It is one reason the threat of inflation has abated considerably. Wage costs 
particularly will rise, but in large part they will have to be absorbed. To 
the extent they are not absorbed companies which pass them on will find sell- 
ing more difficult. 

Also, the transition to a buyers’ market not only makes it more difficult to 
set aside funds for additional investment, but also makes additional investment 
to cut costs or increase sales increasingly imperative. All this is a challenge, 
not. a disaster. The volume of business done in 1957 will depend upon how 
successfully this challenge is met, not on statistics of income, profits, and interest 
rates. 

Sincerely yours, 
RoBInson NEWCOMB, 
Economic Consultant. 
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Mr. Rarns. Mr. Ashley has to leave for a radio broadcast and he: 
has some questions. 

Mr. Asuury. Last year the Congress amended the law to permit 
up to 20 percent of an association’s assets to be lent outside of the 
50-mile radius of the association’s home office. According to your 
testimony the Board, by regulation, has negated this act of Congress; 
is that correct ? 

Mr. Morrison. The insurance corporaion regulations have not been 
changed to permit that operation without permission. The Federal 
Home Loan Bank, of course, administers the Federal Insurance Cor- 
poration. 

Mr, Asuury. The regulations haven’t been changed ? 

Mr. Morrison. They have not been changed. 

Mr. Rarns. In that respect they are not carrying out the intent of 
Congress in the act ? 

Mr. Morrison. That is right. 

Mr. Ratrns. Isn’t the board of directors of the Insurance Corpora- 
tion the same as the board of directors of the home loan bank? Aren’t 
they one and the same? 

Mr. Morrison. They are, yes. 

Mr. Rarns. That strikes me as rather odd. 

Do you know any reason why that hasn’t been done ? 

Mr. Braman. Mr. Chairman, if I may answer that, they have been 
studying this problem of making funds in areas of surplus more read- 
ily available, and in areas where they need them and they haven’t 
come up with their final answer. I think they have been waiting until 
they have something to suggest before they make the change in the 
regulations. 

However, now is a time when there is a shortage, a bad shortage 
of funds in many areas, and we are bringing this to the attention of 
the committee in the hope that you might see something in this situ- 
ation which would require even a statutory change. We are not sug- 
gesting the opening up of the whole country. 

Mr. Rains. The Home Loan Bank Board will be coming before this 
committee, and they will discuss it. 

Go ahead, Mr. Ashley. 

Mr. Asuury. On pages 5 and 6 of your longer statement, Mr. Mor- 
rison, you indicate that controls of the Federal Home Loan Bank 
Board on the amount of advance which a member institution can re- 
ceive from a Federal Home Loan Bank are too restrictive. I believe 
that the present ceiling is 1214 percent of the savings account on the 
amount which can be advanced to any one institution. 

It seems to me a little strange that this restriction should be on at 
a time when we should be encouraging rather than restricting the flow 
of mortgages. Since this is an administrative control, do you think 
that this committee in our report should urge that the Board relax its 
regulations on this matter ? 

Mr. Braman. I would say definitely that they ought to have no re- 
striction of this type, sir, because previous to August, 1955, they han- 
dled each case individually as an institution came before them for an 
advance, let us say rediscount, they looked at their liquidity, looked 
at their reserves, and their mortgage picture, and decided whether they 
would permit them to obtain so much money. 
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Now, there is a flat psychological bar to everyone in the entire sys- 
tem, at a time when the country is feeling the pinch of Federal Reserve 
credit policies. 

Mr. Asuiey. Nota psychological bar, is it ? 

Mr. Braman. It is an actual bar, but it is holding down those insti- 
tutions that want to do the lending from doing the job. 

Mr. Asuiey. In many cases you feel that they could be loaning 
more / 

Mr. Braman. Certainly in those areas where there is a shortage 
of housing they ought to be permitted to right now obtain more 
advances from their Federal Home Loan Bank. After all, they are 
secured by first mortgages. 

Mr. Asuey. Thank } you. Thatisall. 

Mr. Rarns. Mr. Morrison, Mr. Braman, I liked your statement. 
I want to congratulate you on it. I don’t agree with exactly every- 
thing you said, of course, but this committee likes idea men, men 
who come in here and give us something to think about. 

I appreciate the suggestion you have made as to changes which 
ought to be made. 

Now, I might say that the idea of allowing the savings and loan 
to go into land development has been one that has been tossed around 
by ‘this committee for a great many years, and there are pros and 
cons to it, of course, but later on the subcommittee hopes, in connec- 
tion with a study of community facilities, to go into that phase and 
see if we can come up with some answers that might help along 
that line. 

Personally, I am inclined to your viewpoint, but I think we need 
more study on it, and we will do that, and we appreciate your help. 

Mr. Morrison. Thank you. 

Mr. Rarns. I notice that you believe that we should at this time 

ease downpayments or increase maximum mortgage amounts. Would 
you object if this authority was given on a standby basis to be exer- 
cised at the discretion of the FHA Commissioner ? 

Mr. Morrison. I don’t believe we would object to anything that 
is sound that the FHA would do, 

Mr. Rains. You wouldn’t object, then, to it being given on a standby 
basis for the FHA to put it into effect at such time as the commissioner, 
or those in control of FHA, saw fit? 

Mr. Morrison. We wouldn’t object to that. We don’t think it is a 
panacea for the present situation. 

Mr. Braman. I hope our statement, Mr. Chairman, didn’t give the 
impression we are against the proposals to lower the downpayments, 
or to ease the terms. We are not objecting to that. We are just 
saying that such action would not solve this present situation. 

Mr. Rarns. I understood that. I th yugh it was a constructive 
presentation. 

Now, I know also that to my mind you gave about as simple an 
explanation and as easy to understand of the complex subject of dis- 
counts as anyone I have heard. I have to agree with you as I have 
stated to the Treasur y, and to many other officials, that the Federal 
Government sets the interest. rates, because of its monetary and credit 
policies, its vast spending, and so forth. 

Now, don’t you believe that the reason, then, of the Federal Reserve 
in permitting commercial banks to increase their rates on time deposits, 
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will require all savings and loan associations to reexamine their 
dividend rates and that your rates will move up as a result of it? 

Mr. Morrison. Unfortunately, that is already occurring, Mr. Rains. 
If the E-bond is given a 314 percent rate, and a possible 314, associ- 
ations such as I manage which are now paying 314 are going to wonder 
if we won't have to raise more. 

That has the effect of having to charge more for our money. 

If I might comment on this discount, I thought it would be of in- 
terest to you that 5 points, or 5 percent discount, merely gets you a 
yield on a 41% percent 34-year loan, of 4.94 to maturity. It sounds 
like you are reaching into somebody’s pocket, and feathering your own 
nest, but actually you are only getting a 4.94 percent yield over the 
whole period of the loan. 

On the 5 percent rate, 2 percent discount will get you practically 
the same return, and the yield is what we have to deal with. 

Mr. Rarns. We understand that. 

However, on the point you mention, if the mortgage is paid off be- 
fore maturity, of course that becomes higher in comparison; isn’t that 
correct ? 

Mr. Morrison. That is correct; yes. 

Mr. Ratns. Now, I was very much interested in the proposal in 
your statement about our efforts and your efforts to induce pen- 
sion funds to make mortgage investments, and I note that you sug- 
gest that there be some arrangement, well, in plain English, you 
suggest that if those pension funds are brought into the market the 
savings and loan associations would like to be in a position to lend 
those to the mortgage investors; isn’t that what you really say? 

Mr. Morrison. Yes, sir. 

Mr. Ratns. Now, to get down to brass tacks, just how could that 
be worked out? I can see where it would be the orderly process, but 
how can that be worked out ? 

Mr. Morrison. I will ask Mr. Braman to answer that. 

Mr. Braman. Mr. Chairman, if a nonprofit corporation were per 
mitted to be formed, that is have the savings and loans permitted to 
purchase stock in this corporation, and then take from the 
pension funds a million or 10 million, or whatever they need in the 
way of mortgage money, and they would pay a return over a period 
of years on that money that they receive from the pension funds, but 
they would already have put into the nonprofit cor poration a sufficient 
amount of stock which would be a backstop against any individual 
sour loan, or anything of that sort. 

In other words, the money that they put into stock in the nonprofit 
corporation, privately set up, not with Government funds, would be 
invested in Government bonds, so that there always would be a large 
backstop to take care of any individual loan that might be brought to 
foreclosure. It would not use any public funds in any way. We 
are not suggesting that there be any Government money in this, 
any taxpayers’ funds. This would be entirely an operation where 
the savings and loan business would purchase stock in a pri- 
vately set up corporation, and would tap the funds of the pension 
trusts, the pension retirement plans, which would not go into the open 
market at all. 

This would not have any bearing on inflation. This would not have 
any bearing on the open financial markets. We merely ask that the 
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institutions that we represent be permitted to purchase stock in 
such a corporation endee the general supervision of the Federal 
Home Loan Bank Board. 

Mr. Ratns. It seems like a good idea. 

Have you described that operation specifically? I, of course, lis- 
tened carefully to your statement. I would like you to give to the com- 
mittee, if you could, especially for my benefit, an outline of how 
you think it ought to be set up, what part this committee ought to play, 
what should be done, and why you think it will work. 

Mr. Braman. We will do that, sir, in an outline step by step. 

Mr. Ratns. We would like that very much. 

(The material referred to follows: ) 


SUPPLEMENTAL STATEMENT OF NATIONAL SAVINGS AND LOAN LEAGUE REQUESTED 
BY CHAIRMAN RAINS 


PENSION FUNDS 


This will supplement our testimony of March 8, 1957, at which time you re- 
quested that we set forth more fully our views or ideas with reference to 
savings and loan associations using pension funds for home mortgage investment. 

At the present time pension fund trustees have indicated little interest in a 
mortgage type of investment. A very thorough report on pension funds made 
by Joseph P. McMurray, commissioner of housing for the State of New York, 
dated March 15, 1956, sets forth that in a study involving about $5 billion worth 
of pension funds, 40.65 percent were invested in public utilities bonds, 18.75 
percent in United States Government bonds, 15.21 percent in industrial bonds, 
6.77 percent in ether bonds, 12.53 percent in common stocks, 2.83 percent in 
preferred stocks, 3.26 percent in cash and other assets, of which mortgages 
represented 0.244 percent of all investments. As pointed out in this report, 
pension fund trustees were not interested in buying and servicing mortgages 
themselves or in the complicated bookkeeping that would be required, and that 
the security was not the type they were accustomed to and they did not desire 
to be too closely identified with mortgage foreclosures. This report further indi- 
cated that the return (at that time) on the greater portion of pension fund 
investments in corporate bonds is around 3.10 percent. 

It is our belief if a nonprofit corporation was created to serve as an inter- 
mediary between savings and loan associations on the one hand (which are 
experts in the field of home mortgage finance) and pension fund trustees on the 
other hand, that it would greatly facilitate the flow of funds into the housing 
market. Several methods of operation would be available if savings and loan 
associations were enabled by law to invest in stock in a nonprofit corporation : 
Example No, 1 

X Federal savings and loan association operating in a capital deficit area, has 
a heavy demand for home mortgage loans. To obtain the additional funds, it 
issues a note secured by seasoned mortgages to the nonprofit corporation. The 
corporation then issues long-term debentures attractive to pension fund trustees. 
Such debentures would be secured by X association’s note plus stock in the 
corporation subscribed for by participating associations, 

Example No. 2 
X association sells seasoned mortgages directly to the corporation. The cor- 


poration would then issue to pension funds its debentures secured directly by 
mortgages plus its stock subscribed for by participating associations. 


Hrample No. 3 


In lieu of setting up a private corporation, the Federal home loan banks could 
issue long-term consolidated debentures specifically designed to attract pension 
funds. 

In the above examples there could be made available to pension fund tru ‘tees 
a security with a definite term and definite rate of interest, backed by adequate 
security with none of the problems that the owner of a mortgage or servicer 
would have. 
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In our judgment the corporation should be privately chartered, subject, how- 
ever, to scrutiny by the Federal Home Loan Board to insure that it stays within 
its objective of providing thrift and economical home financing and does not 
engage in competitive or profit making activity. If set up privately it would 
not be subject to criticism on the ground of Government subsidies. In addition 
there is merit in keeping regular credit operations of the Federal home loan bank 
separate from an operation designed to reach into a specific field of savings 
accumulations. 

Mr. Rarns. Mr. Betts. 

Mr. Berrts. I was interested in this breakdown on page 2. I think 
that is about the first time anybody has given us that breakdown, as 
far as conventional, VA, and FH A loans are concerned. I think it is 
important in our consideration to know the part that conventional 
loans play in this whole picture. But there was one thing that I was 
impressed with, and that is that your VA loans are about five times 
more than your FHA loans. 

Now, is there any reason for that, why you prefer VA loans 
to FHA loans? 

Mr. Morrison. Well, I think that the VA guaranty is superior to 
the insurance, the FHA insurance, insomuch as they are much easier 
to handle in case of foreclosure, Mr. Betts. 

Mr. Berrs. How about the demands, are there more demands for 
VA than for FHA? 

Mr. Morrison. There has been much more demand for VA than 
FHA. 

Mr. Berrs. And I suppose, then, the reason for this discrepancy, 
is the demand of the market and the facility for handling the loans? 

Mr. Morrison. I think the demand is so much greater for VA that 
we just didn’t put more money in FHA loans. Although we are 
traditionally conventional lenders, and the conventional loans that we 
make stay in our portfolio, they don’t become a factor in the secondary 
market, eo cause we need them for security for our shares that we 
issue, 

Mr. Berrs. Now, in that connection, if the FHA program were 
liberalized to include V A, would you be willing to loan on lower down- 
payments 4 percent of the purchase price, over a 30-year period ? 

Mr. Morrison. Well, it is against our policy to combine them. We 
would prefer to see the orderly retirement of the VA program rather 
than combining them with FHA. 

Mr. Berrs. Now, along the line of Mr. Rains’ inquiry with respect 
to your investment in land development, this thought occurred to 
me: That would require absorbing some of your money, whereas I 
would think at this time you would need the money for lending 
purposes. 

Mr. Morrison. Mr. Betts, the scope of this program we have in 
mind isn’t very great. It would be only to allow us to take part in 
some urban redevelopment schemes, or we would be able to help 

builders without lots of capital get into the building of small homes. 
It is very limited. It wouldn’t take a great volume of money. In 
other words, the small builder’s real violet is to get land in the shape 
that he can start to build homes on, and we feel that is where we could 
help to get this program moving. 

Mr. Braman. May I add a comment, Mr. Betts: This is a construc- 
tive suggestion, we think, to assist in neighborhood rehabilitation and 
slum clearance, where there are some local problems in many cases 
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on financing of sites, and this would only entail an experimental per- 
centage of assets, a small amount. 

Mr. Berts. I just. wanted to develop it a little further to see how 
you would elaborate on it. Now, I would like to have your views on 
this question of discount from this standpoint: Now, we have had 
some witnesses testify to the fact that there have been unconscion- 
able discounts all over. How many members do you have in your 
organization ¢ 

Mr. Morrison. About 700 associations. 

Mr. Berrs. Well, now, from your observation, and the observation 
of your members that I suppose you are in contact with, what would 
be your comments about that ¢ 

Mr. Morrison. I think it depends, Mr, Betts, on the section of the 
country in which the loan is being made. In the Far West and the 
Southwest, discounts have been greater. When you get into New 
England they aresmall. It would ‘depend largely on the area. 

Mr. Berrs. Well, now, when vou say in certain areas they are great, 
would you say that they are unconscionable? Of course, I know 
that isa relative term. I don’t want to pin you down. 

Mr. Morrison. If the money costs the association more in that. area, 
then they have to compensate by getting larger discounts, so that their 
yield is sufficient to allow them to attract money, and I think that is the 
whole problem of discounts. The discount is a practice that com- 
pensates for the pegged rate of 44 percent. 

Mr. Berrs. Well, I think it is important to have your views im the 
record on that because you are in contact with people that know the 
situation as far as discounts are concerned. As a matter of fact, I 
was impressed with all of vour testimony here, and particularly your 
observations that it is not necessary to liberalize loans to the extent 
that we may be considering here to continue encouragement of home 
building. Is that correct ¢ 

Mr. Morrison. That is correct. It is our opinion that the tight 
money reflected in mortgage charges is beginning to loosen. 

Mr. Berts. This is a categor ical question asked every witness, but 
I don’t know whether it has been asked you: Do you think this lew- 
ering of downpayments and increasing in Fannie May authorization 
are inflationary ? 

Mr. Morrison. Well, if Fannie May purchases at discount rates 
it is not inflationary necessarily, but if they were to become a primary 
market, which they have been in the past, I think it would be infla- 
tionary. 

Mrs. Sutzivan (presiding). Mr. Morrison, I think we will conelude 
your presentation with just one question. 

No one at this time knows whether Congress is going to increase 
the GI interest rate. Assuming that this rate is not increased, would 
you see any objection to creating a veterans’ preference in the FHA 
program ¢ 

Mr. Morrison. Well, I don’t see any objection. However, that pref- 
erence would charge the veteran 514 percent rather than the 41% per- 
cent, because the rate of FHA is five plus one-half for insurance. 
Now, if you were to pay that one-half percent insurance he would still 
be paying : a 5-percent rate. 

Mrs. Sutitvan. Well, you don’t feel, then, that there should be any 
preference for him? 
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Mr. Morrison. I think that the veteran who is out in the market 
to get a home, is going to have to pay the current going rate. 

Mrs. Suuitvan. Well, of course, I think downpayments would be 
lowered and insurance premiums would be paid by the VA and some 
kind of control over the sales price would have to be provided for. 
Would you have any objection to that ? 

Mr. Morrison. The control over the sales price is already there, 
Mrs. Sullivan, with your reasonable value certificate. 

Mrs, Sutiivan. That is under the VA program as it is now ? 

Mr. Morrison. That is correct. 

Mrs. Sutiivan. But if the interest rate is not raised, what is going 
to happen to the VA program ! 

Mr. Morrison. Well, I think that it will be very difficult to get GI 
financing, because if discounts continue to be what they are, the aver- 
age builder cannot afford to pay the discounts, and so he quits build- 
ing, and it will affect the housing supply, and the activity of VA 
loans. 

Mrs. Sun1ivan. Don’t you believe that the liberalization of the VA 
program, the FHA program, as I have proposed, would be better than 
nothing for him ¢ 

Mr. Morrison. I think it would be better than nothing. However, 
as I have stated before, we feel that it would be a better picture if 
they were gradually eliminated—the V A lending. 

Mrs. Sutitvan. Thank you very much. 

Mr. Ratns. Thank you, gentlemen, for appearing. It was a very 
good statement. 

Mr. Morrison. Thank you. 

Mr. Rats. The next witness is Mr. William Marcus, vice president 
of the American Trust Co., of San Francisco. 

Come around, Mr. Marcus. 

I want to express the thanks and appreciation of the committee to 
you, Mr. Marcus, for making the long trip east to give us the benefit 
of your views. 

Mr. Marcus. It is a pleasure to be here, Mr. Rains; thank you very 


much. 
Mr. Ratns. You may proceed with your statement, Mr. Marcus. 


STATEMENT OF WILLIAM A. MARCUS, SENIOR VICE PRESIDENT, 
AMERICAN TRUST CO., SAN FRANCISCO, CALIF. 


Mr. Marcus. Mr. Chairman and members of the committee, mv 
name is William A. Marcus. I am a senior vice president of American 
Trust Co., San Francisco, Calif., and head of its mortgage loan de- 
partment. I am a past president of the savings and mortgage division 
of the American Bankers Association, a past president of the Cali- 
fornia Bankers Association, and currently a member of the board of 
governors of the mortgage Bankers Association of America. 

American Trust Co. ranks 16th in deposits among the Nation’s 
banks. It serves a 15-county area in northern California, which has a 
population of approximately 414 million persons. As of December 31, 
1956, the bank held more than $400 million of real-estate mortgages, 
mostly home loans. FHA and VA loans constitute more than 60 per- 
cent of this total. 
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In order to meet the demand for mortgage credit in this rapidly 
growing area, American Trust Co. has replenished its loanable funds 
by selling more than $200 million of FHA and VA loans to eastern in- 
stitutions during the past 12 years. Thus we have had many years of 
experience both in the primary and in the secondary mortgage markets. 

ou are aware, of course, that since 1945 California has consistently 
built more residential units than any other State in the Nation, wit 
a consequent high level of demand for mortgage funds. Our long ex- 
perience in the home-loan field, and particularly in making FHA 
and VA mortgages, serves as the background for the recommendations 
which I should hke to present to the committee today. 

May I briefly review the Nation’s mortgage figures. The total mort- 
gage debt of nearly $145 billion on December 31, 1956, was held as 
follows: Financial institutions, $112 billion; Federal agencies, $3.4 
billion ; individuals and others, $29.6 billion. 

Individuals as a group are not holders of FHA or VA loans and 
Government agencies such as the Federal National Mortgage Associa- 
tion, have a very limited capacity to invest in real-estate loans. Hence 
we must continue to look to financial institutions for the vital supply 
of mortgage credit. Those institutions are classified as follows: 

1. Commercial banks which carry time deposits; 

2. Mutual savings banks; 

3. Savings and loan associations; 

4. Life insurance companies. 

There is a fifth classification, pension funds, which some day will 
be of tremendous importance but today is of minor significance. 

There are but two measurable sources of funds that can be loaned 
by these institutions; first, repayments received on loans made in the 
past, and, second, a certain percentage of new savings. 

While accurate statistics are not published, we can make some rea- 
sonable estimates of the total amount of mortgage credit that will be 
available in 1957, and how much will be channeled into new residen- 
tial construction. 

Exhibit A shows the principal factors and the computation involved 
in estimating the map etY and demand of mortgage credit. Demand 
is based upon the possible construction of 1,100,000 units during the 
current year. 

The figures show a potential demand of $11.5 billion, and probable 
supply of $10.5 billion, or a shortage of $1 billion. 

If these estimates prove reasonably correct, then we will fall short 
of even 1 million new units unless we divide the available supply of 
mortgage credit more equitably. This we can do by increasing down- 
payments and shortening terms on Government-guaranteed or insured 
mortgages. 

There has been a tendency on the part of some persons to regard the 
supply of mortgage credit as an inexhaustible reservoir. It is true 
that. in early postwar years savings institutions had huge reservoirs 
of loanable funds, largely invested in Government bonds. This was 
due to the inflationary effect upon, bank deposits caused by Federal 
deficit financing and by such actions as wartime restrictions on build- 
ings, rationing, and other controls. The unprecedented demand for 
mortgage credit caused by the building boom of the past few years has 
largly emptied those reservoirs of excess loanable funds. From now 
on we must live within our credit income derived from new savings 

and repayments on past loans. 
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For the past 2 years commercial banks, mutual savings banks, and 
savings and Joan associations, have loaned more dollars on mortgages 
than they have gained in thrift deposits. In the same period life in- 
surance companies have loaned in the real estate field over 3 out 
of every 4 dollars of their growth in reserves. The figures are 
impressive and are shown in Exhibit B. All four of these classes of 
thrift institutions are carrying mortgages in their portfolio at consid- 
erably higher ratios to thrift liabilities than evidenced by their 50- 
year averages. By reason of law, of custom, and of judgment, it is 
unlikely that any group will wish to raise its present percentage of 
mortgage holdings. 

To: assure a fair apportionment of the Nation’s available mortgage 
funds should not be too difficult if legislation, regulations, and prac- 
tices are established to assure such an objective. The aim, of course, 
should be to accomplish the greatest good for the greatest number. 
Generally speaking, the needs ‘of the Nation’s veterans retur ning from 
World War II and the Korean war have been met. Most veterans 
have now established themselves in civilian life and enjoy the same 
privileges pa share the same responsibilities as nonveterans. 

A grateful Nation, however, may properly wish to continue to give 
prefer red treatment to veterans sosking homes. This cannot. be ac- 
complished by offering a Government guaranty on veterans loans at 
a fixed interest rate if that rate is too low to « ‘ompete with other forms 
of savings investment. The inevitable effect of an unrealistic low rate 
is to create a discount on VA loans and raise the sale price of the house 
to the veteran by the amount of such discount. It is obvious that the 
inflated price will cost the veteran several hundred dollars in addi- 
tional loan interest. 

Aside from the unrealistic interest rate, excessively liberal terms 
have narrowed the market for VA loans. A great many lenders are 
not interested in mortgage loans based upon 2 2 percent downpayment 
and 30-year terms. Here, again, the veteran pays a penalty for what 

was intended to be assistance rendered by his Government. 

It can easily be demonstrated that moderately increased down- 
payments and a slight shortening of the term of the loan will save the 
veteran hundreds and even thousands of dollars. For ext imple, at 
today’s rate for VA loans interest paid on $12,000 for a period of 30 
years would total $9,891.60; whereas by paying an additional $1,000 
down and shor tening the term to 25 years there would be a resultant 
saving in interest paid of $2,546. 

There is a further and justifiable criticism, it seems to me, of the 
working of the present VA loan program. The mortgage discount 
and excessively liberal terms have contributed import: antly to the con- 
tinued rise of residential construction costs. High prices serve to 
reduce the potential number of home buyers. 

In my opinion, there is a way to preserve the national policy of giv- 
ing preference to veterans, and at the same time of increasing the 
number of residential units that can be financed in 1957. It is with 
those two purposes in mind that I recommend to this committee that 
Congress amend the National Housing Act to set up a veteran loan 
category under the Federal Housing Administration whereby veterans 

could obtain Joans at FHA rates but with only one-half the downpay- 
ment required of nonveterans. The legislation might also provide for 
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the proper department to pay the cost of veterans’ mortgage in- 
surance. 

In order to accomplish the objective of a more equitable distribution 
of available mortgage funds it would be advisable to change the sched- 
ule of downpayments on FHA loans to 10 or 12 percent on the first 
$10,000 of valuation and 20 percent on the balance. This, in effect, 
would automatically provide downpayments for veterans of 5 or 6 
percent. on the first $10,000 and 10 percent on the balance. 

These suggestions enacted into legislation could well bring into the 
stream of mortgage funds approximately $600 to $700 per home on 
a possible 300,000 loans. This would contribute an additional $200 
million to the available supply of mortgage funds, a sum sufficient 
to finance another 20,000 houses at $10,000 each. These modifications 
of the National Housing Act would, in my judgment, accomplish sev- 
eral worthwhile objectives, namely : 

1. Continue the program of aid to veterans. 

2. Spread available mortgage funds more equitably among all 
—— of borowers. 

. Cause the market price on veteran loans, if insured by FHA, to 
rise sto near parity with other FHA loans. 

4. Permit allowable interest rates to be set by administrative rule, 
Ww ~ proper limitations, rather than by congressional action. 

Place monetary authorities in a position to move quickly when 
changes in the mortgage market require prompt action. 
Cut cost of homes to buyers by reducing cost to builders. 

: Save the builders and home buyers a large part of the ‘duplicate 
fees now charged them by the necessity of havi ing to use 2 Federal 
agencies instead of 1. 

8. Help combat inflation. 

Such a program could well pave the way for an eventual merger 
of the guaranty functions of the Veterans’ Administration with the 
insuring functions of the Federal Housing Administration. If and 
when the two agencies’ functions should be merged by Congress, there 
would be a very considerable saving in effecting the consolidation. 

It has been a privilege to be with you and present my views on mat- 
ters which I deem of prime interest to the people of this country and 
their Government. To the extent of my ability to do so I would be 
pleased to answer any questions which members of the committee 
might wish to ask me. 

(Exhibits A, B, and C, are as follows :) 


Exuisir A—Mortgage credit required for 1957 for possible 1,100,000 new resi- 
dential units based on 1956 figures (estimated) 











Number of Price per Amount 
units unit 
VA. Si 2 Ohi ais, J Adabhdeemnaliate dh watncdnised ; 300, 000 $12, 500 | $3, 750, 000, 000 
Wi Rn ocncst ict occchcconsenGabctwn@uneas ees 150, 000 11, 000 1, 650, 000, 000 
Conventional__..__..___- Peta bepcapahnedeatbadninaemateen 525, 000 9, 000 4, 725, 000, 000 
Cash... ee ee ee Pe ee ee eee BE ha ncccdutatene tie cnGhenddmecte 
Tn a ee aaa 100, 000 9, 000 900, 000, 000 
ee | 
oe Ee a ek Ae ee Se res | 1, 100, 000° eiitinneinaan ee 11, 025, 000, 000 
Probable need to meet 1957 increase in ‘price GE EES 5s ccnbdeamteneaktase | const pul cousioscredl 500, 000, 000 
ee — EEE 
See Ltt, hasan ceumanerseobaneilile | JSS | eozalw 2d | 11, 625, 000, 000 
| 
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Mortgage credit available in 1957 (estimated ) 


{ } 











Percent- 
| | age for 
| Estimated |_ real 
Source | growthin | estate Amount 
dollars | loan | 
| invest 
| ment 
| | | 
Commercial banks (time deposits) ................-.-.---.---- | $2, 400, 000, 000 4314| $1,044, 000, 000 
nen RINNE Sone DUS cc | 1,900, 000, 000 | 62 1, 178, 000, 000 
Life-insurance companies-_.-._......_. intel eaeascen-owndinetete 4, 700, 000, 000 | 40 1, 880, 000, 000 
Savings and loan associations. ........................--.... Ty 4, 700, 000, 000 | 100 4, 700, 000, 000 
a Se ee j 8, 802, 000, 000 
Repayments of existing loans, 10 wr of $145,000,000,000_- démattbdbaatewke d ...| 14, 500,000, 000 
SN le ab is bandasiel beados 3, 000, 000, 000 
ee ea ee eee sectioned 2. « | 1, 250, 000, 000 
Pension funds (could be much greater)_...........-__--.-_..-- of eh eG cie} a5 200, 000, 000 
PN Son Ads Shee a bat bobckhadescwschoancasnctuulseUuee Beh JAl ey ..|....-..-..| 27,752, 000, 000 
ES ae ee ae ara ee a aad Ae ‘ 248, 000, 000 
NN his cae Thi oto sees ot ad as 35 he sessissawedaduethdase gs kah GROG OR O80 
As residential and apartment loans account for 70 pe reent of | } 
total mortgages (Federal Reserve Bulletin, January 1957, 
p. 65, with multifamily estimated at $8,000,000,000), it is rea- 
sonable to expect 34 of $28,000,000,000 to be available for new 
and existing residential properties, or_...............-.-.--- eee ee Ss tsatids --| 21,000, 000, 000 
During the past few years available mortgage money has been | | 
divided almost 50-50 between new and older properties | 
(based on such figures as are obtainable from Federal Re- | 
serve Bulletins and Housing Statistics published by Hous- | | 
ing and Home Finance Agency), hence the amount of credit | } 
available in 1957 for new construction is estimated by me at- icnensainecneeh eseeneels 10, 500, 000, 090 
Exureit B.—Growth in thrift liabilities and real-estate loans 


{In billions of dollars] 


Year Year 2-year 
1955 1956 ! total 
Commercial banks: 
Increase in time deposits.................-- Ld iets $1.5 $1.9 $3. 4 
Increase in real-estate loams_..............-- " afl 2.4 2.0 4.4 
Mutual savings banks: 
I NO ah a ees eee gehen sadiodiel 1.8 L8 3.6 
Increase in real estate loams.__............---- re 2.5 | 2.4 4.9 
Savings and loan associations: | | 
Increase in private repurchasable capital 4.9 4.8 9.7 
Increase in real estate loans ---_- ‘ ; 5.3 4.6 9.9 
Life insurance companies: 
Increase in policy reserves rane aack : 4.5 4.7 | 9.2 
Increase in real estate loans. --_-.--.-- “a Sie 54, og 3.5 3.6 | 7.1 


1 Estimated. 


Source: Federal Reserve Bulletin, January 1957. 


Exursit C.—Illustration of comparative interest cost showing effect of increase 
in downpayment and use of shorter term 


A. $12,000, 30-year loan, 4%4 percent : 


Monthly interest and I aa -- $60.81 __ 

Interest paid over 30 years_____-_- heii = ia $9, 891. 60 
B. $11,000, 25-year loan, 4% percent : 

Monthly interest and principal_________-_--__--_~_-- $61. 15 

Iutenest paid over 25 years____.___...-....._. weak aoc icles OG 

nn OEE ED RINE Ag. 6 os meen eee 2, 546. 60 

C. $10,800, 25-year loan, 4% percent: ; 

Monthly interest and RN ee See 

I ie cd ech weep mmiad 7, 212. 00 


nes en, 0) III Rc ce ueomonme 2, 679. 60 
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Mr. Rains. Mr. Marcus, with most of the viewpoints that you ex- 
press I find myself in accord. I want to thank you also for presenting 
to the committee a positive program instead of a negative one. We 
must do something, as you know, and too many people have been 
giving us—well, they have been against everything, and in our position 
we have to move forward with something. 

There are a few questions that I want toask you. Now, as I under- 
stand it, and I think you bear that out in your statement, repayments 
received on loans can be classed as savings ! 

Mr. Marcus. Oh, yes; definitely. 

Mr. Rains. That is one facet of the savings program. Now, sup- 
pose that we remove—I admit it is a small thing—but suppose we 
remove the penalty on the repayment of FHA loans, wouldn’t that 
tend-—— 

Mr. Marcus. I would be highly in favor of removing it. I have 
asked Mr. Mason and Mr. Cole to do so. 

Mr. Ratns. Well, I can’t see any good reason why, outside of a 
little administrative cost, if a purchaser wants to pay his mortgage 
off, and put that much money back into the savings pool, I think he 
should be allowed to do so. Don’t you agree with that ? 

Mr. Marcus. May I say, not only do I agree with it, but in the 
institution that I represent for years we have encouraged the prepay- 
ment of conventional loans without any penalty at any time. 

Mr. Ratrns. This is a little aside from the inquiry here today, but 
I was impressed with the amount of real-estate loans that you have 
in a commercial bank, and I believe it was last year, or the year before, 
that this committee, the Banking and Currency Committee, amended 
the act affecting national banks so that you could buy 20-year real- 
estate mortgages. Was that of any benefit ? 

Mr. Marcus. May I say this: American Trust Co., that I rep- 
resent, is organized under State laws, and is not a national bank. 
It is a combination, as most California banks, including national 
banks, are, of savings banks and commercial banks and trust com- 
panies. We are in effect department stores of banking. We have in 
the State law a provision which allows 20-year conventional loans 
on residences, and we also have that in the national act, as you 
know. 

Mr. Ratns. Yes. On page 2 of your statement you went into con- 
siderable discussion of thhe various types of savings, and one—and 
I agree with your statement—that can be of tremendous importance in 
the future, but today is of minor significance, was pension funds. 

We have been told here by a representative of the AFL-CIO that 
there was presently in the pension funds of that group $25 billion, 
and do you agree that if we could find some way to induce those 
trustees and, of course, could eliminate the servicing for them, and all 
that, to invest a considerable portion of that savings in home-mort- 
gage construction, that that would be a great source of untapped 
mortgage funds; wouldn’t it ? 

Mr. Marcus. It is the only large source of funds that I know of 
that has been untapped at the present time; yes. I believe the figure 
that you mentioned, $25 billion, would represent approximately the 
total pension funds of all character. 

Mr. Rarns. Of all character ? 

Mr. Marcus. Yes. 
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Mr. Ratns. Possibly so. 

This committee has on its agenda sometime before we expire in 
the next 2 years to sit down with the pension-fund trustees and lead- 
ers both in business and banking and industry and the labor unions, 
and so forth, in an effort to see if we can’t devolve some means 
or method whereby we can get part of that money into the mortgage 
business. There is no way, of course, to lend anything more than 
the ay pe save, and do it soundly, is there? 

Mr. Marcus. Not in my book of schooling; no, sir. 

Mr. Ratns. There are some people who think this committee ought 
to devise a means of just manufacturing more mortgage credit. Of 
course, that is totally possible, and actually all we can lend in the 
country safely is the savings of the people; isn’t it? 

Mr. Marcus. I would agree with that; yes. 

Mr. Ratns. Of course, you would agree, also, that at a time when 
we are not building as many homes as the people demand, and at a 
lower rate than a few years ago, if the demand is still present, 
that it would be well if we could get a better shifting or division, 
let me say, of available mortgage credit into home construction; 
wouldn’t it? 

Mr. Marcus. Yes, sir; I had hoped in these recommendations to sug- 
gest a plan that would produce that result. 

Mr. Rarns. I think you did quite well with it. 

Now, yesterday afternoon the Prefabricated Housing Institute, 
Mr. Pete Knox, appeared before this committee, and he made this 
statement, and I would like to know what you think about it. He 
said: 

I further feel there are several things the administration can do without 
waiting for legislation. For example, the Federal Reserve System could change 
its attitude and stop considering construction and real-estate loans as second- 
class securities on the books of our banks, particularly when these involve VA- 
guaranteed and FHA-insured mortgages. 

In the first place, is he correct in saying that the Federal Reserve 
System does consider that type of guaranteed mortgage as a kind of 
second-rate security ¢ 

Mr. Marcus. In my opinion, I have never heard nor do I believe 
that the Federal Reserve considers FHA or VA loans other than the 
highest grade of investment. 

Mr. Rarns. And do you think, of course, then, if they do consider 
it such 

Mr. Marcus. I may say in connection with that, in explanation, 
and undoubtedly the members of your committee understand that, 
that in commerce banking there is a distinction in investing in long- 
term loans from in savings banks where the preference is given to 
long-term investments. 

In other words, I believe that the Federal Reserve could properly 
criticize a bank which did not take on savings accounts or time depos- 
its, and employed all or a large portion of its demand deposits in 
long-term real estate loans. In that sense, I think you would find 
the Federal Reserve would find fault with the banks involved. 

Mr. Rains. Now, the recommendations you made are along the line 
of thinking of some of the members of this committee. Now some 
assumptions. 





~~ 
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First of all, you say that the 414-percent rate on VA is unrealistic, 
ane I am willing to agree with you that it is. Now, as to whether 
‘not the Congress is going to increase it, we are unable to know 
now. I assume we will konw in the next 10 days, but in the event the 
Congress does not increase it. do you then think it would be right and 
reasonable, following the policy ‘of the country to give preference to 
our country’s veterans, to move into FHA w ith some kind of veterans 
preference. 

Mr. Marcvs. Yes, sir. 

Mr. Rarns. You cite a Jot of very convincing reasons as to 
why you think the program would be better and would secure for the 
veterans a more ready source of mortgage funds? 

Mr. Marcvs. Those reasons come not - only from the heart but from 
the head, Mr. Rains. I have studied it very deeply. 

Mr. Rats. I was impressed, also, and it 1s something we have Dpett 
toying with seriously. If vou think that veterans should have pret- 
erence, and I think I can say that that is generally the feeling in 
Congress, and has been since the Revolutionary War—if you 
believe that. would you say, then, that the legislation should also 
provide a proper department to pay the cost of the veterans’ mortgage 
insurance’ You are referring, of course, to one-half of 1 percent. 

Mr. Mancvs. There is considerable talk. Mr. Rains, that perhaps 
that one-half of 1 percent could be reduced in some fashion or another. 
That is why I didn’t mention one-half of 1 percent as an exact cost. 
If cost is-reduced, then the Department of Veterans’ Affairs, or what- 
ever proper department that would pay the cost, would pay the 
reduced figure. 

Mr. Ratys. In your experience on the downpayment suggestion 
which you made, if the FHA downpayment system was liberalized as 
you have suggested, do you think savings banks and mortgage institu- 
tions of all types would still regard them as sound, safe, and good 
loans ¢ 

Mr. Marcus. Yes, sir. 

Mr. Rains. In one place I have to agree with you, it is so much 
cheaper for a veteran to have a short-term loan and make a better 
downpayment, but in the era of tight money is he now able to make 
that higher downpayment in order to get the benefit of the shorter 
term ? 

Mr, Marcus. Well, I have had a great deal of personal experience, 
Mr. Rains, and our neighboring banks in San Francisco, I am sure, 
have had the same experience, that when a veteran is asked to put down 
a modest payment, he can di; up $600 or $800, or $1,000, on most of 
the homes that they are purchasing. But when there is a sign on a 
subdivider’s tract, come take it away at nothing down and 30 years, 
the veteran will take the more liberal terms rather than dig down into 
his savings or raise a modest downpayment. 

Mr. Rarns. You know, of course, one of the things that I know 
sound bankers like you and legislators like us want to avoid is the 
return of the second mortgage, or the second trust, as they are called 
in some States. Do you think that where the veteran is required to 
get a bigger downpayment that he goes out and makes a second trust, 
or another loan, in order to reduce the downpayment ¢ 

Mr. Marcus. No; I don’t think that is the case. I think some 12 
years have passed since World War II, and I think most of the vet- 
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erans are employed at reasonably fair wages or salaries, and I think 
that they have saved up enough to put a modest downpayment on the 
purchase of a home. I think there would be no difficulty whatsoever 
in that bracket. 

Mr. Rains. Through some misunderstanding I think that the dis- 
count practice is in very bad disrepute for many reasons among Mem- 
bers of Congress generally. Now, the program that you have recom- 
mended, do you think that would do aw ay with the excessive discount 
practice which is prevalent now in the GI program ¢ 

Mr. Marcus. I do; yes. 

Mr. Rarns. Explain to us why you think that recommendation will 
help to reduce discounts? 

Mr. Makcus. Well, I don’t like to moralize, but none of the large 
banks in California engage in the practice of buyi ing loans at substan- 
tial discounts for their investments. As a result, it shortens the mar- 
ket and the loans with a small downpayment finds a market in areas 
outside California. The banks of California have long been willing 
to buy the FHA loans or make veteran loans with a reasonable down- 
payment. Wehavedoneso in our institution. The Bank of America, 
which, of course, is the largest bank in the Nation, has a very large 
volume of FHA and VA loans made on exactly the same basis, and 
if the rate were competitive with the FHA rate, the small difference 
in the downpayment between the veterans and the nonveterans would 
not be sufficient, in my opinion, to cause the wide spread of discounts 
that you have between those two instruments at the present time. 

I would say that the m: arket on FHA loans generally speaking, out 
of investors’ portfolios, and bearing a 5-percent rate, would be some- 
where in the neighborhood of 98, and if I were asked for an opinion 
of what might happen if we had a veterans FHA loan right alongside 
it at the same rate with half the downpayment, I would say the it the 
market, if the other was 98, would be 9714. There would be some 
distinction, but very little distinction, and these huge discounts that 
you see today would not be in the picture. 

Mr. Rarns. Well, I know there is a great deal to what you say. In 
fact, a great many financial institutions, and in my State good insur- 
ance companies who absolutely refuse to make loans at the high dis- 
counts, and they tell me they just don’t want to get in that kind of 
business. So I can understand your explanation very well, indeed. 

Now, from our side of the table there seems to be a great urge for 
the Congress to do something in the way of controlling discounts, 
I think [ should point out to you that in 1953 we took a step which 
ended in a fiasco, as you know, and we had to remove it from the act. 
I am not one who believes you can eliminate discounts completely, 
but if we were to put into the law something that would control dis- 
counts, couldn’t we make it an option of the Administrator or with 
some official of the Government, as to how high the discounts could be 
on certain mortgages, or not ? 

Mr. Marcus. Mr. Rains, that is a very difficult question to answer. 
I think by and large if the rate is realistic you could control discounts; 
yes, sir; but you cannot control discounts if the rate is unrealistic, as 
it is today. 

Mr. Rarys. Certainly you would agree with me that you cannot put 
it in a straitjacket and just say the discount rate shall be this per- 
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centage. You will have to take into consideration geographic areas, 
the quality of the mortgage, and so forth. 

Mr. Maxcus. There are many factors, including those you men- 
tioned ; yes, sir. 

Mr. Rarns. Mr. Betts. 

Mr. Berrs. Well, I want to congratulate you on making about as 
lucid and clear a statement as I have heard here in this committee. 

Mr. Marcus. Thank you very much. 

Mr. Berrs. I might not agree with all of it, but you made it easy to 
follow. 

Now, I may be exposing my ignorance, and I hesitate to do it, but 
I would like you to elaborate on a statement that our distinguished 
chairman made. 

As I understand it, he said that we cannot lend more money than we 
have. 

Mr. Rains. I think that is a certain fact. 

Mr. Berrs. Now, here is the question in my mind: If we reduce 
downpayments or extend the time of payment, aren’t we, in fact, 
increasing credit and isn’t that the same as increasing the money / 

Mr. Marcus. Yes, sir; itis. 

Mr. Berrs. Well, then, can’t we lend more money than we have? 

Mr. Marcus. I hate to present views which are perhaps in contra- 
diction to the views of the individual members of the committee, but 
the proposal that I have just made does not. in effect reduce the down- 
payments. It increases the downpayments, and, therefore, spreads the 
available credit among more people. 

Mr. Brrrs. I appreciate that, but I was asking for a comment in the 
light of the statement that the chairman made as to the fact that if 
you do extend credit, isn’t that the same as extending money, the same 
as spending money, isn’t it, extending credit? 

Mr. Marcus. The extension of credit is in many ways the encourage- 
ment of spending; yes. 

Mr. Berrs. Well, it just seems to me if you extend credit you are 
able to spend more than you have. 

Mr. Marcus. Yes, that is a phenomenon that is quite true. In other 
words, that is a phenomenon which is practiced by individuals and 
corporations, and the United States Government, of going into debt 
in order to secure the items that you wish today and pay for them 
tomorrow. That, I think, is correct. 

Mr. Berrs. Well, I think maybe you have answered. As I say, I 
wasn’t too sure of it anyway, but I would like to have had a little 
elaboration on it. 

Mr. Rarns. Will the gentleman yield there? 

Mr. Berrs. Yes. 

Mr. Rarns. What you are really doing is disagreeing with my state- 
ment that you cannot spend more than you have? 

Mr. Berts. Yes. 

Wait. just a minute, though—— 

Mr. Rarys. The point I really make is that we cannot have in mort- 
gages more than the total savings of all of the people, and we certainly 
don’t mean by the statement that I made that we are going to print 
more money, and I am unable to see how you could put more money 
into being or more savings. I think you could warehouse it on the 
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future all right. You might borrow today something that you hope 
to get tomorrow, you can do that, and in that respect you would be 
right, but I don’t believe there is anything more to lend than what we 
have saved. 

Mr. Marcus. I think Mr. Rains has expressed the answer for me 
in much clearer words than I could adopt. 

Mr. Berts. I think that clears up the question I had in mind. I 
thank you both for the explanation. I wasn’t particularly disagree- 
ing. I just wanted it cleared up in my mind. 

Mr. Rarns. Fine. 

Mr. Berrs. Now, you also made reference to the fact that there 
were $200 million of loanable funds, FHA and VA loans. 

Mr. Marcus. Yes, sir. 

Mr. Berrs. Do you have any breakdown as to that, as between the 
two; for instance, how much is in VA and how much in FHA? 

Mr. Marcus. I didn’t bring my breakdown figures with me, but if 
I may be permitted to refer to the last holdings which we had, or 
approximate holdings, within our institution we hold somewhat over 
$170 million of FHA loans, and about $85 million of veteran loans. 
That would give you about the proportion that we have. They are 

redominantly FHA’s but a substantial portion are veteran loans, 

Mr. Berrts. I see. Which is exactly contrary to the statement that 
the men from the savings and loan gave. I think they showed in their 
breakdown more VA loans than FHA loans. 

Mr. Marcus. Well, that might be understandable in a different type 
of institution. Each institution has its own policies, and even within 
commercial banking you will find banks that vary a great deal in their 
patterns. 

Mr. Berrs. I see. 

On page 3 you made a reference to the fact that for the past 2 
years commercial banks, savings banks, and savings and loan institu- 
tions, have loaned more dollars on mortgages than they have gained 
in thrift deposits. I gain the impression that that is saying there 
has been a lot of lending against the future. 

Doesn’t that account maybe for the reduction in loans and the 
decrease in lending in the home-building area now ? 

Mr. Marcus. Mr. Betts, my purpose in making that statement was 
merely to show how far down our reservoirs of loanable funds have 
been drawn. In other words, we cannot go along on the basis of lend- 
ing more money in these institutions than they have taken in, and 
for the 2 years, 1955 and 1956, they have actually loaned more money 
in mortgages than they have taken in in deposits, and that is a condi- 
tion which cannot last very long. 

Mr. Betts. In other words, it is using up the future? 

Mr. Marcvs. Yes. Instead of the lending institutions holding back 
in this tight market, the lending institutions have been going more 
heavily into mortgage investments than their ratios for the past half 
century would indicate. Exhibit B would show you exactly in terms 
of dollars what has transpired in growth of deposits and in invest- 
ment in real-estate loans. 

Mr. Berrs. One other question and I think I will be through. 

On page 6, the fourth statement there, you stated the results of your 
suggestion. What would be your idea as to the regulation of interest 
by the various agencies ? 
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Mr. Marcus. I have been a great admirer of the writers of the Na- 
tional Housing Act, which I think has done the Nation a great service 
since 1934, and with very little alteration the National Housing Act 
is capable of going along for years without any change in the rates 
which are set by Congress, and which are within the discretion of 
the FHA Administrator. 

The present rates would be adequate. 

Mr. Berrs. I think some of the witnesses here suggested that there 
be no limits either by Congress or regulation by Government agencies, 
What would you have to say as to that? 

Mr. Marcus. In my printed remarks I said within proper limita- 
tions, and I think that the limitations already set forth in the Na- 
tional Housing Act are proper limitations. No change is necessary. 

Mr. Berrs. I think that is all. 

Mr. Rarns. Mrs. Sullivan. 

Mrs. Suttivan. Yes, Mr, Chairman. 

Mr. Marcus, 1 think you made a very clear and learned statement. 
The big question in my mind is how are we, who are charged with 
writing the housing bill, going to sell these proposals and ideas to 
the public? Of course, I con't expect you to answer that question. 
That is our job. 

Mr. Marcus. Well, Mrs. Sullivan, I don’t know who has the harder 
job, you and your associates in writing the laws and selling them to 
the public, or we at the fighting line. I think perhaps they are 
equally hard. 

We will have no difficulty in selling the program to the builders 
and the customers who want to borrow money from us, and if we had 
no trouble there [ should think that your problems could be minimized, 
also. 

Mrs. Sutuivan. Well, I think many of your proposals make a great 
deal of sense. I have a couple of questions here. 

Do you believe, Mr. Marcus, that the administration’s proposal to 
cut down FHA downpayments for veterans and nonveterans alike 
would be inflationary ? 

Mr. Marcus. I do. I believe they would be inflationary. I regret 
very much to see the proposals for cutting down the FHA portion to 
nonveterans. In other words, I would give a reasonably low down- 
payment schedule to veterans, but I would keep the present FHA 
schedule of downpayments to nonveterans at approximately what it is. 

I would equalize it. However, by raising it a little bit on the first 
$10,000, and dropping it substantially on the brackets over $10,000. 

Mrs. Sutiivan. Well, do you think that they should be sort of on 
a standby basis ? 

Mr. Marcus. I think it is always wise in laws to permit your admin- 
istrators to exercise proper judgment. Yes, I think there should be 
some flexibility in all of our laws. 

Mrs, Sutrivan. Well, Mr. Marcus, when downpayments are made 
extremely liberal, the sales price of a house may exceed the FHA’s 
valuation. Now the VA protects the veteran by saying that the price 
cannot exceed the reasonable value of the property. 

Don’t you feel that if we provide low downpayments for veterans 
under the FHA, that the FHA Commissioner should be given at least 
discretionary authority to set a maximum sales price for houses 
purchased by veterans! 
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Mr. Marcus. I am not so sure that I would recommend a maximum 
sales price, but I think that the same care should be exercised by the 
FHA as by the VA in seeing that the veteran is protected in his pur- 
chase price. I cannot agree thoroughly, I am sorry to say, that the 
certificate of reasonable value issued | by the Veterans’ Administration 
in every event protects the veteran. I think that in that certificate of 
reasonable value you will find many of the costs of the discounts 
which have been discussed at your committee have already been added 
to the sales price and rubber-stamped by the Veterans’ Administra- 
tion in its certificate of reasonable value. 

Mrs. Sutuivan. Thank you for your comments. That is all, Mr. 
Chairman. 

Mr. Rarns. Mr. Marcus, the VA contends that they can prevent 
these costs being passed on to the customers by the CRV. What is your 
idea of that? 

Mr. Marcus. I don’t think you can prevent, Mr. Rains, any prac- 
tices which will circumvent rigid controls of rates or laws, and T think 
it is a very difficult problem, Certainly with no personal criticism of 
any of the Veterans’ Administration men in the field, but nevertheless 
in the desire to aid the veteran, they will go out of their way to con- 
sider a piece of property, improved property, as having such and such 
a valne, when in their hearts and heads they know there has been 
added the cost of financing which has been exceedingly high. 

Mr. Rarns. I think that is a very practical look at it. That is the 
same position, I believe, Mr. Burgess took when he appeared before us 
the other day. 

Any further questions? 

Mr. Marcus, you have our thanks for coming here and giving us 
such a fine presentation. 

Mr. Marcvs. I am greatly indebted to you gentlemen and Mrs. 
Sullivan for being here. 

Mr. Rarns. The next witness is Mr. John Else of the National Retail 
Lumber Dealers Association. Come around, sir. You may have a 
seat and identify yourself for the record. Do you have a summary of 
your statement ? 

Mr. Etse. I have a summary, sir, and the long statement 

Mr. Rarns. Suppose we include the long statement in the record 
and you proceed with your summary and then we will proceed with 
the questioning after that is over. 

Mr. Etsr. Very well, sir. 





STATEMENT OF JOHN H. ELSE, NATIONAL RETAIL LUMBER 
DEALERS ASSOCIATION 


Mr. Exse. Mr. Chairman, and members of the Housing Subcommit- 
tee, my name is John H. Else, and I appear here on behalf of the Na- 
tional Retail Lumber Dealers Association. In order to expedite the 
work of this subeommittee, as suggested by the Chairman, I request 
that my statement be made a part of the record and that I be given a 
few minutes to summarize the statement. 

Our members provide most of the lumber and building materials 
for new homes in the 48 States and also do a substantial amount of new 
home construction. You have heard from a large number of witnesses 
from the industry and I will not burden the committee with detailed 
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arguments and reasons for our recommendations, but I will be glad to 
answer questions that the members of the committee may have, if I can. 
We do not pretend to have all of the answers to the difficult problems 
confronting this committee. However, we hope that our recommen- 
dations may be helpful to the committee. 

First, although this committee does not have jurisdiction over vet- 
erans matters, I realize, we would like to recommend to the Congress 
that some flexibility within certain preseribed limits, and I underscore 
“within certain prescribed limits,” be provided for interest rates on 
VA guaranteed loans to permit them to ™ more competitive with other 
investments. We join many other witnesses in the belief that unless 
there is an immediate increase in the GI interest rate this program will 
for all practical purposes terminate before the scheduled ending of 
the program next year. 

Second, with the termination of the VA guaranteed loan program 
scheduled in 1958, for World War II veterans, certain proposals have 
been offered to ease the impact of this program by some liberalization 
of the FHA program. If some liberalization is found to be necessary, 
we respectf wily recommend that the terms provided in H. R. 5611 be 
adopted. + - aa’ 

Third, we oppose the use of national service life insurance funds 
for the purchase of VA guaranteed mortgages, mainly because the 
Treasury would find it necessary to go into the money market for the 
funds for this purpose, thereby increasing the demands for funds. 

Fourth, the members of this association are opposed to an increase 
in direet lending for GI homes. We do not believe the Government 
should be in this type of business any more than they should be in the 
lumber business, 

Furthermore, a continuation of the voluntary home mortgage credit 
program will, we believe, continue to reduced the need for direct 
Government loans if Government-guaranteed loans are permitted to 
compete with other types of investments in the money market. 

Fifth, we urge the continuation of the VHMCP for a minimum of 
o years. 

Sixth, the FNMA should be given some additional authority to 
obtain the necessary funds for the purchase of FHA and VA home 
mortgages. There has been an interim increase, I believe, but we 
believe that there will have to be some additional increase. Now, 
briefly these are our recommendations to the subcommittee, without 
going into the details, and our reasons behind them. I will be glad 
to try to answer any questions the members of the committee may have 
on these recommendations. The reason I have not elaborated wpon 
them is beeause many of the recommendations and the reasons therefor 
have been presented heretofore, sir. 

Mr. Rats. Mr. Else, coming from Alabama, as I do, which is the 
fourth greatest lumber-producing State in the Nation, I am vitally 
interested in this question. What is the situation with reference to 
the lumber dealers in the country, businesswise ? 

Mr. Exse. Well, it is off slightly, but it is fairly stable. Now, there 
has: been over the past year a stabilization of prices in building ma- 
terials mostly. Lumber has fallen off slightly, but there appears to 
have been a stabilization in the price of materials. I can’t say that 
about certain materials, steel, and gypsum. 


$9342—57——_24 








362 HOUSING ACT OF 1957 


Mr. Rains. You are, of course, aware that a lot of the sawmills, a 
lot of the facets of the lumber industry are not doing so well. You 
represent the retail field. 

Mr. Exse. Yes; but we are faced with the same problem because 
we have to sell their materials. Of course, the falling off in the 
production of new homes is felt among the retailer and the producers 
of lumber. 

Mr. Rats. I know you couldn’t answer this question specific ally, 
but I ask it since I know the construction business itself is at a high 
level. Do the retail lumber dealers or does the lumber industry as 
a whole share as well in commercial construction as they do in home 
construction or not ? 

Mr. Etsr. That varies considerably in the type of operation that 
you have. Yes; many of them share in the commercial construction, 
too. Many of them are more or less limited because of their location 
to home construction. Of course, home modernization is a big item 
to the average retail lumber dealer. 

Mr. Rarns. That, of course, comes under what we call title I. 

Mr. Exsr. Title I, : ‘and it is an excellent program. 

Mr. Rarys. Mr. Else, in your longer statement I see that on page 5 
you want to increase FNMA’s regular authority to purchase mortgages 
by $1 billion, that would increase the $500 million the committee voted. 

The NAHB feels we should increase it to $214 billion. Do you feel 
$1 billion is sufficient ? 

Mr. Exse. Yes. I believe the other goes beyond our requirements. 

Mr. Ratns. The National Association of Home Builders also pro- 
posed that Congress put $2 billion in FNMA for the purchase of FHA 
and GI loans. Do you have any recommendation on that? 

Mr. Exse. We would not go along with the builders on that. 

Mr. Ratns. Now, getting down to the NSLI fund. Your statement 
says to change the terms after the veteran has paid into the fund is a 
violation of the trusteeship. You know I cannot understand that 
statement. To my mind it has no relation to the problem at all. That 
is like saying to the Prudential Life Insurance Co. that when I took out 
my first policy you had this money invested in so and so and now you 
invest it in something else. Don’t you agree that the trust funds of 
the National Service Life Insurance fund is an insurance fund that 
belongs to the veteran and not to the Government. 

Mr. Exse. Yes, that is correct. 

Mr. Rarns. And that there is nothing in the law that says it must 
be invested in Treasury bonds. 

Mr. Ese. I subscribe to that, sir. 

Mr. Ratns. Now, just why shouldn’t the veteran—it is his own 
money, not the taxpayers’ money—when the fund would benefit as 
a result of it and when it would be completely guaranteed by the same 
type of instrument that guarantees the other, the credit of the Govern- 
ment of the United States, and that is all there is back of any them, 
why shouldn’t some of that fund of his own money be diverted to what 
he needs most, housing ? 

Mr. Etse. Well, first of all, that fund is no longer in existence as a 
trust fund. 

Mr. Ratns. Why isn’t it in existence as a trust fund ? 

Mr. Exse. It is now in the Treasury, as I understand it. 
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Mr. Rarns. I don’t think the veterans of the United States would 
like very much to think that that trust fund wasn’t safe and secure. 

Mr. Exse. Oh, it is safe and secure. 

Mr. Rarns. It isn’t amalgamated into the national debt of the 
United States, you don’t mean that? 

Mr. Exsr. No, it is safe and secure. 

Mr. Rains. I sometimes wonder if it is. I wonder if there is just a 
little piece of paper put in the box, and the Government takes the 
money of the veteran and uses it; isn’t that the way it operates? 

Mr. Exse. As I understand it, this is a special setup. The ordinary 
Government securities are not used in this transaction, I am not quite 
certain—— 

Mr. Rarns. Well, you are correct on that statement. 

Mr. Exse. I am not quite certain what type of security they have 
other than that the Government is behind it. 

Mr. Rarns. It is a special 3 percent issue, that is correct. 

Mr. Exse. I believe it is 3. 

Mr. Ratns. Now, you don’t contend that utilization of somewhere 
around a billion dollars of that $4 billion for mortgages guaranteed 
by the Government would endanger the security of the fund ? 

Mr. Exsr. No, but it changes the type of investment. The Gov- 
ernment only insures a certain portion of a mortgage. They are be- 
hind 100 percent of the paper that is already there. 

Mr. Ratns. That is true also but when you take only a billion out of 
46 billion, you still keep the fund liquid, and we provide in the bill 
that I introduced that any mortgage and default shall be picked up by 
the Veterans’ Administration. Now, how would that endanger the 
fund ? 

Mr. Ese. There is a question of whether a 30-year mortgage or a 
25-year mortgage or a 20-year mortgage is as liquid as the paper that 
is now held by the National Service Life Insurance Co. as a security 
for their loan. 

Mr. Ratns. Well, you really argue against the liquidity of all of 
the big insurance companies of the United States. I don’t think they 
would want you to say that you must have all bonds in that account. 

Mr. Etse. I didn’t say that, sir. 

Mr. Rarns. Well, you said there was an idea that 

Mr. Exsr. You are comparing the liquidity. 

Mr. Ratns. They must be liquid because hey have all the require- 
ments to pay off on claims of every type and yet they invest in mort- 
gages, don’t they / 

Mr. Exsr. That is correct, a percentage. 

Mr. Rarns. Well, a very much larger percentage than we anticipate 
taking out of this fund. 

Mr. Exsr. I wish they were investing in a larger percentage. 

Mr. Rarns. So do I, that is why I want to use funds. 

Mr. Exsr. I[ consider this the equivalent of direct lending and we 
are opposed to direct lending. I know there are some very fine ar- 
guments made for the use of the national service life insurance fund 

sause it is similar to an insurance concern. 

Mr. Rarns. Well, here we are trying to sell pension funds in this 
country the idea of the safeness and the soundness of the investment 
in Government guaranteed mortgages on homes, and yet we are not 
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willing to take a trust fund benefiting the veterans and not just the 
taxpayers. I see only one reason for opposing it and that is that it 
would put some pressure on the money market when it came to 
refinancing the bonds it would be necessary to float when you took the 
billion dollars out of it. 

Mr. Exsr. May I make another statement here ? 

Mr. Rays. Surely. 

Mr. Exse. I think another distinction is when you take the money 
out of the pension fund, you are taking private investments rather 
than Government lending. That is the distinction I am trying to 
draw. 

Mr. Ratns. That is why I am for it. 

Mr. Ese. We would like to tap the pension funds for all the money 
we could for mortgages, of course, if some system could be worked 
out but I do believe the distinction there is if you were taking the 
funds from national service life insurance trust funds, it is civect 
lending. 

Mr. Rains. That is where I disagree with you, and I think it is 
where you are putting your foot in the trap. I don’t believe in direct 
lending on these programs of the Government. In my judgment, 
it should be held to a bare minimum. 

Mr. Exsze. I know you do, sir. 

Mr. Rarns. I share that opinion with you. But when you hold 
private money out of a mortgage market which is as pressing as this, 
you put the pressure on the Members of the Congress of the United 
States to do the very thing you don’t want done and that is to cut it 
across the board with a big direct lending program. 

This thing works both ways. We have to meet the urgent demand 
some way and we can’t manufacture more money, so | thought I 
would get some of you gentlemen who need the money in your busi- 
ness to help furnish homes for GI’s. You have been doing a good 
job, I don’t want you to misunderstand my question, but this looks 
to me like something that ought to have the support of organizations 
such as yours, and the Home Builders, and I could name many more 
that oppose it, [am disappointed to say. 

Mr. Exse. I know the pressure has been great on Congress for the 
use of those funds. 

Mr. Rarns. It is getting greater. 

Mr. Etse. I realize that, but please understand, we are not in the 
home financing business, and we don’t expect to have all of the 
answers. 

Mr. Ratns. Well, you have got a good statement. 

Mr. Etse. But we are trying to make our recommendations and 
our beliefs, perhaps you won't agree with them, but- 

Mr. Ratns. We are glad to have you come before the committee 
to do that, and we expect you to give them just as you believe 
in them. We have differences up here. Mr. Talle? 

Mr. Tauie. Mr. Chairman, thank you. My memory goes back to 
the first proposition for using the insurance funds and I recall so 
vividly that then it was proposed that we use 10 percent and some- 
body thought, if it is good at 10 percent, why not 15, and a proposal] 
came up following closely on the heels of the two previous ones to 
make it 20 and now it has grown to 25. I suspect if 25 percent 
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is allowed, it certainy isn’t going to stop there. What do you think 
about that? 

Mr. Exse. Well, it makes the first person a piker, but I have no 
way of telling where I would stop, Doctor. 

Mr. Tatie. Well, as I have been s: aving, if it is good at 25 percent, 
it ought to be four times as good at a hundred percent. 

Mr. Etsr. I agree with your argument. 

Mr. McDonovexu. Will you yield there, Dr. Talle ? 

Mr. Tatre. Yes, I a be glad to yield. 

Mr. McDonoveu. I do not favor using all of the funds for that 
purpose. I would, however, like to hear your arguments against 
that. 

Mr. Tati. Are you directing that to me? 

Mr. McDonovuen. Yes. 

Mr. Tatue. All right. I join with the witness in saying that it was 
not announced to veterans in advance that when the contract was made 
with them by the Government that this sort of thing would be done. 
[t certainly would be altering the nature of the contract. 

Mr. Rarns. Doctor, there is a better answer to Mr. McDonough’s 
question, even though he is with me on this particular issue, and 
that is you couldn’t take it all because the fund wouldn’t be liquid. 
You have to keep the fund liquid so you can pay off. 

Mr. Tatir. That is correct, I was just coming to that. 

Mr. Exsr. That gets back to your original question, if it is good for 
25 percent it is good for a hundred percent. Just when does the fund 
cease to become liquid? I don’t know. 

Mr. Tatxr. That is the question, you see, and I can fully understand 
a at it would be a football to be knoc ked around in politics here on 

Capitol Hill incessantly. We have the farm question. That is bad 
enough. We don’t want any more of those. I wonder how many 
veterans would like this kind of thing. Suppose 10 percent 
who hold policies would like it but the other 90 wouldn’t, they would 
probably have a just complaint against what we had done if we decided 
to do this sort of thing. 

Furthermore, there is an alternative. As has been said, the 
Treasury would be obliged to go out into the market and find that 
money. 

Mr. Exsr. And that puts a greater pressure on the demand for 
money. 

Mr. Tatty. And we can find that money in another way. We can 
find it through FNMA. 

Mr. Exse. Well, I think you can find it in another way by increasing 
the interest rate on your veterans’ loans to place them in a better posi- 
tion with other investments. Now, there is one thing that I know: 
You gentlemen have had pressure on this increase of interest for vet- 
erans. I am a veteran, my son is a veteran. I don’t really believe, 
from my own experience—I am not speaking for the National Retail 
Lumber Dealers, but I believe it is more important for a veteran to be 
able to get a home than that additional one-half of 1 percent interest is 
to him. I believe the things that are foremost in his mind are, first, 
I would like to get a home as reasonably as I can but, first of all, what 
is the downpayment, and what are the monthly payments going to be. 
Can I carry it? I don’t believe that too much consideration is given 
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by the average veteran or the average nonveteran, when he deals with 
FHA as to just what the interest rate is, if that interest rate will get 
him a home stretched out over a number of years—if he can buy a 
home rather than rent. Now, maybe I am wrong, but I am just speak- 
ing for myself as one of the veterans. 

Mr. Taxxe. I have one other question. In the event that the Con- 
gress should decide to put $2 billion into the special assistance fund, 
what would that do to the Federal budget ? 

Mr. Exsr. I don’t know how much of it would be a budgetary item 
but I am confident—lI believe all of it would be, I don’t know. You 
would have to go to Mr. Burgess or someone in the Bureau of the 
Budget but it would certainly be inflationary, I can assure you of 
that. 

Mr. Tate. Recalling testimony before the Joint Economic Com- 
mittee, estimated expenditures and estimated income of the Federal 
Government are so close together that the prospect of a surplus for the 
coming year might not be higher than $1.8 billion. That is certainly 
operating very, very close, $1.8 billion. So, if this were done, chances 
are that a balanced budget in 1958 would go out the window. And 
yet, balancing the budget is urged year after year and in the same voice 
almost we are asked to underwrite these costly appropriations and 
outlays that make it impossible to do it. 

So I think we should certainly take a very stern and measured look 
at a figure like that before we approve it. 

Mr. Exse. I couldn't agree with you more, Dr. Talle, and I realize 
one of the biggest problems that this committee has before it deter- 
mines how far to open up the floodgates on mortgage money is you 
must determine how much water is needed, and in doing that I know 
that is a very difficult problem for you to solve, but I would rather be 
on the side of not furnishing quite enough water than to flood it. 

Mr. Tatie. Well, I will say for myself I have always been scared 
of debt. Maybe I am peculiar in that respect. Thank you, Mr. Chair- 
man. 

Mr. Rarns. Mrs. Sullivan. 

Mrs. Sutnivan. Yes, Mr. Chairman; I have 2 or 3 questions I would 
like to ask Mr. Else. Mr. Else, I see from your statement that you 
don’t support a proposal to set up in FHA a separate program for the 
veteran. You further state that any liberalization in FHA should be 
for veteran and nonveteran alike. Now, Mr. Else, do you think that 
such liberalization should take place at this time ? 

Mr. Exsr. In FHA? 

Mrs. Sutuivan. Yes. 

Mr. Exsr. I think that any liberalization of FHA should be placed 
on a standby basis with discretionary authority in the Commissioner 
to exercise it at the time that it is needed, both from the standpoint of 
the economy and determination of the veterans’ home-loan guaranty 
program. It may be needed much before the termination in 1958, the 
scheduled termination, because I think you have to program your 
housing quite a bit in advance, and I would suppose that the Com- 
missioner would put that into effect prior to that, but that would be 
up to him. I do believe he should have that discretionary authority, 
though, Mrs. Sullivan. 

Mrs. Sutnivan. Do you think it would be inflationary if it is done 
now ? 
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Mr. Ersr. That I can’t say. It possibly would be to a certain extent, 
but I re ally am not enough of an economist to answer your question. 

Mrs, Sutiivan. Can you tell me this, Mr. Else: Would your position 
be changed in regard to a veterans’ program if it became apparent that 
Congress would not increase the GI interest rate ¢ 

Mr. Exse. Well, it would mean the termination of the veterans’ 
rogram so something would have to be done to relieve that impact, I 
heligves and I assume that that would be the logical way to do it, the 
liberalization of FHA, Mrs. Sullivan. 

Mrs. Sutiivan. You represent an organization whose members play 
a major role in the home-building industry. Would you like to esti- 
mate what our housing starts for the year will be if the present condi- 
tions prevailing in the mortgage market continue ? 

Mr. Exsr. Do you mean “without incres ising the VA rate? Well, 
better experts on that subject than I have re fused to answer that. I 
don’t believe I want to put my neck out. 

Mrs. Sutiivan. Noestimate at all, then ¢ 

Mr. Ese. No. There are so many “ifs” in the whole program. If 
you liberalize FHA you would probably have to grant additional 
authorization for FHA and what had been in VA programs would 
come over to FHA. A number of them would go conventional. We 
would step up the conventional lending, but 1 really couldn’t answer 
that. It wouldn’t be fair to you to try to do so. 

Mrs. Sutiivan. Thank you, Mr. Else. 

That is all, Mr. Chairman. 

Mr. Rains. Mr. McDonough ? 

Mr. McDonovaeu. Mr. Else, do you believe that the Government of 
the United States should continue to support home building by the 
continuation of FHA and FNMA and VA-guaranteed loans? 

Mr. Exse. Yes, by FHA and FNMA, but ‘I think VA was a tempo- 

rary program to permit the readjustment of the veteran and I think 
the time has come for that to terminate for World War II veterans. 

Mr. McDonoven. Do you think there is any desire on the part of 
people in the home-building industry and the financial institutions of 
the Nation to terminate FHA and FNMA and to operate independent 
of the Government ? 

Mr. Exse. That has been discussed for many years, Mr. McDonough, 
and originally I think Congress wrote into law provisions that would 
permit that, but nothing has been done to accomplish what you are 
discussing. I think it would be a fine thing if that could happen, but 
I don’t know. 

Mr. McDonoven. Well, if that were the case today, do you think 
with the interest rate that the home-building industry would flourish, 
they could provide reasonable terms on long-term mortgages. 

Mr. Exsr. Well, I think your answer is that money is like any other 
commodity in my opinion. It has to be governed by the law of supply 
and demand. Other investments are pushing mortgages aside because 
of your limit on your interest rate. What kind of arrangement they 
would have if the private industry took over FHA and FNMA I don’t 
know, but I do think it is to the benefit of the home purchaser, so those 
funds will properly compete with other investments to permit some 
flexibility within limits, within the limits that you have written in, 
for instance, like your FHA program. 








368 HOUSING ACT OF 1957 


Mr. McDonoveu. Well, if the Government continues to operate 
the Federal Housing Administration and FNMA, then it will be 
necessary to use funds to supplement the deficiency on the part of 
private industry to meet the demands such as the guaranty of loans 
of FHA, the purchase of mortgages under FNMA. Now, that is 
what is going on now and at the present time we find ourselves in 
a position where FNMA is not meeting the problem. The industry 
finds FNMA is discounting mortgages to the point that it is almost 
equal to a private investment firm and that the price of materials and 
labor have advanced to the point where the cost of homes is much 
higher than when we started operating FNMA. Therefore, we have 
to authorize additional funds for FNMA to pure hase mortgages and 
do some regulating in such a manner that it becomes a secondary, 
not a primary source of funds. In other words, you believe we should 
provide additional authorization for FNMA above that which now 
exists / 

Mr. Exsr. Whatever is necessary. I am in no position to say 
what is necessary, sir, because when I started my statement I wanted 
it clearly understood that I am certainly not an expert in the field 
of financing. 

Mr. McDonoven. Well, do you believe in FNMA? 

Mr. Etsr. Yes, I believe in the secondary market operations of 
FNMA. 

Mr. McDonoveu. Do you believe we should provide additional au- 
thorization for FNMA‘? 

Mr. Etse. Yes. 

Mr. McDonovuen. And in providing additional authorization for 
FNMA, the Treasury Department has got to find those funds in the 
private market. We have to go out and raise the money. 

Mr. Exse. Well, as I understand it, the sy have the authority to sell 
debentures 10 to 1, if they go out in the private market to raise that 
money. 

Mr. McDonoveu. In other words, you have to go out into the publi 
money market in order to supplement FNMA. 

Mr. Exse. Yes. 

Mr. McDonoueu. You can also sell directly to the market. Now, 
that is the argument against the use of NSLI funds, that if we should 
use 20 percent of the NSLI fund—lI do not favor the use of all or 
more than 20 percent of the fund—that the Treasury Department 
would have to go to the market for the money. Well, the Treasury 
Department has got to go to the market for the money for FNMA, 
also. 

Mr. Exse. That is correct, for part of it. 

Mr. McDonovuen. And in going to the market for money for 
FNMA, we are not doing as much as we could if we used NSLI 
funds because NSLI would be getting four percent on its money and 
today it is not getting that. Now, I am making that point to find 
out why you object to the NSLI fund but you do agree to FNMA? 

Mr. Exsr. Well, FNMA is not all Government funds. 

Mr. McDonoueu. That is right, it is not all Government funds. 

Mr. Exse. National service life insurance funds now amounts to 
direct lending in my opinion; it is Government funds. 

Mr. McDonoveu. But national service life insurance fund is not 
Government money, either. 
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Mr. Exse. It will amount to direct lending when they use it, though ; 
direct Government lending. 

Mr. McDonoveu. It is private funds that the Government is hold- 
ing in trust. The Treasurer of the United States is the trustee of 
the NSLI fund and the money is collected from individual veterans 
who want to buy homes and cannot buy homes today because the 414 
percent mortgages are not good i in the market and 20 percent of those 
funds would provide a market for their homes. Now, the point I 
want to get at is if you believe FNMA is good, why do you object to 
the national life insurance fund money / 

Mr. Exse. Well, we get back to the same situation. The funds 
that are in national service life—you have referred to that as a trust 
fund. 

Mr. McDonoveu. Yes. 

Mr. Exse. Actually, there is no such fund. 

Mr. McDonovuen. There certainly is. There are Treasury notes. 

Mr. Exuse. Yes, but to raise that money they will have to go to 
the public and borrow it. They will use that to make direct Govern- 
ment loans in competition with somebody else, private industry. 

Mr. McDonovau. Well, they have to do that when they are selling 
debentures out of FNMA. 

Mr. Etsr. But they are relieving private business by taking those 
mortgages on a secondary market to encourage more private lending 
to go back into the channels of home mortgages. That is my dis- 
tinction. 

Mr. McDonoveun. I didn’t read all of your testimony and I wasn’t 
here when you delivered it. Did you say anything about discounts 
and the problem we are having on discounts ? 

Mr. Exsr. No, I didn’t and I probably should have. We don’t 
like discounts any better than anyone else, but I don’t see how Congress 
can place a straitjacket, as Mr. Rains has said, on the use of dis- 
counts, but I do think that some flexibility in the interest rate will 
take care of that situation at least partially. Now, we know this: 
There are geographical areas in the country that are paying higher 
discount rates than others. Perhaps—I don’t recommend this, and 
I don’t know whether it is advisable or not—perhaps if you are going 
to give FHA the authority, the discretionary authority to regulate 
interest rates, perhaps they should have authority to regulate it geo- 
graphically, to prevent those discounts. I don’t know. But I know 
we do not like them any better than you gentlemen do and we don’t 
like to see them. But actually it is just an additional cost of money 
in that area whether you call it interest or discount rates or some- 
thing else. 

Mr. McDonoven. That is all, Mr. Chairman. 

Mrs. Sutnivan (presiding). Mr. Widnall. 

Mr. WipNALL. Mr. Else, “do you have any basis of comparison as 
to the amount of business being done by members of your organiza- 
tion in February of 1957 and January of 1957 as compared with a 
year ago / 

Mr. Exsr. I might be able to supply the committee with that but 
I don’t have it here. I am not sure whether I have it that recent or 
not. Mr. Northrup, the executive vice president of the association, 
may be able to answer that. Do we have those figures? 
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Mr. Norrurup. We can get them. 

Mr. Exsr. I believe we can get them for you, Mr. Widnall. 

Mr. Wipnatt. I would like to find out what a decrease in housing 
starts has meant to your particular industry or whether or not the 
slack has been taken up by industrial construction and other forms 
of construction? Do you have any indication of that? 

Mr. Exsr. Well, there has been some falling off of business, but I 
can’t say how much because some of that slack has been taken up 
by other fields and particularly the home improvement field has 
stepped up where housing starts have fallen off. 

Mr. Wipnatt. Do you have any figures as to the members of your 
industry being in financial difficulty this year as compared to last 
year? 

Mr. Exsr. Well, as to their business standpoint, I don’t have any 
record of that, but we hear from various areas of the country, the 
effect of the shortage of mortgage money, in quite a number of the 
areas of the country. 

Mr. Wipnatt. But you don’t have any direct evidence of its adverse 
effect on your own members ? 

Mr. Etser. I can’t break it down to just a reduction in the number 
of housing units, no; I don’t believe I would have that figure for 
you, Mr. Widnall. 

Mr. Wipnat. I was very pleased to see your favorable comment 
on the activities of the voluntary home mortgage credit programs, and 
it seems to me they have been filling a very vital need in the field 
which can be increasingly filled if they are given the power to 
continue their activities. 

Mr. Ese. I agree very much with that statement. When we get 
out over the country and visit with dealers, we find that it has done 
a fine job. Now, there are pockets, certain areas, where they may not 
have Sou as good a job as in others. That is due largely to the fact 
that it is a fairly new setup and a number of people are not acquainted 
with what it has to offer, but given more time, without restrictions, 
without anything that will hamper them, and I think here also that 
a realistic interest rate would be helpful 

Mr. Wipnatn. What do you think would happen to that program 
if the Government entered into a very much enlarged direct lending 
program ? 

Mr. Ese. Well, I think it would very nearly kill it. 

Mr. Wipnauu. So the Government activity would kill the activity 
of private enterprise ? 

Mr. Etse. I am afraid so. The only thing left would be the FHA 
feature of it. 

Mr. Wipnatx. That is all. 

Mrs. Suttivan. Mr. Betts? 

Mr. Berrs. Mr. Else, the section of the law which pertains to invest- 
ment of national service life insurance mortgages reads as follows: 
The Secretary of the Treasury is authorized to invest and reinvest 
such funds or any part thereof in interest-bearing obligations of the 
United States or in obligations guaranteed as to principal and interest 
by the United States. 

Now. would you say that VA mortgages are guaranteed to the extent 
that this section of the law requires? 
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Mr. Exsr. I don’t believe when that law was written it was ever 
intended that a partially guaranteed mortgage would qualify. 

Mr. Berrs. Well, you would agree that Government obligations are 
fully guaranteed, would’nt vou? 

Mr. Exse. Yes; that would be my interpretation of it and a mort- 
gage is not. 

Mr. Berrs. That would exclude VA mortgages. 

Mr. Ese. It would seem so to me, but that is a curbstone opinion, 
very curbstone. 

Mr. Berrs. Well, VA mortgages aren’t fully guaranteed, are they / 

Mr. Exse. And neither is an FHA mortgage. Some of them are, 
but most of them are not. 

Mr. Berrs. It just occurs to me that, when a veteran takes out a 
policy, that is a contract and the law which is in effect at the time is 
a part of the contract. 

Mr. Exse. That was my feeling. 

Mr. Berts. And to change the law now would be changing the con- 
tract which the veteran has with the Government as to his policy, 
isn’t that correct ? 

Mr. Exsr. That is correct, and I think it would create a bad prece- 
dent for other programs. 

Mr. Berrs. There is also a question as to whether it is legal, isn’t 
there ? 

Mr. Exse. Yes; I think there is a legal question there, but I wouldn’t 
want to give a legal opinion on that short notice. 

Mrs. Suuuivan. I think I should add that this law was enacted in 
1954, the amendment as to FNMA, and I would like to read this one 
section which I think applies to what you were discussing, Mr. Betts. 

Sec. 311. All obligations issued by the Association shall be lawful investments 
and may be accepted as security for all fiduciary trust and public funds, the 
investment and deposit of which shall be under the authority and control of the 
United States or any officer or officers thereof. 

Mr. Berrs. Well, of course, there is always a question of whether 
or not a specific restriction is altered by the general subsequent enact- 
ment or vice versa. 

Mrs. Sutiivan. That is right. 

Mr. Berrs. I question whether it would cover the national service 
life insurance. 

Mr. Exss. Mrs. Sullivan, does that apply to the debentures issued 
by FNMA? 

Mrs. Sunutvan. Yes; it does. 

Mr. Rats (presiding). Thank you very much for appearing before 
our committee. We appreciate your statement. 

Mr. Exsr. Thank you for the opportunity to come before your com- 
mittee, Mr. Chairman. 

Mr. Ratns. You may tell your Association that we said you were a 
good witness. You presented your views very well, indeed. 

Mr. Exsr. Thank you very much. 

Mr. Rats. The next witness is a longtime friends of ours, Mr. 
Fred J. Russell, president of the Wherry Housing Association. 

Come around, Mr. Russell. We are glad to have you. 

Mr. Russet. Thank you. I am pleased to be here. 
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STATEMENT OF FRED J. RUSSELL, PRESIDENT, WHERRY 
HOUSING ASSOCIATION 


Mr. Ratns. Do you have a brief statement or is your statement 
long ? 

Mr. Russetx. I have a very brief statement, and if I may be per- 
mitted to do so, I should like to read it. 

Mr. Rarns. We will be glad for you to do that. So you may 
proceed. 

Mr. Russeii. My name is Fred J. Russell. I am president of the 
Wherry Housing Association. a nonprofit organization comprising 
the majority of the owners of the 82,000 Wher ry housing units in the 
United States and its possessions. In spite of the fact that acquisi- 
tion authority has existed by law for 2 years, and in spite of both 
the mandatory and permissive acquisition provisions of Public Law 
1020 which was passed by the last session of Congress, the military 
has not yet acquired any Wherry projects. Not only have no Wherry 
projects been acquired but in no instance has the military even begun 
official negotiations for any mandatory acquisition cases. Acquisition 
which would be so simple to accomplish under Public Law 1020 has 
been complicated and confused and delayed by those in the military 
who by varying degrees were opposed to acquisition of Wherry. by 
those who do not agree with the law and have attempted to write 
provisions into the procedures which defeat or delay acquisition, by 
those who feel that the military operating relationship to Wherry 
should be used to develop a discounted price for the Wherry equity. 
and by those who feel that confusion and delay might afford an op- 
portunity to modify the terms of Public Law 1020 with superseding 
legislation. 

The Department of Defense delegation of acquisition authority to 
the Secretaries of the several militarv departments is indecisive, and 
each military department is developing a different procedure under 
which it intends to proceed. At the moment some of the military 
departments are not contemplating that they will offer to pay the 
formula price but instead plan to attempt to negotiate some substan- 
tially lower figure. At substantial expense to the Government some 
of the military departments are having independent appraisals made 
without first ascertaining whether acquisition can be accomplished at 
formula price. Public Law 1020 clearly anticipates that the formula 
price for the mortgage property shall be the existing FHA estimate 
of total replacement cost at the date of final mortgage endorsement. 
less the unpaid mortgage balance. less any amount which would need 
to be spent to correct and major maintenance neglect. All of the 
military departments continue to think of subtracting the corporation 
cash impounds from formula price. This is wrong for these funds 
are a separate operating bank account which is required by FHA 
procedure to meet the normal wear and tear wastage of certain items 
of mortgage property as they become exhausted. Normal wear and 
tear is not to be deducted from the formula price. Therefore no 
amount of reserve fund should be deducted. Some of the military 
departments seem to think of exaggerating the physical depreciation 
deduction not to generate a discounted price for the benefit of the 
Government. Of course, such thinking will cause delay, will impose 
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a hardship on Wherry owners, will cause extra expense to the Gov- 
ernment and will operate to defeat acquisitions by negotiation. Some 
of the military departments plan to avoid acquisition of related items 
not covered by the mortgage. 

In addition to maintenance equipment, television antennas, wash- 
ing machines, supplies, etc., there is the corporate vehicle itself which 
is related property. The military department should replace the 
present Wherry owner. The Government should buy the corporation 
stock, thus effecting one single all-inclusive acquisition of everything 
related to the Wherry project and thus leaving the FHA position 
and the mortgagee lender position unchanged. Whereas the military 
seems unable to acquire Wherry, the military demonstrates ability 
to program, negotiate, and build Capehart houses. As of January 
31, 1957, the Department of Defense announces that 26,590 of these 
title VIII units have been programed at 51 locations where 30,905 
Wherry units already exist. 

Further military delays in compliance with Public Law 1020 is 
certain to result in hardships and in various court actions, thus in- 
volving the Government and Wherry owners in costly litigation. 

Military delay also is postponing any remodeling which would be- 
gin after acquisition to make these 9,000 limit houses more livable 
for military families, and this is an injustice against military families 
which defeats moral objectives. The Department of Defense has 
recommended to you that the mandatory acquisition provision be 
eliminated or at least modified because programing of new housing 
thus far has been conservative because there are instances where the 
military would be content to let a project remain in private hands, 
and because there are instances where present owners do not desire 
to sell. We are unable to conceive of any legitimate reason for elimi- 
nating mandatory acquisition. We realize that Government acquisi- 
tion of Wherry is a matter of best Government interest and is not 
a matter of whether or not a Wherry owner wishes to sell. 

Wherry owners generally prefer that the Wherry corporations 
whose stock they own be permitted to operate the Wherry projects for 
the 52 to 75 year term of the lease agreements in accordance with 
original intentions. However, the contimued private enterprise opera- 
tion of Wherry is confirmed by overwhelming testimony of Congress- 
men and Senators to be extravagant to the Government, and the pro- 
gram of additional housing ultimately will be a confiscation of ten- 
ants from Wherry. It is recognized that Government acquisition is 
necessary to establish one operating system for all Government hous- 
ing at a location, to provide for remodeling to suit military wishes, 
to provide for correct programing of additional military housing, 
and to provide Wherry owners with the opportunity to replace Wherry 
rental units with nonmilitary rental units elsewhere. Public Law 
1020 is adequate; its terms are clear: it needs no amendment. No 
other law is needed on the subject. Performance, not more law, is 
needed. Perhaps the military will be encouraged to comply with 
Public Law 1020 if there is no prospect of altering its effect by other 
legislation. H. R. 2579 has been referred to this committee. It pro- 
poses to eliminate the mandatory acquisition provision of Public Law 
1020. We hope you will see fit not to act favorably on this. H. R. 
1056 recently was passed by the House but not until after amendment 
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to make clear that it was to have no applicability to Wherry. This 
amendment recognizes that Public Law 1020 deals completely with 
the Wherry problem, including its conversion to adequate public 
quarters after acquisition, by altering or remodeling to suit milit: ry 
wishes. 

We urge you to exercise your good offices in providing against any 

alteration of this bill’s provisions regarding Wherry in any later 
conference between Senate and House Armed Services Committees. 
Congress has decided that private operation of Wherry housing shall 
be terminated by Government acquisition. We feel that acquisition 
should be accomplished with the same interest and attention as Cape- 
hart programing and ahead of its construction, that acquisition should 
be accomplished in a manner and at prices which are fair to the owners 
as well as the Government, that everything related to a project should 
be acquired by purchase of the corporation stock so as to leave the 
FHA and mortgagee positions unchanged. By adding to the mort- 
gage property formula the free cash, the impounded cash, and the 
agreed value of other nonmortgage assets in the corporation, and by 
deducting from the mortgaged property formula the other than mort- 
gage liabilities in the corporation, we arrive at an appropriate price 
to be used in negotiations for acquisition of the corporation stock. 
We feel that the Wherry seller should sign the usual agreement which 
indemnifies the Government against any undisclosed liabilities of the 
corporation. 

Mr. Ratns. Mr. Russell, I would like to emphasize that section of 
the paragraph of your statement on page 3 in which you say Public 
Law 1020 is adequate, the terms are clear, it needs no amendment, no 
other law is needed on the subject, performance—and I would like 
to make that. in capital letters—NO OTHER LAW IS NEEDED. 

And I would also like to say in the beginning, that I am quite sure 
that it was the intention of this committee when we finally wrote the 
title VIII Military Housing Act, that we wanted to protect the Gov- 
ernment’s guaranties on Wherry housing where Capehart housing is 
to be built, by seeing to it that the acquisition of those Wherry units 
was carried out, and, as you say, before they were constructed in 
accordance with the act of last year, which is Public Law 1020. 

You say that the act, itself, is all right, that it needs no amendment 
or no changes of any type; is that correct ! 

Mr. Russet. Yes, sir. 

Mr. Rarys. And that what you need instead is for the military 
write the regulations i in conformity with that act and proceed to per- 
form in conformance with that act; is that correct ? 

Mr. Russevu. Yes, sir. 

Mr. Rarns. Now, have any of the members of your association 
received a firm offer from the military service concerning a Wherry 
project? 

Mr. Russe. No. 

Mr. Rains. Not a one? 

Mr. Russeix. Not one. 

Mr. Rains. I am speaking about places where they are build- 
ing title VIII housing. Have they received a firm offer for Wherry 
Act housing at any place? 

Mr. Russet. No, sir. 
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Mr. Rains. Has anyone in the military that you know of been 
designated to work out these acquisition contracts, and so forth / 

Mr. Russect. We only have knowledge of an activity where the 
people in the respective military departments are working out the 
individual procedures which they intend to follow, but none of this 
has culminated in any offers to purchase to any Wherry owners. 

Mr. Rains. Under Public Law 1020? 

Mr. Russet. Under Public Law 1020. 

Mr. Rarns. It will interest you to know, Mr. Russell, the other day 
when the representative of the Department of Defense Family Housing 
was before this committee, that I gave him, in addition to questions 
we asked, some 80 questions which pomt up the very things that 
vou are saying in here, and I asked him to furnish the answers 
to the questions as to the whys and wherefores for this committee. 
We are looking forward to receiving that information from the 
Department. 

I notice you say that military services should acquire the corporate 
stock of Wherry projects. 

Now, as I recall it, that is not specifically mentioned in the act of 
last year, and would you explain for the committee and for the record 
why you believe that to be necessary ? 

Mr. Russety. The Wherry owner presently is owner by reason of 
his ownership of stock in a corporation which has been formed and 
Public Law 1020 contemplates that the Wherry owner is to be re- 
placed by the military department. The only way that the Govern- 
aie could take over the Wherry owner position would be that — 
take over what we own the way we own it. There are other ramific: 
tions. 

There is a mortgagee position which continues and would need to 
continue unchanged unless the Government were to incur the im- 
mediate payment of the mortgage. At the present time the mortgagee 
enjoys certain privileges by reason of the continuance of the corpora- 
tion. He has the alternatives of seeing the property used before he 
finally has to, in the event of a default, resort to taking 20-year Gov- 
ernment debentures that would be issued. 

The FHA position has been important in this Wherry housing, and 
the FHA position, I should expect, would need to continue unchanged. 
They need their ownership of stock in a corporation in order to con- 
tinue their position as insurer. 

Mr. Rains. They would still continue even though it was acquired 
by the military to msure the mortgage ¢ 

Mr. Russe... But their position is made effective only by owner- 
ship of a certain class of preferred stock. 

Mr. Rains. That is basic in the FHA operation in any of them. 

Mr. Rousset. Yes. 

The Department of Defense instructions do provide that the acquisi- 
tion may be made either in the form of corporation’s stock or that 
the mortgage property by itself would be taken. That leaves them 
in a position where they have made no provision by that alone for 
the not mortgaged but related property, that they have no provision 
made for continuance of FHA’s position. FHA still would be guar- 
antor of the mortgage perhaps if there is some trick way of continuing 
their insuring position. 
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But it would be without the operating responsibility which they 
have through the medium of stock, sarticularly, it should be pointed 
out, that Capehart housing is provided by the medium of a cor pora- 
tion. The Government takes over after ‘completion by the stock of 
the corporation being transferred from the successful bidder and 
builder to the Government. 

Mr. Ratns. That is correct. 

Mr. Russell, I don’t think there is the least bit of sentiment—if 
there is, I haven’t been able to find it among the members of this 
committee—to remove any mandatory provisions with reference to 
the acquiring of Wherry housing if there is to be some title VIII 
housing built to oppose it. We are interested in seeing not only that 
Wherry owners are protected fairly and equitably, but we are inter- 
ested also in seeing that the Government not be the insurer on certain 
mortgages, that if you built military housing recklessly would cer- 
tainly bring them into default. 

So do you think it would be well for the committee to write some 
very strong direction in its report which we finally bring out on this 
bill as to what the committee's intent and desire is with reference to 
the performance needed in the acquisition of this by the military? 

Mr. Russet. I think that Public Law 1020 is very clear and ade- 
quate on this. However, I think that such action taken in the report 
might prove helpful to some of the thinking which seems to continue 
to prevail and perhaps it will discourage some of the efforts to either 
delay or endeavor to develop some legislative change. 

Mr. Rarns. I share your opinion. In fact, I think this committee 
would be interested in putting a little spur into the military depart- 
ment and getting some action on that phase of it because it is the law, 
and it ought to be carried out. 

Gentlemen, any questions? 

Mr. Tatie. Mr. Chairman, I will forego interrogation, but I want 
to say to you, Mr. Russell, that your statement is a lucid one, that 
you have told your story in a brief and clear manner. 

Mr. Russey. Thank you. 

Mr. Rarys. Any questions? 

Mr. Wipnat. Mr. Chairman. 

Mr. Russet. I think we are all shocked by the fact that the military 
hasn’t proceeded expeditiously to do what the Congress has given 
them the opportunity to do, and actually instructed them to do, and 
I am sure Mr. Rains has expressed the wishes of this committee and 
many Members of the House as to their future cource of action. 

Now, on the first page of your testimony you stated that at sub- 

stantial expense to the Government some of the military departments 
wre having independent appraisals made, without first ascertaining 
whether acquisition can be accomplished at the formula price. 

Do you believe that appraisals should be made by the military serv- 
ice prior to entering into negotiat ions ? 

Mr. Russetx. | have read the t testimony of the Secretary of Defense, 
or the representative “ the Secretary of Defense, who appeared here 
before you on March 4. His statement says, and perhaps I should 
refer specifically to the wording, on the bottom of page 8— 

We have continued to revise policies and improve means for expediting the 
acquisition program. For example, it has been concluded that it is within the 
intent of the legislation for the military to pay the formula price without at- 
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tempting to negotiate some substantially lower figure. This removes the need 
for independent appraisals and, accordingly, simplifies the work of acquiring 
each project. 

Last year there was testimony by some Senators and the Department 
of Defense official position was that because Wherry involves a 75- year 
operating agreement which would have to be. ralued, plus the leasehold 
improvements such as land, buildings, equipment, and so. forth, that it 
was not feasible to develop useful appraisals and for this reason they 
were advocating some type of formula which you people had before 
you, and which after due deliberation you ena d to this by de- 
velo yping a workable formula. 

So if it is established by previous position and reconfirmed by the 
current expression of policy of the Department of Defense that ap- 
praisals are not of any use in this subject, it has to follow that any 
money which is being spent for appraisals before efforts are made to 
acquire by negotiation is simply a substantial waste of Government 
inoney, and, in 1 addition, comes under the he: ding of another delay. 

Mr. Wipnauu. Well, Mr. Russell, do you have : any direct evidence 
that that has been done? 

Mr. Russeiu. I understand from conversations as recent as yester- 
day with FHA that the Army has employed an appraisal firm who are 
proceeding with appraisals of some or all of their Wherry projects. 

I also understand that the Nav y has hired an appraisal firm to do 
this job for them, too, nationally. I was told personally by one of the 
military departments that they were going to receive all of their 

appraisals for all of their properties before the vy were going to start 
any effort to acquire them. 

Mr. Wipnau. They indicated to you they wouldn’t acquire any 
project unti Ithey hi id appraisals of all projects; is that correct ? 

Mr. Russexvi. Yes. However, I think that this is a sort of fluid 
position that may change from day today. Sol don’ t mean to say that 
this would not be followed after I was told 2 or 3 weeks ago by 
some who thought that they might acquire 1 or 2 projects. However, 
to the best of my knowledge and belief, there is no appreciable change 
in this plan. 

I might also point out that this perhaps illustrates that the Depart- 
ment of Defense has passed down an indecisive policy and that there 
are ag many different procedures or attitudes toward acquisition as 
there are military departments. The Department of Defense appar- 
ently must not be aware and is not exercising policy influence over the 
military departments to an extent that would have them endeavori ing 
to acquire by negotiation before they go to the expense of having ap- 
praisals. The Department of Defense judges that appraisals are 
unnecessary. 

Mr. Wipnatu. Do you have any indication as to whether the ap- 
praisals which are now being made are on projects that might be in 
conflict with existing Capehart contracts? 

Mr. Russet. My ciermation | is they are appraising all projects 
whether there is Capehart programed at those locations or not. 

Mr. Wipnati. One more question: On the second page of your 
testimony you said some of the military departments seem to think of 
exaggerating the physical depreciation reduction in order to generate 
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a discount in the price for the benefit of the Government. 

Of course, such thinking will cause delay, will impose a hardship on 
Wherry owners, will cause extra expense to the Government, and will 
operate to defeat acquisition by negotiation. 

Will you tell me why depreciation should not be deducted from the 

value of any such project ? 

Mr. Russett. When the Public Law 1020 endeavored to establish a 
formula, recognizing that one would be needed in order to make for 
simple and appropriate acquisition, this very committee, I believe, 
decided that the way to proceed would be to take the existing FHA 
estimate of total cost as of the time of mortgage endorsement as a 
starting point. By doing so, they would be taking the cost estimate 
as of 5 years ago, for a 5-year-old project, and it was recognized that 
that cost is so substantially below today’s cost that the difference in 
cost increases is greater than any wear and tear or depreciation so a 
cost figure of 5 years ago more than provides for depreciation. 

So depreci jation or wear and tear or aging is taken care of by the 
fact that we start at the cost which was applicable to the project as of 
5 years ago. This is more than ample provision for the depreciation. 
However, it was recognized that there could be some measure of main- 
tenance neglect in an instance, and to provide for this the law said that 
there will be a deduction for physical depreciation, to the extent of 
that neglect which shall be determined and agreed upon, there will be a 
deduction from the 5- vear-old cost estimate, and this figure then is to 
he further reduced by the outstanding mortgage balance as of the date 
of negotiation. . ; 

This gives you a price which in some instances might be accepta- 
ble to an owner. In all instances it probably would be less than 
the true value, for it is deliberately ae conservatively so set, and if 
the owner is too dissatisfied with it, the negotiation then must end 
unsuccessfully: and then all ‘atianee is placed upon condemnation 
procedure. which is the only competent procedure which is capa- 
ble of considering all of the factors that would be involved. 

Condemnation procedure would take into consideration today’s 
cost less ordinary depreciation allowance for the wear and tear for 5 
years. 

Mr. Rarns. I might say to the gentleman from New Jersey, if he 
would allow an interruption, that last year when we had this 
before the committee that we had great difficulty, as you will re- 
member, over this very particular formula that you are talking about ; 
and by kind of an impromptu agreement the gentleman from Michi- 
gan, who at that time sat here in Dr. Talle’s seat, and myself spent 
a lot of effort in trying to work out this formula, and you have done 
a very good job of explaining it, Mr. Russell. 

Mr. Wipnatt. Mr. Chairman, I thought it important to bring that 
out, that in the existing law there is the opportunity to take into 
consideration depreciation where there has been physical neglect of the 
property. 

Mr. Rarns. T think it isa very fair formula. 

Mr. Tarte. What it amounts to is that depreciation in purchasing 
power cancels out depreciation on the building. 
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Mr. Russeiu. Yes, sir. You start with a figure that already has 
provided for depreciation in the case of the formula. 

Mr. Wipnatt. We already have the Defense Department coming 
in and asking for an increase in the unit price that they are permitted 
to spend on Capeharts because of increases in cost. 

Mr. Russet. Yes, it is recognized, and cost indexes confirm, that 
the rate of cost increase is considerable during these past several 
years, and, of course, it is a rate above the accepted rates of 
depreciation. 

Mr. Wionati. That is all. Thank you. 

Mr. Rats. Any further questions! Mr. Betts? 

Mr. Betts. I have no questions. 

Mr. Rains. That is a very good statement, Mr. Russell, and we 
are aware of what you are talking about, and this committee will do 
our best to help you get some action. 

Mr. Russevi. Thank you very much. 

Mr. Rains. Thank you for appearing. 

The committee will stand in recess until 2 o'clock at which time 
we will hear from the real-estate boards, 

(Whereupon, at 12:25 p. m., a recess was taken until 2 p. m. of 
the same day. ) 

AFTERNOON SESSION 


Mr. Rains. The committee will be in order. 

Before we call the witness, I would like to place in the record a 
statement prepared by Housing and Home Finance Agency, entitled 
“Minimum Downpayments for One-Family Owner Occupancy 
Mortgagors Based on Alternative Mortgage Formulas Assuming 
Sale Price Equal to FHA Value.” 

I want to thank the Agency for getting this data up for us because 
it is rather complicated and required a great deal of work, and I 
think it will be helpful to the committee in its deliberations. 
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(The information referred to is as follows: ) 
Minimum downpaymenis for 1-family owner-occupant mortgagors. based on 
atlernative mortgage formulas assuming sale price equal to FHA value 


H. R. 2584 























| Current Administra- |(Teague bill):| H. R. 3602 | 14FHA 
| FHA tion proposal: 98 percent of | (Ayres bill): | statutory 
| statute: 96 percent of | Ist $10,000 of | 98 percent of | down- 
95 percent of Ist $10,000 of | appraised ist $10,000 of | payment: 
| lst $9,000 of | Current VA appraised value; appraised 9744 percent 
appraised regulation: value; 92 percent of value; of Ist $9,000 
Mortgage formula} value; and | 98 percent of | 85 percent of | next $5,000; | 92 percent.of | of appraised 
| 75 percent appraised next $6,000; | 75 percent of | next $5,000; | value; and 
of excess value and 70 per- next $5,000; | and 75 per- | 8714 percent 
value | cent of excess| and 65 per- | cent of excess| of excess 
value | cent of excess value } value 
| | | value 
| | | j 
FHA appraised | | 
valu¢ } 
$9,000: | | | | 
Amount... $450 | $180 | $360 $180 | $180 | 295 
Percent... 5.0 | 2.0 | 4.0 2.0 2.0 | 2.5 
$10,000: | 
Amount. $700 | $200 $400 $200 $200 | $350 
Percent--- 7.0 | 2.0 | 4.0 2.0 2.0 | 3.5 
$11,000: 
Amount. .- $950 | $220 $550 | $280 | $280 $475 
Percent__- 8.6 | 2.0 | 5.0 2.5 | 2.5 | 4.3 
$12,000: | | 
Amount... $1, 200 | $240 | $700 | $360 $360 | $600 
Percent... 10.0 | 2 5.8 3.0 3.0 5.0 
$13,000: | 
Amount... $1, 450 | $260 | $850 | $440 $440 $725 
Percent.- 11.2 | 2.0 | 6.5 3.4 3.4 5.6 
$14,000: | 
Amount. $1, 700 $280 | $1, 000 $520 $520 | $850 
Percent-_- 12.1 | 2.0 7.1 3.7 | 3.7 6.1 
$15,000: 
Amount. .- $1, 950 | $300 | $1, 150 $600 $600 | $975 
Percent... 13.0 2.0 7.7 4.0 4.0 6.5 
$16,000: | 
Amount.- $2, 200 $320 | $1,300 $850 $850 | $1, 100 
Percent... 13.8 2.0 | 8.1 5.3 5.3 | 6.9 
$17,000: | 
Amount... $2, 450 $340 | $1, 600 $1, 100 $1, 100 $1, 225 
Percent__- 14.4 2.0 | 9.4 | 6.5 6.5 | 7,2 
$18,000: | 
Amount... $2, 700 | $360 | $1, 900 $1, 350 $1, 350 | $1, 350 
Percent... 15.0 | 2.0 10.6 | 7.5 7.5 7.5 
$19,000: | | | 
Amount... $2, 950 $380 $2, 200 | $1, 600 $1, 600 | $1, 475 
Percent... 15.5 2.0 | 11.6 8.4 8.4 7.8 
$20,000: | 
Amount. $3, 200 | $400 | $2, 500 $1, 850 | $1, 850 | $1, 600 
Percent. 16.0 | 2.0 12.5 9.2 | 9.2 8.0 
$21,000: | 
Amount. $3, 450 $420 $2, 800 $2, 200 $2, 100 | $1, 725 
Percent-- 16.4 | 2.0 | 13. 3 | 10.5 10.0 | 8.2 
$22,000: 
Amount. $3, 700 $440 $3, 100 | $2, 550 | $2, 350 | $1, 850 
Percent.- 16.8 2.0 | 14.1 11.6 | 10.7 | 8.4 
$23,000 | 
Amount.-.- $3, 950 | $460 | $3, 400 $2, 900 $2, 600 | $1, 975 
Percent. 17.2 | 2.0 14.8 12.6 | 11.3 | 8.6 
$24,000: | 
Amount..-| $4, 200 | $480 $3, 700 $3, 250 | $2, 850 | $2, 100 
Percent. --| 17.5 | 2.0 15.4 | 13.5 11.9 | 8.7 
$25,000: | | | | 
_ noun. | $4, 450 | $500 | $4, 000 $3, 600 $3, 100 $2, 225 
Percent -| 17.8 2.0 16.0 14.4 12.4 8.9 
Mr. Rarns. Our next witness is the National Association of Real 


Estate came headed by Mr. Silas F. Albert, and with him we have 
our friend, Jack Williamson. 

Come around. We want to thank you for waiting until this after- 
noon. We could have heard you this morning, but Congress not 
being in session we thought we would have more time to t: alk 1 with you 
this after noon. 
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Mr. Aupert. Well, we have quite a lengthy program and we appre- 
ciate the additional time. 
Mr. Ratns. We have gone over the program and the members would 
rather ask questions than hear a long one read, and we will put your 
gative statement in the record, and we would like for you to proceed 
with your summary. 


STATEMENTS OF SILAS F. ALBERT AND JOHN C. WILLIAMSON, ON 
BEHALF OF THE NATIONAL ASSOCIATION OF REAL ESTATE 
BOARDS 


Mr. Aupert. I am Silas F. Albert, a member of the realtors’ Wash- 
taton committee of the National Association of Real Estate Boards. 

Iam from Grand Rapids, Mich., where I have been engaged in the real 
estate brokerage, mortgage banking, and home building ‘Industries for 
oo years. 

The National Association of Real Estate Boards consists of ap- 
proximately 60,000 realtors in about 1,240 local real-estate boards rep- 
resenting every State inthe Union. Our association is the largest real- 
estate organization in the United States. 

We appreciate very much this opportunity to present our views with 
respect. to the several] problems confronting the Congress and our in- 
dustry in providing housing for our r: apidly expanding population, 
and at the same time upgrading the standards of housing of the Ameri- 

can people generally. 

1 want to introduce at my right Mr. John C. Williamson, our coun- 
sel. 

Now I have prepared a summary of the statement previously sub- 
mitted to you. Would you like me to go through the summary ¢ 

Mr. Rains. Yes, go through the summary with us, and, of course, 
the other will be included in toto in the record. 

Mr. Avzert. Thank you. 

(The complete statement of Mr. Albert is as follows:) 

STATEMENT OF SiLAs F. ALBERT ON BEHALF OF TITE NATIONAL ASSOCIATION OF 
Rea Estate Boarps 


Mr. Chairman and members of the subcommittee, I am Silas F. Albert. a mem- 
ber of the realtors’ Washington committee of the National Association of Real 
Estate Boards. I am from Grand Rapids, Mich., where I have been engaged in 
the real estate brokerage, mortgage banking, and home building industries for 
35 years. 

The National Association of Real Estate Boards consists of approximately 
60,000 realtors in about 1,240 local real estate boards representing every State 
in the Union. Our association is the largest real estate organization in the 
United States. 

We appreciate very much this opportunity to present our views with respect 
to the several problems confronting the Congress and our industry in providing 
housing for our rapidly expanding population and at the same time upgrading 
the standards of housing of the American people generally. We share with the 
members of this subcommittee our anxiety over the current scarcity of resi- 
dential mortgage money. The search for means to bring about an adequate flow 
of mortgage money, without the periodic and geographical fluctuations which 
not too infrequently plague our industry, has long occupied the attention of the 
National Association of Real Estate Boards. We hope that the views set forth 
in this statement will assist the subcommittee in its deliberations. 

I want to take this opportunity to emphasize that the opinions expressed herein 
are not those of one individual nor those of a small group of persons, but they 
are those of a large cross-section of our more than 60,000 members who are work- 
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ing daily with many economic segments of the public in every section of the 
country, 

We have studied the letter from the chairman to John C. Williamson, director 
of our division of governmental affairs, under date of February 18, 1957, as to 
the scope of these hearings and the various specific subjects which will be in 
order. These we will cover under their appropriate headings. 


MORTGAGE CREDIT 


The subcommittee is of course aware of the several reasons which have been 
advanced for the current scarcity of mortgage money, and we doubt the neces- 
sity for reviewing here diverse arguments as to wherein lies the blame for the 
present dearth of mortgage money. While our industry shares the responsibility 
for providing housing for a wider segment of the American people, we also must 
assume, along with all other citizens, the responsibility for insuring that this 
specitic objective is accomplished within the area of a healthy economy. While 
we seek an increase in the flow of money into our segment of the economy, we 
also wish to avoid any stimulant which might generate a dangerous economic 
trend as its direct consequence. Also, while we seek for this industry a larger 
share of the available supply of money, we would view with grave concern 
any proposal for governmental rationing of credit to accomplish this purpose. 

However, we believe that there are ways to increase the flow of money into 
the housing industry within the framework of a healthy economy. These pro- 
posals have as their underlying premise the improvement of the competitive 
position of the residential mortgage in attracting the savings of the American 
people. Here specifically is what we have in mind. 

Interest rates 

Probably the most important element in weighing the competitive position 
of the market for FHA-insured and VA-guaranteed mortgages is the relationship 
of the maximum permissible interest rates on such loans with the interest rate 
structure in the financial market. 

The crisis in which FHA and VA loans found themselves beginning in mid-1956 
was relieved a little by the December 4, 1956, increase in the FHA interest rate to 
5 percent but aggravated by the subsequent rejection by the House Veterans’ 
Affairs Committee of a proposal to increase the VA rate from 4% to 5 percent. 

The FHA and VA programs have proved the media through which homeowner- 
ship has come to a wider segment of the American people than otherwise would 
have been possible. We believe that the objectives of these two programs are 
circumvented by freezing the rates at levels which do not attract the savings of 
our people. A submarket interest rate gives rise to the discount as a yield 
balancing factor and as discounts increase Government insured and guaranteed 
lonas become less acceptable to the investment market. We sincerely believe 
that the maintenance of an unrealistic interest rate ceiling, whether by admin- 
istrative or legislative control, is symptomatic of a concern for the consumer 
which is self-defeating. 

We urge the subcommittee to consider the enactment of some formula which 
would permit the administrative adjustment, upward or downward, of FHA 
and VA rates in accordance with parallel trends in the money market. Our as- 
sociation proposes such a formula today as we did in 1954 and again in 1956 
before the Banking and Currency Committees of the House and Senate. This 
formula would direct an administrative board, appointed by the President from 
among the heads of Government agencies concerned, to meet from time to time, 
und not less than semiannually, and to make periodic adjustments of the max- 
imum permissible interest rate on FHA and VA loans that will insure an adequate 
flow of mortgage money into these types of Jouns, provided that such rate should 
not exceed by 214 points the average yield, for the 6 months immediately preceding 
such determination, of Government obligations having a remaining maturit) 
of 15 or more years. We want to emphasize that this formula will provide a 
maximum statutory rate and not necessarily the maximum permissible rate. 
A similar formula was recommended by the President’s Advisory Committee on 
Housing Policies and Programs in 1953 and by the administration in 1954. 
Discounts 

I have referred briefly to the problem of discounts, a problem which will be 
solved or at least minimised only by an interest rate structure which is more 
responsive to the market forces. H. R. 3081, introduced by the chairman, would 
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reimpose a control over discounts similar to that contained in the Housing Act 
of 1950 but subsequently repealed by the Congress. We must assume that this 
proposal is motivated by an objective common to all legislation on this subject, 
and that is to assure a more adequate flow of mortgage money into the FHA and 
VA sectors of the market. It is difficult to comprehend how this control over 
discounts could result in anything but a drying up of what little funds would 
otherwise be available in many areas for FHA and VA financing. Control over 
discounts compounds rather than resolves the problem generated by insistence ou 
an interest rate which is not responsive to the influences of the market. Such 
control is as unrealistic and impractical as a requirement that long-term Govern- 
ment bonds could not be discounted regardless of the situation in the general 
money market. We strongly urge that the subcommittee reject such control 
over discounts as contemplated by section 4 of H. R. 3081. 


USE OF NSLI FUNDS TO PURCHASE VA-GUARANTEED LOANS 


H. R. 3081 also would authorize the Secretary of the Treasury to divert $1 
billion of the national service life insurance fund to purchase VA-guaranteed 
loans in areas “where private capital is found by the Secretary to be generally 
nvailable * * * only at excessive discount.” 

The NSLI trust fund is invested in Government obligations. The diverting 
of a portion of this reserve for the purchase of VA-guaranteed home loans would 
require the Treasury to borrow the money to replace the withdrawals for this 
purpose, thereby futher aggavating the management of the public debt which now 
imposes a more than $7 billion per annum interest charge on the American 
people, 

The proposed bill apparently contemplates the purchase of VA home loans 
at a price above the market. This raises the additional question as to whether 
the Secretary of the Treasury, acting in a fiduciary capacity, should use trust 
funds for the purchase of mortgages at prices above market value. 

We are pleased to note that the House Veterans’ Affairs Committee on Febru- 
ary 20, 1957, rejected a similar proposal for the use of NSLI funds. We 
strongly urge the subcommittee not to include such a proposal in the housing 
legislation which is now taking shape. 


FEDERAL NATIONAL MORTGAGE ASSOCTATION 


Secondary market operations 

Tnerease in borrowing authority—The scarcity of mortgage money during the 
past 9 months for FUHA-insured and VA-guaranteed mortgages has placed a 
great burden on I} NMA’s secondary market operations, aud has more than justi- 
fied the actions of the Congress in 1954 in revising the agency’s charter so that 
it might truly function as a secondary market for these mortgages. 

The FNMA Charter Act of 1954 provided a capital structure of $92.8 million 
in the form of preferred stock held by the Treasury. In addition, FNMA was 
authorized to issue debentures to the public in an amount not to exceed 10 times 
its capital, surplus, reserves, and undistributed earnings. The initial capitaliza- 
tion, augmented by private capital stock subscriptions of almost $17 million as 
of February 15, 1957, has given the secondary market operations a maximum 
borrowing authority of approximately $1.1 billion. 

The tight mortgage money market has placed a considerable burden on FNMA, 
Its weekly purchases have continued to increase from an average of $14.6 mil- 
lion during the month of October 1956 to $25.5 million for the week ending Febru- 
ary 20, 1957. At the same time, the relative scarcity of mortgage money has 
precluded EF NMA from selling any substantial number of mortgages from its 
portfolio thereby imposing a further burden on its borrowing authority. At 
the present time we understand that NMA has remaining less than $100 million 
of its unobligated resources. 

The Congress is now considering legislation to authorize FNMA to issue 
an additional $50 million in preferred stock to the Treasury which increases 
the agency’s borrowing authority by an additional $500 million. However, this 
is admittedly an interim measure and the Congress should approve an increase 
of at least an additional $100 million in preferred stock to be issued to the Treas- 
ury which woul! give FNMA an additional $1 billion in borrowing authority. 
We believe that this additional borrowing authority will be sufficient to continue 
this secondary market operation at its current level of operations until the end 
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of 1957 by which time we are hopeful that the present tight condition of the 
mortgage market will ease. 

We are particularly desirous of an adequate increase in FNMA’s borrowing 
authority because the recent pressure on FKNMA’s resources has made it neces- 
sary for the agency to husband its dwindling resources by the application of re- 
strictive requirements. On November 23, 1956, FNMA announced that it 
would no longer purchase FHA-insured and VA-guaranteed mortgages which 
were originated more than 4 months prior to their offer for sale to ENMA, thereby 
eliminating from its operation the most essential function of a true secondary 
market. In addition, and having more direct effect on the market for mortgages 
on existing homes, FNMA regional offices have proved more and more selec- 
tive in the types of mortgages which they will purchase. For example, mort- 
gages on homes older than 10 years or having a floor area of less than 950 square 
feet have been rejected for purchase by FNMA as regional offices, sensing the 
nearness of FNMA’s borrowing limit, endeavor to stretch out their limited 
funds. 

At this point we want to emphasize that, in our opinion, it was not the inten- 
tion of the Congress that FNMA gear its operations primarily to the new cor 
struction market. Yet we fear that FNMA’s criteria for determining which 
loans it will purchase do not reflect the congressional intent that the secondary 
market is equally applicable to both new and existing housing. We urze ft! 
subcommittee to include in its report appropriate language underscoring the 
intent of Congress that FNMA’s secondary market facilities are available to 
the existing house market on an equal basis with new construction. 

Should FNMA continue to purchase mortgages at a weekly rate of $25 million, 
there is little doubt that by next September the agency will again be forced to 
husband its resources by reimposing the types of restrictions to which we have 
already referred and which react against the existing house market. Thus, 
an authorization of less than $100 million in preferred stock, while helpful 
in the present emergency, will continue rather than resolve the uncertainties 
which are hindering FNMA in functioning as an effective secondary market. 

We strongly urge the subcommittee to minimize the chances of a recurring 
erisis in FNMA’s operations during the latter part of the year when the Con- 
gress is not in session, by authorizing the issuance of at least an additional 
$100 million in preferred stock which would increase FNMA’s borrowing author- 
ity by an additional $1 billion. The Treasury “backstop” provisions should 
be increased proportionately. 

Mazrimum mortgage limit—We also recommend that the present $15,000 
maximum limit on FHA-insured and VA-guaranteed mortgages be repealed 
and that FNMA impose only such maximums as are applicable to the FHA 
and VA programs. 

FNMA’s secondary market operations are conducted in accordance with sound 
business principles completely void of any Federal subsidy. We fail to note 
any justification for directing its activity to a limited sector of the FHA or 
VA market. It is our opinion that so long as there is authority for the FHA 
and VA to insure or guarantee a mortgage in excess of $15,000 there is no basis 
for limiting FNMA operations to mortgages of this amount or less. 

The subcommittee’s report on the Federal National Mortgage Association 
under date of May 9, 1956, opposes removal of the maximum mortgage limit 
with the reason “that Fannie May’s activities should not be diluted and weak- 
ened by channeling a measure of its support to the higher-income families less 
in need of assistance.” This is a valid reason for a maximum mortgage limit 
under FNMA’s special assistance provisions, but it has no bearing on FNMA’s 
secondary market operations. The secondary market operations do not support 
any market group, and because the funds the agency uses are derived from the 
sale of non-Government-guaranteed and non-tax-exempt debentures to the pub- 
lic, how could its operations “be diluted and weakened” by purchasing an FHA- 
insured mortgage in excess of $15,000? 


Mortgage discount operations 

While we believe that the above recommendations will more materially assist 
FNMA in fulfilling its statutory obiectives, we feel that FNMA will not reach 
its maximum potential in serving as a backstop to private enterprise in the 
leveling out of peaks and valleys in the supply of necessary mortgage credit 
until its present limited mortgage warehousing procedure is substantially 
modified. 
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Just as the Federal Reserve System has provided stability in the field of 
commercial banking and the Federal Home Loan Bank System has assisted 
institutions such as savings and loan associations, savings banks, and insur- 
ance companies in discharging their public responsibilities, we feel that a mort- 
gage discount operation in FNMA is essential to insuring a continuous and 
adequate supply of FHA and VA mortgage financing to meet the housing needs 
of the American people. 

Such an operation could and should be established within the framework 
of FNMA, in such a way as to preclude competition with private sources of 
home-mortgage funds, and with the further advantage of accelerating the praise- 
worthy objective of ultimate private ownership of FNMA. 

The present FNMA warehousing arrangement is providing a source of standby 
commitments and interim financing for a very limited section of the country, 
in that more than 40 percent of its activity is confined to 3 States, i. e., California, 
Michigan, and Texas, 

We commend to your favorable consideration a plan whereby FNMA would be 
empowered to make temporary loans to mortgage lenders on the security of 
any FHA-insured or VA-guaranteed loan, subject to the following conditions: 

(1) Only those lenders subscribing to a minimum of $5,000 in FNMA capital 
stock would be eligible to “warehouse” (or discount) FHA or VA mortgages 
with FNMA. 

(2) The maximum dollar amount of warehouse capacity would be restricted 
to 40 times the dollar amount of capital stock held by the lender. 

(3) The lender would be required to purchase additional FNMA capital stock 
to the extent of 1 percent of the principal balance of each mortgage tendered 
security for a loan, and such 1 percent capital stock would be nonrefundable 
and could not be reused as a base for future transactions upon repayment of 
the loan. 

(4) The maximum amount which any lender might borrow on the security of 
any mortgage offered would be limited to 95 percent of the unpaid principal bal- 
ance due on the mortgage. 

(5) The interest rate on the borrowing from FNMA would be the rate of 
interest on the FHA or VA mortgage offered as security. 

(6) Upon repayment of the borrowing, the lender would pay to FNMA the bal- 
ance due on his borrowing, less any payments on account of principal, plus 
accumulated interest to the date of payoff. 

(7) Each borrowing from FNMA would be subject to full recourses, and a 
lender's failure to refund any borrowing at the expiration of a 12-month term 
would result in transfer of the security to FNMA. 

Here is how the plan would work: 

The ABC Mortgage Co., an established lender, is active in the origination of 
FHA and VA loans in its own area of operation. Its private warehouse facilities 
are suddenly curtailed or cut off because of a temporary shortage of funds 
brought about by abnormal demand in the capital market. 

ABC eould purchase $5,000 worth of FNMA capital stock and thereby obtain a 
$200,000 line of credit for the warehousing of FHA and VA loans. ABC closes 
with its own funds a $10,000 GI mortgage and delivers the title papers and 
accompanying exhibits to FNMA, together with ABC’s check for $100 (1 percent) 
for purchase of additional capital stock. FNMA would credit the ABC account 
with not to exceed $9,500. Within the 12-month warehousing period ABC finds 
a permanent investor for the GI loan at an acceptable price, obtains the return 
of the mortgage papers for delivery to the permanent investor upon the execution 
of a trust receipt. The permanent investor pays ABC for the loan, and ABC 
discharges its obligation to FNMA by refunding the $9,500 borrowing less any 
payments previously made on account of principal, with accumulated interest at 
the rate then in effect on such loans. 

ABC would retain the original $5,000 in capital stock and the $100 in additional 
capital stock and would have a continuing line of $200,000 in mortgage ware- 
housing credit. ABC could, of course, purchase more than $5,000 in capital stock 
and thereby increase its line of credit by 40 times the value of each share 
purchased. 

We are confident that this proposal would accomplish the twofold objective of 
insuring an even flow of home mortgage funds without cost to the taxpayers 
and providing a medium for the orderly and expeditious transfer of all FNMA 
stock to private owners in less time than would be required under the present 
FNMA plan of operations. 
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Special assistance 


In 1954 the National Association of Real Estate Boards endorsed the proposal 
subsequently enacted into law which provided for a special assistance operation 
within the framework of the Federal National Mortgage Association, which 
operation would be separate and distinct from its secondary market functions. 

We reiterate our endorsement of such special assistance operation because 
we believe initial assistance to such programs as section 213 (cooperatives), 
section 220 (urban renewal), and section 221 (relocation) outweigh the funda- 
mental disadvantage of using Treasury money to support these types of mort- 
gages new to the market. Because this special assistance operation should be 
one of assistance to such programs until the marketability of their obligations 
is established, we believe that such mortgages should be purchased at a price 
not less than 99. 

The important urban renewal sections 220 and 221 programs are just getting 
underway and we recommend that adequate funds be made available under 
FNMA’s special assistance provisions to assist these programs. We believe 
that an additional $200 million to FNMA’s present special assistance authoriza- 
tion would be adequate for this purpose, and we recommend such provision in 
the housing bill to be reported by this subcommittee. 

However, we strongly urge the subcommittee to avoid extending the use of 
FNMA’s special assistance operations to the normal FHA section 2083 and VA 
section 501 operations because of the current—and, we believe, temporary— 
tight market conditions. The emergency confronting the FHA and VA sectors 
of the market stem from the poor competitive position of these programs in a 
higher interest rate market. The use of vast sums of Treasury money to supply 
this deficiency will necessitate an increase in Treasury borrowings thereby 
further aggravating the money market and building up additional pressures 
against an already straining interest rate structure. 

We respectfully suggest that having found the cause of the scarcity of FHA 
and VA money, we proceed to treat the cause rather than provide temporary 
relief through the direct involvement of Treasury financing with its delayed 
but nevertheless harmful effects on the national economy. 


VOLUNTARY HOME MORTGAGE CREDIT PROGRAM 


We strongly urge an extension of the voluntary home mortgage credit program 
for an additional 3 years beyond its present June 30, 1957, termination date. 
The success of the FHA mortgage insurance system as well as the veterans’ 
home loan program in the final analysis must be measured by the extent of 
participation of private enterprise. The magnitude of Government expenditures 
and the public debt should preclude any possibility that Congress will make 
enough funds available to substitute direct loans for the present system of insur- 
ing or guaranteeing private loans. We believe, therefore, that any role of 
Government which encourages private enterprise, without subsidy, to fulfill its 
objectives should be nurtured and encouraged. The Voluntary Home Mortguge 
Credit Program represents almost the ideal in Government-private enterprise co- 
operation. It has succeeded in bringing about the participation of private enter- 
prise in areas where such participation had been almost nonexistent. It has 
brought about a reevaluation of the investment policies of many institutional! 
investors—a result which may have far-reaching effects in correcting the zeo 
graphical maldistribution of money for home mortgage purposes. By the end 
of 1956 the Voluntary Home Mortgage Credit Program had succeeded in placing 
5,480 loans insured by FHA and 22,035 loans for veterans who otherwise would 
have had to resort to direct loans from appropriated money or, in those non 
eligible areas, abandon their home purchase plans. 

The National Association of Real Estate Boards at its recent convention 
applauded the contribution the voluntary home mortgage credit program has 
made in the public interest to the cause of homeownership, and adopted a resolu- 
tion urging the Congress to extend the program for an additional 3 years. 

Of course, we appreciate that the threatened accelerated termination of the 
veterans’ home loan program because of the low maximum interest rate may 
make somewhat academic the question of extending this worthy Voluntary Home 
Mortgage Credit Program. However, we find it difficult to reconcile ourselves to 
the view that the Congress desires to terminate the veterans’ program which 
for almost 5 million Korean veterans would not otherwise end until 1965. We 
urge the subcommittee to share our optimism on this point in its approach to an 
extension of the voluntary home mortgage credit program. 
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FEDERAL HOUSING ADMINISTRATION 


We strongly endorse section 2 of the bill H. R. 5611 which would provide for a 
broad liberalization of the FHA ratios of loan to value on 1- to 4-family houses. 
The new maximum ratios of loan to value would be 96 percent of the first $10,000 
of appraised value, 85 percent of the next $6,000 of appraised value, and 70 percent 
of the value in excess of $16,000. These new ratios would apply to both new and 
existing construction except that, where the house was not built under FHA 
inspection and is less than 1 year old, the above 96 percent of loan to value on the 
tirst $10,000 of appraised value would be reduced to 90 percent. 

We believe that the recommended changes merit favorable consideration by the 
Congress particularly at this time when we are approaching the end of at least 
the World War II phase of the veterans’ home loan program. The veterans’ pro- 
gram has left an indelible stamp on the Nation’s approach to home financing. It 
may be said that the veterans’ program has blazed a path through which the FHA 
may now proceed to a greater fulfillment of its original objective of bringing the 
opportunities of homeownership to a wider segment of American families. The 
success of the VA program in bringing homeownership to almost 5 million 
veterans has put to rest for all time the question as to whether it is economically 
feasible and socially desirable for a family to undertake homeownership with 
little equity. 

We believe that the proposed changes in the FHA program will bring home- 
ownership within the reach of a wider segment of the American people and at the 
same time preserve the economic soundness of the mutual mortgage insurance 
system. We are attaching to this statement a table comparing the proposed 
changes with existing loan-to-value ratios. 

We also urge that the maximum insurable mortgage for single-family homes 
be increased from its present $20,000 to $25,000. When one considers the 
increase in housing costs since 1934, when a $16,000 limit prevailed, an increase 
to $25,000 is amply justified. We also recommend that the maximum mortgage 
for a 2-family home be increased to $27,500, to $30,000 for a 3-family residence, 
and $35,000 (the present maximum) for a 4-family residence. 

‘ve also recoluinend the subcommittee’s approval of section 10 which permits 
FHA debentures to include reasonable payments nade by the mortgagee, with 
the approval of the Commissioner, for the purpose of protecting properties 
from the initiation of foreclosure proceedings to the transfer of title to the 
Commissioner. 

Our recommendation with respect to changes in the FHA multifamily pro- 
grams are influenced by our concern for the growing need for rental housing, 
particularly in the large urban communities—-a neel we regret is not being 
fully met for several reasons. We were heartened to note from the excelleut 
report of this subcommittee last year that we are not alone in our analysis of 
the reasons for the dearth of rental housing. In the words of the subeommittee 
report, “The nub of the problem facing most cities and the FHA seems to be the 
difficulty in attracting risk capital into multifamily rental housing investment.” 
A partial explanation of this problem may be found in our tax laws, which 
inhibit the investment of equity capital by spreading its return over a long 
period of time at a relatively low yield. 

Last year the Congress approved 2 amendments, increasing the ratio of loan 
to value on section 207 to $0 percent, and providing for a 10 percent builders’ 
profit. However, we believe that Congress would be striking at the greatest 
deterrent to the construction of rental housing by ameliorating the present anti 
mortgaging-out provision. 

The present anti-mortgaging-out provision should be amended to require that 
only the excess of the mortgage over the actual certified costs be remitted to 
the mortgagee. This is similar to the anti-mortgaging-out provision which was 
applicable to Wherry and defense housing prior to 1954. That year, as a result 
of the 6OS investigations, the law was amended to require the remission of 
the excess of the mortgage over the approved percentage of actual costs. 

This proposed amendment would still preclude the possibility of windfalls, but 
would permit an efficient builder to obtain a mortgage sufficient to cover a 
larger percentage of his construction costs. In the words of the Rains sub- 
committee report of last year on multifamily housing, this recommendation 
“would seem to have considerable merit as a device for attracting the participa- 
tion in the section 220 program of the more efficient and experienced builder.” 
While this subcommittee had only the section 220 program in mind, we believe 
that the statement is equally applicable to sectien 207. 
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WAIVER OF WORKABLE PROGRAM REQUIREMENT FOR SMALL COMMUNITIES 


The President’s budget message proposed that small communities be 
exempted from the requirement that they have an approved workable program 
for the prevention of slums and blight as a prerequisite to approval of a publie 
housing project. However, the workable program would continue to be a pre- 
requisite for small communities desiring (1) use of FHA section 220 rehabilita- 
tion mortgage insurance, (2) use of FHA section 221 relocation housing insurance, 
(3) urban renewal planning loans and grants, and (4) Federal capital grants for 
redevelopment, 

We strongly recommend against approval of this provision. We concur in the 
views expressed by the Housing and Home Finance Agency in its November 1956 
pamphlet, Workable Programs for Small Communities and Rural Nonfarm 
Areas: 

“It is evident that such a local program is desperately needed by virtually every 
community in the country, whether Federal aid is sought or not. It is equally 
evident that there is no justification for Federal aid of the types enumerated 
above (public housing, etc.) unless the community requesting the aid has insti- 
tuted such a program and is making an earnest effort to carry it out.” 

Since the workable program requirement was enacted, and as of February 26, 
156 communities in the continental United States had qualified and of these 78 
communities have a population of less than 25,000, of which number 17 are in 
communities with a population of less than 2,500. For example, in Georgia, 9 of 
its 23 then approved workable programs were in communities with populations 
of 2,500 or less: Alabama had 21 workable programs, with 5 of them approved 
for communities of 2,500 or less. Obviously, the requirement has not imposed an 
unreasonable burden on these communities. 

The President’s budget message states: “Since the benefits to be obtained 
in small communities from this requirement do not justify the burdens and 
expense involved, such communities should be exempted from it.” However, we 
find it difficult to reconcile this view with the fact that the Bureau of Census 
in 1950 reported that of the 11.7 million substandard nonfarm housing units 
in the United States, more than 5 million were located in communities having 
a population of 2,500 or less. A slum dwelling or an otherwise adverse environ- 
mental influence in a community does not have a less deleterious effect on the 
citizens of a small community than on a large community. As our population 
increases at a rate of more than 3 million persons a year, we must expect small 
communities to become larger and conditions of blight, unless averted by posi- 
tive action, to increase proportionately. It is difficult to reconcile the request 
of a small community for public housing, ostensibly to rehouse former occupants 
of substandard housing, without a concurrent desire to rid itself of the conditions 
which led to the request for public housing. 

The recommendation is most unreasonable when viewed in the light of FHA 
section 221. Here is a program designed to provide homeownership for low- 
income families displaced by governmental action. Yet, in order for a com- 
munity to provide this unsubsidized device for bringing homeownership to 
low-income families, it must have a workable program for the prevention of 
slums and blight. Obviously, a community that does not want to assume local 
responsibility for eliminating adverse environmental influences will find it 
easier to request public housing to meet its problem rather than FHA section 
221. Certainly the Congress ought not to lend itself to the encouragement of 
such a paradoxical situation. 

We strongly urge, therefore, that the subcommittee reject this proposal and 
continue the workable program requirement for all communities desiring any 
sind of Federal financial assistance for urban renewal. 


CODE ENFORCEMENT—AN ESSENTIAL PREREQUISITE FOR EFFECTIVE URBAN RENEWAL 


In addition to retaining the workable program requirement for all communi- 
ties desiring Federal financial assistance, the Congress should proceed one step 
further and make the workable program a meaningful one. By so doing the 
Congress could cure the unfortunate dual standard of eligibility for Federal 
cooperation which appears to have crept into the procedure for processing 
workable program submissions. I will explain: 

When a city secures approval of its workable program, even if it contains 
only the commitment for future action in enforcement of health and safety 
standards for housing, the city is at once eligible for advances to launch programs 
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of complete urban redevelopment. These programs contemplate the acquisition, 
at public expense, of entire areas for clearance and resale of the land for rede- 
velopment, possibly at considerably less than the acquistion cost. This is a 
process which has only a limited potential in dealing with our vast areas of 
urban deterioration and neglect, although we recognize it may be justified in 
extreme cases. 

On the other hand, approval of a workable program with only the promise 
of future action on housing code enforcement does not qualify the community for 
FHA section 220 rehabilitation mortgage insurance. Rehabilitation under sec- 
tion 220 can probably cure a square mile of urban neglect and deterioration for 
every acre that can be dealt with by complete redevelopment. The reason for 
this is that FHA, quite reasonably, is not undertaking to insure long-term mort- 
gages in a deteriorated or deteriorating city area if local government is not 
enforcing adequate codes to guarantee that at least a minimum standard of ade- 
quacy will be maintained in the surrounding area. Thus, a line of least resist- 
ance is established, diverting attention and action away from a far-reaching 
conservation process, by private individuals, with private funds instead of in- 
creased reliance on Federal funds and grants. 

If a prime purpose of the urban renewal program is, as we believe, to provide 
a maximum incentive to cities for applying adequate housing standards, then 
we suggest that approval of the workable program should be contingent upon 
the same requirements as to housing code enforcement that are applied with 
respect to section 220 rehabilitation mortgage insurance. This is the intent of 
the amendment we offer for the subcommittee’s consideration. It would amend 
section 101 (c) of the 1949 act by making Federal financial assistance under 
title I contingent upon a workable program which shall include but not be 
limited to minimum health, safety, and sanitary housing standards sufficient to 
meet the requirements of section 220 of the National Housing Act as determined 
by the Federal Housing Administration. 

This concludes our prepared testimony, and we wish to thank you for the 
opportunity of appearing before you and presenting our views. 


Proposed FHA maximum mortgage amounts for owner-occupant mortgagors on 
one- to four-family properties 


Existing law ! 


Existing con- 

Proposed con- | struction com- 
FHA appraised value struction and pleted less H.R 

existing con- than 1 year 

struction com- and not ap- 

pleted more proved prior 

than 1 year to beginning 

of construction 

“ymget 
$7, 600 | $7, 200 $7, 680 
8, 550 8, 100 | , 640 
8, 650 , 600 
| 9, 350 0, 450 
ik , 300 
$13,000........ mained ‘ baw 11, 200 19, 800 12,150 
$14,000 ET TE ETE ; 12, 000 11, 500 | 3, 000 
$15,000 < 12, 700 12, 300 | 3, 850 
$16,000 2a 13, 400 | 13, 000 | 14, 700 
14, 200 | 3,700 | 15, 400 
| 


10, 500 10, 100 





14, 900 14, 400 16, 100 
- | 15, 600 15, 200 16, 800 
$20,000__....- oe oe idee anes de oe 16, 400 15, 900 17, 500 





1 Under existing law, the ratio of loan to value on properties which f 1LA values at $9,000 or less is 95 per- 
cent unless the property is less than 1 year old and was not approved for mortgage insurance prior to be- 
ginning of construction, in which case ratio of loan to value is 9) percent. On properties valued in excess 
of $9,000 maximum mortgage amounts are based on 93 percent of the first $9,000 of value and 73 percent 
of value in excess of $9,000 on both new and existing construction except where the house is less than 1 year 
old and was not approved for mortgage insurance prior to construction, in which case the ratios are 88 per- 
cent and 73 percent. 

2? Maximum mortgage amounts under the proposed change are based on 96 percent of the first $10,000 of 
value; 85 percent of the next $6,000 of value; and 70 percent of value in excess of $16,000. HI. R. 5611 does not 
distinguish between new and existing construction except that for dwellings less than 1 year old and not 
approved by FHA prior to construction the ratio of loan to value on the first $10,000 of appraised value 
would be 90 percent, 
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Mr. Auserr. We start out in our summary with mortgage credit 
and interest rates, the scarcity of mortgage money in the F "HA and 
VA sectors of the market is attributs ible to the lac k of flexibility in 
these rates. The Congress should approve a formula which would 
provide for administrative determination from time to time of these 
rates so that the rates will reflect the market. 

A suggested ceiling for such rates is 244 points plus the average 
vield for the previous 6 months of Gover nment obligations having al 
remaining maturity of 15 years or more. The Congress should avoid 
any attempt to impose statutory restrictions on discounts as such 
restrictions would dry up mortgage money in many parts of the 
country. 

National service life insurance fund: The National Association of 
Real Estate Boards opposes using any part of these trust funds to 
buy VA guaranteed mortgages. This money is not in being and the 
Treasury would have to go into an already tight market to borrow. 
Also Government trust funds should be invested in Government obli- 
gations, and should not be used to purchase any mortgages above their 
market price. 

Federal National Mortgage Association secondary market oper- 
ations: The National Association of Real Estate Boards recommends 
that Fannie May be authorized to issue an additional $100 million in 
preferred stock to the Treasury to increase Fannie May’s borrowing 
authority by an additional $1 billion. This is in addition to the $50 
million authorized by House Joint Resolution 209. 

Such an increase will permit Fannie May to continue its operations 
at current high levels until the end of 1! 157, when market conditions 
will very probabl: y be improved. 

Current husbanding of Fannie May’s limited resources has adversely 
affected the existing house market through application of rigid selec- 
tive criteria. Also the maximum mortgage limit of $15,000 should be 
removed. 

Mortgage-discount operations: Fannie May’s operations should be 
modified to include a mortgage-discount fac ‘lity whereby participants 
may borrow on the security of FHA and V A mortgages. Partici- 
pants should subscribe to an initial amount of stock and purchase 
ndditional stock with each loan. All loans would be up to 95 percent 
of the market value of such mortgages, and should be with full recours 
Such an operation is essential to insure a continuous and adequate 
supply of FHA and VA mortgage financing. 

Special assistance: Congress should direct that Fannie May pur- 
chase special-assistance mortgages at not less than 99 in order to make 
meaningful the assistance which these programs require. The National 
Association of Real Estate Boards doubts that the vital urban renewal 
programs will be effective without such special assistance as recom- 
mended therein. Also the Congress should authorize an additional 
$200 million for Fannie May’s special assistance functions. 

Voluntary home-mortgage credit program: This program should 
be extended for an additional 3 years. 

FHA sales housing: The National Association of Real Estate 
Boards endorses Administration-recommended terms of 96 percent 
of the first $10,000 of appraised value, 85 percent of the next $6,000 
of appraised value, and 70 percent of the value in excess of $16,000. 
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These new ratios would apply to both new and existing construction 
except that where the house was not built under FHA inspection, and 
is Jess than 1 year old, the above 96-percent ratio of loan to value on 
the first $10,000 of appraised value should be reduced to 90 percent. 

It is also recommended that the maximum insurable mortgage for 
single-family homes be increased from its present $20,000 to $2 25,000. 
When one considers the increase in housing costs since 1934, when a 
*16,000 limit prevailed, an increase to $25,000 is amply justified. 

The National Association of Real Estate Boards also recommends 
that the maximum mortgage for a two-family home be increased from 
827,500 to $30,000 for a three-family residence, and that the present 
*35,000 maximum for a four-family residence be retained. 

FHA rental housing: The present antimortgaging out provision 
should be changed to require that only the excess of the mortgage on 
multifamily housing over the actual certified cost be remitted to the 
mortgagee instead of the present excess of the mortgage over the 
approved percentage of actual cost. 

This proposed amendment would still preclude the possibility of 
windfalls. 

Workable program: The workable program as a prerequisite for 
public housing in small communities should be retained. It is difficult 
to reconcile a waiver of the workable program requirement with the 
fact that the Census Bureau in 1950 reported that of the 11.7 million 
substandard nonfarm housing units in the United States more than 
5 million were located in communities having a population of 2,500 
or less. 

Urban renewal: The Congress should make the workable program 
x meaningful one by insisting that such approved program include 

ppropriate minimum health, safety, and sanitary housing standards 
wfc ient to meet the requirements of section 220. Without. this, 
communities are inclined to establish a line of least resistance and 
become eligible for advances, loans, and grants, for complete urban 
deve lopment, only on the basis of a commitment for future action. It 
is paradoxical to insist on one standard of community responsibility 
for section 220 and a less meaningful one for costly urban rede- 
velopment. 

Mr. Rains. Thank you, Mr. Albert. 

Down in the paragraph on Fannie May on the first page, the next 
statement, that current husbanding of Fannie May’s limited resources 
has adversely affected the existing house market through application 
of rigid selective criteria. Just what you have reference to is, because 
of the heavy pressures on Fannie May’s OF resources prior to the 
time that Congress came into session this year, that Fannie May tried 
to spread out more or less the funds they did heen ? That is what you 
have reference to, isn’t it / 

Mr. Arsertr. That is correct. 

Mr. Rarns. Of course, that was the idea this committee, the Bank- 
ing and Currency Committee, had in trying to get immediate action so 
they would have some grist to grind on until we could get around to 
doing better than a limited job. 

The Senate, as you know, hasn't acted on that. I don’t know the 


reason for it. I understand they haven't taken action. I wish they 
would. 
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You say in that same paragraph that the maximum mortgage 
limit of $15,000 should be removed. Why ? 

Mr. Auzert. Well, the facility has been set up to help the entire 
housing industry, and I think by putting a $15,000 limit on the amount 
of mortgage loan which Fannie May should buy we are not helping 
the entire industry. 

Mr. Rams. Waitaminute. Of course we are concerned about meee 

g the industry, you know that. I don’t mean this in a wrong way 
but we are more interested i in these people who are in middle- and low- 
income groups getting houses. Is that going to help them get middle- 
income houses, where the pressure for public housing exists, or is it 
going to be for this $25,000 house ? 

Mr. Witiiamson. We ought to distinguish between the secondary 
market and the special assistance provisions. I think there is no 
question but that under the special assistance provisions one should 
channel the money for such programs; section 221 for low-income 
persons, for example. 

But the secondary market operation is supposed to be a sound busi- 
ness proposition with private capital, and we feel if FNMA is going to 
buy an FHA mortgage, and the FHA will insure a mortgage up to 
$20,000, we can’t see why Fannie May in its secondary market. opera- 
tions using private money cannot lend itself to the entire FHA market. 

Mr. Rarns. Well, if that is true, Mr. Williamson, don’t you think 
your recommendation for the special assistance fund is a little on the 
limited side? I believe that is the same as the administration’s pro- 
posal. Don’t you think that is rather limited for the special assistance 
fund if we are to get into the low- and middle-income housing with 
special assistance ? 

Mr. Aveert. I don’t think that the intent is to use a special assist- 
ance fund for other than certain specified programs. I don’t think it 
is intended to use it as a substitute for financing FHA 203 loans or 
VA-guaranteed loans, but for programs that need special assistance. 

Mr. Wiurau1amson. On the basis of performance to date in sections 
220 and 221, we would think that the $200 million would be adequate. 
A year from now we don’t know what the picture would be. 

Mr. Rarns. I might comment, Mr. Williamson, on the basis of per- 
formance to date practically no amount would be ample, because they 
haven’t been doing anything about it. 

Mr. Wrix1aMson. Well, they are getting off the ground. There are 
almost 20,000 units under section 221 that are programed, and they are 
unique programs because of the community responsibi lity that is 
involved, but we have great hopes for both programs. 

Mr. Rains. This committee does, to. We have tried to take 
a very active part in writing it, as a matter of fact, over all of the years, 
but here is a point that has me a little worried. I know there is a 
better market for housing—I am talking about a market, now, because 
they have more money and can be financed, they can make bigger 
downpayments in the twenty to twe nty-five thousand dollar area, gen- 
erally—dollarwise, I am talking about. maybe not in the number of 
units—and if we take the Federal operation and prop up a market 
that is weak, and we channel too much of those funds into the expensive 
type houses instead of hitting the ten and fifteen thousand dollar a 
year bracket with the fellow who wants to borrow to build his own 
house, don’t you think that is a bad division ¢ 
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Mr. WiturAmson. There is one thing wrong with what you said, Mr. 
Rains. The Fannie May secondary market operation is not intended 
to prop up any particular sector of the market. It is not a prop. 

Mr. Rarns. I am not sure about that. If you read the committee 
reports which brought Fannie May into being, we have never quite 
agreed with their idea that all they were supposed to do was just 
drag along behind the market and just be in business. 

We have said they should approach as near as possible to iron out 
the peaks and valleys of the ups and downs of it, but they don’t un- 
derstand that. That was not the intent of Congress when we sat 
down and wrote these committee reports. 

Mr. Avzert. There is another point I don’t think we should lose 
sight of, and that is that Fannie May as now constituted in its sec- 
ondary market operations, is supposed to become a privately owned 
facility and not a Government-operated facility. 

Mr. Rats. That is dreaming. I would like to see that, and I sup- 
ported it, but that is wishful thinking in the era in which we are living 
today, don’t you think, Mr. Albert? 

Mr. Axzerr. I think it might be possible to eventually develop it 
into a privately owned facility on the basis of sound business practice. 
What I mean by that is if we don’t use it for special assistance pro- 
grams, or to work out social problems, or what not, but entirely on the 
basis as a banking operation. 

Mr. Rats. The or iginal concept was entirely away from what you 
say, but in 1954, while. we did what you are now saying, with which I 
agree—that is what I would like to see happen, but the pressure now 
is on us to go back to the old days, which we don’t want to do, I can 
assure you, but I don’t see any likelihood that it is soon to become 
privately owned in as tight a market as we have today. 

Mr. Axzertr. Well, it looks a bit different, of course, right at the 
present, under the tight money situation, but giving the ms utter a long- 
range point of view I think it is within reason that it could become 
a privately owned facility in the secondary market operation. 

Mr. Ratns. Well, of course, I believe in your proposal; you want 
to further increase the Secretary of Treasury’s stock which would 
further delay the thing you are talking about ought to be done, 
wouldn’t it? 

Mr. Arsert. It might have that effect. On the other hand, because 
of the required purchase of Fannie May stock with every transaction 
involved in the secondary market operation, the more the facility is 
used, the faster that stock would be purchased by private individuals, 
and the money used to retire Treasury stock. 

Mr. Ratns. One other question, and then I will have some more 
later after I pass around among the members. 

Do you think Congress ought to permit discounts of, we will s: ay, 

10 points and even more on GI and FHA mortgages where they are 
absolutely riskless ? 

Mr. Apert. I don’t think it ought to be a matter of Congress at- 
tempting to legislate either for or against discounts. There is an easy 
answer to this whole question of discounts, and that is a realistic 
interest rate. 

Mr. Rats. Of course, we hear that all of the time, you know, 
and I can point you to conventional mortgages by the dozens of my 
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own knowledge where what you say is not the answer. They still take 
6 and 8 percent. I know of these myself, in my own area, and they 
are still taking big discounts. 

Don’t you re: ally believe that for the mortgage industry as a whole, 
that it is dangerous business, publiewise—you know we all have to pay 
attention what the public thinks, whether we are in Se business 
or public life—for a system to get around, whether it is true or not, 
publicized as the one is today of high discounts; I mean extremely high 
discounts. 

Mr. Arsert. I don’t think that is the proper approach, Mr. Chair- 
man. I think we shouldn't look at the effect and attempt to cure the 
effect. Let us get down to the basic cause and cure that. 

Mr. Rarys. Lam asking you a straight question : Do you believe that 
any man any time ought to take 15-percent discount on his money ? 

Mr. Arzerr. It depends on the risk involved. 

Mr. Rais. On a VA or FHA guaranteed mortgage where there is 
no risk involved ? 

Mr. Avpert. Again, it is a matter of the supply of money, not al- 
together a matter of risk. 

Mr. Rains. You know, Mr. Albert, I can remember when bankers, 
for instance, fought guaranteed bank deposits because they said it was 
socialism, Government invading business, and yet those same bankers 
sit down there now and say we are glad you did that for us. 

I think if the Congress of the United States doesn’t curb what is 
going on that there is going to be serious trouble in the mortgage busi- 
ness, and that one day you will be facing committees—-I don’t mean 
you, personally, I don't mean these things personally, you  under- 
stand—that one day the industry will be facing serious investigations 
by Congress in which they will be talking about rackets. loan sharks. 
and all the rest. 

So for the benefit of the industry, itself, don’t you think we ought 
to set not a rigid control—I know better than that—not inside a frame- 
work where you can’t operate up or down, I understand that much, 
but to give to the right authority on Government-guaranteed loans 
option to where he can set discounts based on geographical areas, based 
on the quality of the loan, and so forth / 

Mr. Axsert. I think you, yourself, Mr. Chairman, suggested the 
answer to that question in your statement this morning to the effect 
that the rate on VA loans is unrealistic. 

Mr. Rarns. I agree with that. 

Mr. Apert. Now, let us cure the situation that prevails in making 
it unrealistic and all the discussion that we have in respect to the dis 
counts and curbing discounts, and controlling them, and so on, is just 
academic. We a ae to exert any controls. 

Mr. Rains. Well, I can go back to another illustration I remember 
well. I remember a [ was promoting the warranty on GI hous- 
ing after this committee investigated GI housing built by a bunch of 
builders after the war. And there wasa great hue and cry everywhere, 
jerry-built, defective, shoddy housing, and I fought for a long time 
for a l-year warranty. Your industry testified against it. The 
home builders testified against it. The FHA and VA testified against 
it: they said it wouldn’t ‘work. We put it in the law, and I have never 
heard one single complaint since. IT haven’t heard any bad news about 


VA housing. 
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Mr. Wititamson. I want to correct that. We did not oppose it. 

Mr. Rarys. Well, I am glad about that. I accept the correction. 

lI merely say I think maybe you are too fearful of any kind, 
not of Government control, but a reasonable limit set on Gov- 
ernment-guaranteed mortgages, and I would like to have just a little 
support for that because I can feel a lot of hot breath on my neck 
here in the Congress with reference to it. 

Mr. Aunert. Of course, when you speak about the warranty you are 
talking about something entirely different from a matter controlled 
hy ~~ laws, and I mean by that supply and demand of money. 
So I don’t think the analogy is correct to begin with, but, again, 
my answer to you, Mr. ¢ ‘hairman, is that if you, yourself, as ¢ hairman 
of this committee, and the other members of this committee, will on 
the floor of the House vote to increase the VA rate all of these troubles 
that. we are talking about in respect to discounts will be, if not entirely 
eliminated, at least minimized to a point where they are reasonable. 

Mr. Rains. How about discounts on FHA; you are not asking us to 
raise those ¢ 

Mr. Avwerr. No, but I say they would be minimized to a point 
where they are in reasonable limitation. 

Mr. Rains. I hear just as many on FELA as I do on VA, and I don’t 
agree with the no that one-half of 1 percent interest increase will 
cure it at all. I don’t think it means anything except to get a few 
lines which are now in the pipeline out. 

I don’t think it would solve the problem. 

Mr. Anserr. Of course, we are presenting an elastic rate or a rate 
based upon a tie-up with Government bonds. 

Mr. Rarns. 1 was pleased to see that in your statement because a 
ereat many people come before this committee and just say take off 
ll controls on rates, on Government-guaranteed loans. I certainly 
share your idea that there ought to be a place that they could work 
in between, and I was pleased to see that in your statement. 

Mr. Aunerr. I think within that formula there would be very little 
need for discounts if the board that would administer the formula 
were cognizant of the situation that prevailed, and if their decisions 
were wise ones. 

Mr. Ratns. I think your ceiling is a little high, but I think vour 
principle is real good on that. 

Mr. Avsert. But it is a ceiling. 

Mr. Ratns. Dr. Talle. 

Mr. Tauie. Thank you, Mr. Chairman. 

I should like to ask a question about Fannie May, Mr. Albert. 
What do you think of using it as a secondary market for existing 
houses as well as new construction / 

Mr. Atpert. I personally think that FNMA’s emphasis has been 
put too long on using Government facilities to promote new construc- 
tion. I think that the idea that we must rehouse our entire popula- 
tion in new housing is, although commendable, not reasonable. I do 
think that low-income groups can very well be encouraged to uy 
older homes that are contained in the inventory and should be encour- 
aged to do so rather than to put the emphasis entirely upon the new 
homes. 
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Fannie May, in its operations, has done just the opposite. The reg- 
ulations have always been in favor of new construction and with the 
gradual use of the available funds it is becoming more and more difficult 
to secure Fannie May assistance for the older home, the small home, 
and yet they are sound, they are a sound basis for mortgage loans, 
and I think would actually take Jess money to finance the purchaser 
from the total available money supply than new construction. 

For example, suppose that there is a $12,000 sale of a house that is, 
we will say, 8 or 9 years old, and that sale is financed with a mortgage. 
Almost invariably in the process of closing that loan an already exist- 
ing loan of, we will say, 9 or 10 thousand dollars is paid off, so the 
actual amount of money it has taken to finance that transaction, new 
money, is only $2,000, because somebody has received back the 10 
thousand. 

Now then, I think that that $10,000 in the hands of the private in- 
vestor, as compared with Fannie May being at least a quasi-public 
agency, could well be used for new construction and for assistance in 
acquiring a new home on the part of the seller of the old home who 
doesn’t need the full percentage loan that he might or that the pur- 
chaser of a new first house might need. 

In other words, that seller might have 2 or 3 thousand dollars equity 
that he can use toward the purchase of a new home. 

Mr. Tattz. I was looking at a house the other day built in either 
1937 or 1938, and consequently 20 years old. It seemed to be very 
good construction, built before the tremendous demand for materials 
arose. The materials were probably better cured and the labor short- 
age was not so great as it became later. 

It seemed to me that in the case of a house like that it would be the 
practical thing to do, and there is a lot of shifting from one community 
to another, and I am glad to have your statement on that point. 

That is all at the present moment, Mr. Chairman. 

Mr. Rarns. Mrs. Sullivan. 

Mrs. Sutzivan. Mr. Chairman. 

Mr. Albert, you recommend flexibility for the GI and FHA interest 

rates, with a maximum of 214 points plus the average yield on long- 
term Governments. 

Isn’t it true that under the present market conditions this figure 
would be about 534 percent 

Mr. ALBeRrr. That is correct. 

Mrs. Sutiivan. Plus one-half percent for insurance in the case of 
FHA loans? 

Mr. Arpert. That is correct, but we are not saying that the rate 
should arbitrarily be fixed at that. The matter of fixing the rate 
would be limited by that, that would be the high limit, but it would 
be determined by the board which would be influenced by other con- 
ditions which prevailed in the market. Despite the fact that the 
board might have the authority to set the upper limit at 53 4, actu: ally 
the people charged with such authority might set the rate at 5 percent 
or 514 or 434, or whatever the situation might be. 

Mr. Witiiamson. On page 3 of our statement we state “we want 
to emphasize that this formula will provide a maximum statutory rate, 
and not necessarily the maximum permissible rate.” 

Mrs. Sutiivan. Wouldn’t the pressure be on you, though, to raise 
it higher ? 
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Mr. Atserr. No more than the pressure is on, I presume, the Fed- 
eral Reserve to keep rediscount rates down. Yes, there will be people 
that will want it higher, but this board that w ould have the authority 
to adjust the rates would not be compelled by the fact of mere pressure 
to set those rates high. 

Mr. Wituramson. The FHA has had a maximum rate of 6 percent 
for over 20 years, and I don’t believe that the rate has ever been at 6 
percent; so the fact that administratively a rate can go up to a certain 
height doesn’t necessarily mean that it will reach that level. 

Mrs. Sutiivan. But if they are not getting the housing at the rate 
they are charging now with that one-half percent for insurance, they 
are evidently in the throes, now, of wanting to push it up because of 
pressure ; isn’t that true ¢ 

Mr. WittiamMson. We certainly know of no pressure along that line. 
1 don’t know if Mr. Albert does, but I am certainly aware of none. 

Mr. Avsert. I think that FHA’s situation is on a fairly sound basis 
at the present time. There is, generally speaking, ample funds for 
FHA mortgage loans. 

Mrs. Sutiivan. And yet the amount of housing under FHA is con- 
stantly going down, isn’t it? 

Mr. Arsert. If you will look at the January figures, I have them 
here somewhere, there was a considerable increase in FHA applica- 
tions in January over the previous December, and that was on a basis 
of where there was hardly any time to really get underway. In 
other words, FHA applications for commitments in the month of 
December were 7,700. In the month of January it jumped to 10,500. 

Now, the figures, themselves, don’t tell the entire story because a 
builder, for example, or, for that matter, a prospective purchaser of 
a single home, couldn’t start the moment he read the newspapers, and 
arrange to buy a single home if he were a prospective purchaser ; or a 

builder could not program a project of homes and get it into FHA 
by necessity during the month of January. 

So I think that the figures, although they show a decided increase, 
don’t tell the entire story. 

Mrs. Sutzivan. Is that this = ist January you are quoting t 

Mr. Atpert. Yes; January 1957 FHA applic ations or applications 
for FHA commitments, 10,500, as against 7,700 the previous month, 
December 1956. 

Mrs. Sutnivan. How many GI applications were there in that 
period ? 

Mr. Aunerr. I don’t believe I have that figure here, but, of course, 
they have dropped. There is hardly any GI money on the market 
at all. 

Mr. WiutAmMson. The insurance people testified before the House 
Veterans’ Affairs Committee that it takes a little time for even the 
insurance companies to reexamine their own investment portfolios to 
determine how much additional money, how much money they can 
take from one investment and shift it to VA. They indicated it would 
take maybe 3 or 4 months before the full impact of the FHA rate 
increase would be felt. 

Mrs. Sunnivan. Do you know what the comparison was of this 
past January over a year ago, or 2 years ago? 

Mr. Apert. 10.500 over this past Janu: ry. January, 1956, 15,600. 
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Mrs. Sutnivan. And what was the previous month, December 
1955 ¢ 

Mr. Apert. 13,400. 

Mrs. Suriivan. And December 1956 / 

Mr. Atsert. December 1956, 7,700, and, incidentally, I do have the 
figure of requests for VA appraisals here. December of 1956 it was 
19,000 and in January of 1957, 18,900. 

Mrs. Suutiivan. That is all. Thank you. 

Mr. Rains. Mr. McDonough. 

Mr. McDonoven. Mr. Albert, in your statement you oppose the use 
of NSLI funds for the purchase of GI mortgages. You say that the 
Treasury would have to go out into the market and finance the differ- 
ence in the amount of money used for mortgages. 

Well, isn’t that a function of the Treasury? Don’t we have to find 
$75 billion every year to operate the Government ? 

Mr. Avsert. Yes, but the matter of financing mortgages is not a 
Government function, historically. 

Mr. McDonovucn. Well, Fannie May is doing it. 

Mr. Wituiamson. Mr. McDonough, on that point, the Treasury goes 
into the market every year for about $75 billion that becomes due. 
That part of the marketable debt becomes due, but that is generally a 
refunding operation, and it is a lot different to go into the market 
for $1 billion of new money. 

Just imagine, for example, the impact on the Treasury if we had 
a deficit of $1 billion. When the Treasury goes into the market to 
borrow $1 billion of new money the borrowing has a decided impact 
on the financial market. 

Mr. McDonoven. Well, Mr. Williamson, this wouldn’t be an im- 
mediate demand for a billion dollars right away. It would be a 
gradual conversion from Treasury notes to GI mortgages. You cer- 
tainly wouldn't convert a billion dollars in a few days. It would be 
some time. 

Mr. Wiii1amson. You have over 5 million policyholders of NSLI, 
and $1 billion would be enough for one-fiftieth of those policyholders, 
that is probably a hundred thousand at most, and probably less. 

I think there would be tremendous pressure to use up that $1 billion 
within a 12-month period. So that would involve a $1 billion financ- 
ing operation in the market. 

Mr. Avpert. For the benefit of a very small segment of the veteran 
population. 

Mr. McDonoven. Well, we are not looking at it from that point 
of view. 

Mr. Wipnarx. Wouldn’t the rapidity with which the borrowing 
took place depend upon whether or not you bought those mortgages 
at par ¢ 

Mr. Wiu1amson. Oh, yes. 

Mr. Wipnatt. If you bought them at par the money would be ex- 
pended almost overnight. 

Mr. Wiiui1amson. That is right, if you bought it at par, it would 
be. 

Mr. Wipnatt. Or if you bought them with a discount then it would 
be spread over a period of time. 

Mr. Witi1amson. But this proposal contemplates, in our opinion, 
purchases above the market. I think the Patman bill contemplated 
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buying them at par, but I think all of the other proposals contemplate 
buying them at above the market, and that means that there will be 
a tremendous demand for that billion dollars once such a proposal 
is enacted. 

Mr. McDonoveu. The bill I have introduced doesn’t require that 
they be bought at par. 

Mr. Witi1amson. No, but it contemplates their purchase at above 
the market because you are going to go into an area where the dis- 
counts are excessive, so the presumption is that you will buy them at 
above the market price. 

Mr. McDonoven. Of course, the point here would be to retain the 
414,-percent rate of interest on GI mortgages, and use the fund to pur- 
chase those mortgages. With the present 414-percent GI mortgage 
there is no building for veterans, and your reference to the fact that 
it may affect only a hundred thousand means that you would be pro- 
viding that many more homes for veterans today that you are not 
providing today. 

Mr. Auserr. But do we have to get involved further with the Gov- 
ernment getting into the business of loaning money? Isn’t there a bet- 
ter way of doing it within the framework of private enterprise? We 
believe that there is. 

Mr. Ratns. Mr. Albert, I don’t like direct loans, either, but if we 
don’t get some money somewhere the better way is going to be to take 
it out of the Treasury of the United States, which I wouldn’t like 
to see at all, and I am sure you gentlemen wouldn’t. 

Mr. Avserr. A better way, Mr. Chairman, would be to establish a 
realistic rate. Then we don’t have to go to the United States Treasury. 

Mr. Wuiamson. Mr. Rains, I would like to comment once more 
about the use of this fund in buying mortgages at 414 percent at a 
smaller discount. We are concerned with the precedent that is going 
to be established. There are $22 billion in Government trust funds. 
There are billions and billions of dollars in other trust funds, and we 
think that the United States ought to provide the best example of 
fiduciary responsibility. We would hate to see the United States ex- 
ercising a fiduciary responsibility in less than exemplary manner by 
going into the market and buying something at above its value, and 
than in our opinion is our prince ipal objection to this proposal. 

Mr. McDonoven. Why do you say above its value? You mean 
above its guaranteed value? 

Mr. Wriuiamson. The market value of that 414-percent loan may 
be 92. I think that is so listed in some areas. It would be 92. Yet 
this trust fund is going to be employed to ge into the market and buy 
the loan perhaps at 98 or 97. 

Mr. McDonoven. Well, that is a guess; vou don’t know. 

Mr. Wituiamson. Well, we are quite sure that it isn’t going to go 
in and pay the market prices, because the purpose of using the fund 
is to take care of a situation brought about by a submarket interest 
rate. The only way you can correct that situation, if you are going 
to use the national service life insurance fund, the only way that 
vou could neutralize the bad situation you are trying to correct is by 
paying a higher price for the mortgage. 

Mr. Atserr. By buying above the market, 

Mr. McDonoveu. What are the national service life insurance fund 
used for now? What are they invested in? Do you know? 
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Mr. Atpert. Government bonds ? 

Mr. Wiiu1amson. Three-percent special issue notes. 

Mr. McDonoveu. That is a special certificate of the Treasury in 

the fund. They are not marketable. It is merely a borrowing on the 
part of the Treasury Department from the premium fund of the na- 
tional service life insurance moneys. If they were going into Gov- 
ernment bonds that were market able, wouldn't that be just as much 
security as this other fund, this private fund of the Treasury, and 
the national service life insurance fund ? 

Mr. Aupert. Well, it is my understanding that the law that created 
the investment program of those funds contemplated investment in 
fully guuaranteed Government securities, fully guaranteed as to prin- 
cipal and interest. Of course, your GI loan is not fully guaranteed as 
to principal. So again there would be a matter of changing the law 
to make it permissible or breaking faith with the original undertaking 
which is at least an implied contract commitment with the veterans 
that the investment of that money would be limited to that specific 
purpose. 

Mr. McDonoveu. Well, as I undersand your testimony, you say if 
we increase the GI loans to 5 percent that will solve most of our dif- 
ficulties. 

Mr. Avzerr. It will go a very long way toward doing it. 

Mr. McDonoven. What do you think of the use of pension funds, 
private organization pension funds, non-Government pension funds ¢ 

Mr. Axserr. It would be very welcome, and I think very bene- 
ficial. 

Mr. McDonoveu. Has your organization made any study of that 

Mr. Avsert. Yes, we have; and again the problem is again the 
matter of an unrealistic interest rate. In other words, these pension 
funds can find better investments than mortgage loans at par, or 
under the present conditions that prevail. 

Mr. McDonoueu. That is all, Mr. Chairman. 

Mr. Ratns. Before I move on to Mr. Widnall, the statement you 
make that there is something sacrosanct about this national service 
life insurance fund, that it can’t be invested, that it specifically says 
it must be invested in the special type of bond in which it is, I can’t 
find that kind of a statement in the law, and to show you that I 
don’t think that is the intent of Congress I call your attention to this. 
This is the law; section 311 of the National Housing Act, which is 
Fannie May, says that all obligations issued by the associ: ition, and 
that is Fannie May, shall be lawful investments and may be accepted 
as security for all fiduciary trust and public funds, the investment or 
deposit of which shall be under the authority and control of the 
United States or any other officer or officers thereof. 

That is the law of Fannie May, and that is not a guaranteed de- 
benture. 

Mr. Arzert. That is right, but we are not talking about that, as I 
understood it. 

Mr. Rarns. I understand, but when you say you should not use 
this for any other purpose, and here we write the law that you can 
invest those same funds in one that is not even guaranteed. 

Mr. Auserr. Those are debentures of Fannie May, and which are 
sold to the public. 


HOUSING ACT OF 1957 401 


Mr. Rains. But we could invest these in service life insurance funds 
in those debentures, unguaranteed. 

Now, how do you answer that? 

Mr. Wiutamson. If you invested the national service life insur- 
ance funds in Fannie May’s debentures, and you are paying the market 

rate, you are getting the m: uket interest, that is just the same as the 
Treasury backstopping Fannie May’s debentures, which it does. I 
don’t think that that is objectionable; if the national service life in- 
surance were to buy Fannie May’s debentures, that is not objec- 
tionable. 

Mr. Rarns. I thought you were objecting to it because we were about 
to invest in something that was not fully guaranteed. That is what 
Mr. Albert said. 

Mr. Wittiamson. Well, the primary objection was that you were 
going to use trust funds to purchase something above market value. 
if you buy Fannie May debentures, you don’t. That cures the major 
objection that we raised. 

Mr. Rarns. Why do you object to buying something, to invest at 
something above market value, when we go back to the mortgages 
which are guaranteed payment? I can see what you mean by this 
that you shouldn’t buy it above the market because that is not guaran- 
teed, but I can’t see what you mean by not buying it above the market 
when the security for it is guaranteed. 

Mr. Wituiamson. It violates the whole meaning of a trust to use 
any trust funds to purchase anything at above the market value, and 
if the trustees of any other trust fund did it they would be in hot 
water. 

Mr. Rarns. You and I know, Jack, that the only thing back of any 
of the trust funds i is the faith and credit of the United States, any of 
these Government trust funds, whether it is social security or any 
of the others, and if you put in that portfolio a mortgage guaranteed 
by the Government it is just as good as if you put it in the bond which 
is all there is back of the bond, the guaranty of the Government; 
isn’t that correct? 

Mr. Avsert. Not from the point of view of market value, because 
although that FHA loans may be 100 percent insured by the Govern- 
ment, nevertheless it doesn’t always command a hundred cents on the 
dollar in the open market. 

Mr. Rais. But here you have a bond that is not even transferable 
and how much is it worth in the open market? We don’t even know 
what it is worth in the open market. 

Mr. Avert. If it is not transferable, it isn’t ever subjected to that 
test. 

Mr. Rarns. It is a special series of bonds. We don’t even know 
what it is worth in the market. 

Mr. McDonovueu. The value of that Treasury note, the special note 
held by the NSLI fund depends upon the deficit that may be created 
by the operation of the Government. The Government itself can 
depreciate that value. 

Mr. Wiiu1Amson. I would be concerned, if this were to become law, 
that ultimately the Supreme Court would have to decide whether or 
not the Secretary of the Treasury could actually use those funds to 
purchase something that is admittedly above its value. 
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Mr. Rarns. I am not sure. I think maybe now its value is much 
below what it is supposed to be. You don’t think the bond today is 
worth what it was a vear ago, the Government bond in which it is 
now invested ¢ 

Mr. Atsert. You mean invested in the insurance fund ? 

Mr. Rarwns. Yes. 

Mr. Wiiiramson. In the 3 percent? I think it is. It is a special 
issue and it pays the fund 3 percent interest. It is not marketable. 
It doesn’t fluctuate. It is not a market obligation. It is a special 
3 percent issue. 

Mr. Rarns. Suppose that every veteran of the United States de- 
cided he wanted to draw it out all of a sudden, it is tied up in non- 
marketable securities. It is tide up in something you can’t even oper- 
ate with liquidity today. 

Mr. Arpert. It would have to have liquidity. 

Mr. Rarns. And you are talking about keeping it in something 
where there is no liquidity as against in something where there would 
be liquidity ? 

Mr. Witi1AMson. [I think it is liquid enough to meet any reasonable 
demands on the fund. 

Mr. Rarns. I am willing to admit that, but if all demands came at 
one time it would take some special action ? 

Mr. McDonoven. Well, that is the precaution that they have to 
take. The insurance companies have to take that prec aution. They 
have got to be in a position to liquidate on demand. 

Mr. Witi1amson. Well, it is liquid. It might cause a lot of gray 
hair in the Treasury. 

Mr. Rarns. That is the opposition to this, the gray hair in the Treas- 
ury, that is what the opposition really amounts to. 

Mr. Wionatt. Mr. Chairman. 

Mr. Rats. Mr. Widnall. 

Mr. Wipnatt. Let me clarify something in my own mind. 

Aren’t social security funds invested in the same way as the NSLI 
fund ¢ 

Mr. Wititamson. About 4 or 5 funds, social security, railroad 
retirement, I believe, and several other funds are invested the same 
way. 

Mr. McDonoueu. As a matter of fact, doesn’t the NSLI fund, col- 
lecting the 3 percent from the Treasury note, create a surplus in the 
fund from time to time, and they have to pay off the surplus in the 
form of dividends to the policyholder? Is it that that creates the 
surplus, or the collection of premiums on policies that are canceled 
out? 

Mr. Avzerr. It could be both. 

Mr. Wiiuramson. As [I understand that insurance, of course, the 
congressional appropriations were to take care of that part of the 
premium which is attributable to the increased risk of the policy, but 
that the experience—they set the rates based on that—but the exper'i- 
ence has been such a fortunate one that I think the veterans are getting 
back about half of their premiums. 

[ think mine is running about 50 percent. 

Mr. McDonoven. Well, the veteran premium payer doesn’t have 
anything to say about the Treasury Denartment reducing that rate of 
interest from 31% to 2 percent; does he? 
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Mr. Wiiuramson. No; I don’t believe the act specifies the rate. It 
doesn’t. 

Mr. McDonovueu. And these mortgages, if they are secure-—and by 
the experience we have had with GI mortgages and FHA mortgages, 
the amount of losses is very, very little—will pay a higher rate of in- 
terest and provide more money to the fund? 

Mr. Witiiamson. ‘That is quite probable, Mr. McDonough, but there 
is @ very important principle involved that transcends that point, in 
our opinion, and that is the principle of using the trust fund for that 
purpose. 

Mr. Wrnatt. Mr. Williamson, when Randolph Burgess testified 
before the committee and we were discussing this very same thing, he 
indicated that if you had to go out into the open mi: arket and borrow 
additional funds, a billion, a billion and a half, in connection with the 
GI loan, that it would involve a higher interest rate and higher cost 
to the Government than under existing procedures. 

Now, as I figured it out, it would probably cost about $90 million 
to $100 million to the Government, as a whole, and to the taxpayers, 
as a whole, if we were forced to go out in the open market and borrow 
those funds to replace the borrowings that the Treasury has in the 
national service life insurance fund. 

Mr. Witamson. That is right; and not only would the Treasury 
have to go into the market to get that money, but it would be faced 
with a refunding operation a year from now, because it might be 
issuing 9- or 12- month notes. 

Mr. Wipnati. Wouldn't it tend to increase the interest payments 
on all Government obligations, so there would be a severe penalty on 
the taxpayers by way of funded debt / 

Mr. Acnerr. It increases the demand on all money, and to that 
extent increases the interest rate that that money would have to pay. 

Mr. Wipnart. In other words, as you said very aptly on the first 
page of your concise statement, this money is not in being at the 
present time; it would have to be in being if you went into the outside 
market ? 

Mr. Wiii1amson. That is right. 

Mr. Wipnatt. And, therefore, it would be a case of bidding for the 
money again and another inflationary factor in the market. 

Mr. Arrert. That is right, or it would be adding to the seare ity of 
funds. 

Mr. Wipnau. That is all. Thank you. 

Mr. Rarns. Mr. Betts. 

Mr. Berrs. Well, on this question of investment by national service 
life insurance, those are short-term bonds: aren't they ¢ 

Mr. Witi1amson. The special eed y 3-pereent issue? No; I 
think that is a continuing note. TI don’t think they have a maturity 
period. 

Mr. McDonoven. Yes; it does. 

Mr. Wittramson. I am sorry, I believe they are 1-year notes. 

Mr. Berrs. Aren’t they the same as any other savings bond, they 
could be cashed at any time? 

Mr. Wittramson. Well, it is a special issue created just for the 
purposes of the national service life insurance fund, which means 
that the Treasury will make money available to the fund whenever 
the fund needs it. 
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Mr. Burts. Well, then, that means liquid, doesn’t it? 

Mr. Witu1amson. I would say it was liquid. 

Mr. Berts. That is the same as a demand note, isn’t it? 

Mr. Wiuu1amson. I would say yes; it is. If the Treasury didn’t 
have the cash on hand, it would have to raise it immediately, and I 
think it could raise it immediately. 

Mr. Berts. Well, it seems to me that that fund would be as liquid 
as any fund in any life insurance company. 

Mr. Wiu1amson. Oh, yes. 

Mr. Berrts. That is all. 

Mr. McDonovcen. Well, on that point, life insurance companies 
invest in this kind of mortgage and they are obligated to be liquid at 
all times. 

Certainly insurance companies are one of the largest purchasers of 
mortgages in the country. 

Mr. Berrs. Mr. Me Donough, the reason I mentioned that was be- 
cause you said that the life insurance companies had to have their 
funds invested in some liquid form. 

Mr. McDonoveu. That is right. 

Mr. Berrs. All right, the only point I make is that the national serv- 
ice life insurance funds are inv ested that way, too. 

Mr. McDonoveu. That is right. But the life insurance companies 
find that mortgages on homes, secured mortgages, are good enough 
liquidity for their purposes, 

Mr. Arserr. Of course, they don’t invest all of their funds in 
mortgages. 

Mr. McDonoueu. A large portion of them are. I don’t know what 
percentage. 

Mr. Atzert. The general percentage is around 30 or 35 percent. In 
other words, life insurance companies have a variety of investments 
and so attempt to conduct their investment program as to maintain a 
certain degree of liquidity at all times, which has been determined 
upon by the requirements based upon their past experience. 

Mr. McDonovenu. Well, the reserve of the life insurance company 
is almost dollar for dollar their collection. 

Mr. Witt1aMson. I don’t think any investor meets liquidity require- 
ments through heavy investment in long-term obligations. That is 
me of the reasons why the national banks are not restricted in the 
percentage of their time and savings deposits invested in GI mort- 
gages, because on foreclosure, the VA pays off in cash, and therefore 
it meets a liquidity requirement. There is that restriction against 
FHA men tgages, because FHA mortgages on foreclosure do not pro- 
vide cash to the lender. The FHA pays off in debentures. 

Mr. McDonovueu. This legislation that is before this committee on 
the use of national service life insurance funds is for the purchase of 
GI mortgages, not FHA mortgages. 

Mr. Wittramson. Well, I don’t think that the liquidity element en- 
ters into it to any great extent because any bank holding VA loans 
does not impair its liquidity because of such holding. 

Mr. Rarns. One last question, and it has to do with voluntary home 
mortgage credit program, of which my good friend, Mr. Widn: all, was 
the father. It has certain good qu: alities. But it has been very seri- 
ously charged by the members of the Veterans’ Affairs Committee of 
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this Congress, and others, that voluntary home mortgage credit pro- 
gram has been used to frustrate the intent of Congress on the GI 
clirect loan contract. I don’t think it can be successfully contradicted 
but what it has. 

What do you think about it? 

Mr. Avzert. I don’t think that’ the intent is to frustrate the direct 
loan program. It is to substitute. 

Mr. Rarns. I know that is the intent. 

Mr. Arserr. I think to a great measure it has accomplished that. 

Mr. ‘Rarns. I know that is the intent, but when you see more than 
$200 million lying down here in the Treasury that-the Congress au- 
thorized to go out on direct loans as badly as they are begging for 
them, and it is not drawn, you would think there was something 
wrong. 

Mr. Arzert. I think it is a compliment to the voluntary home mort- 
gage credit program. 

Mr. Ratns. Why ? 

Mr. Apert. Because so much money has been loaned under that 
program as to make the use of the direct funds not as urgently needed. 

Mr. Rarns. Mr. Albert, if you represented my congressional dis- 
trict in which I have counties that not a single GI loan has ever 
been made because they can’t get it, then you would know they have 
not solved it. 

The GI loan program in my opinion was meant to reach those areas 
where there are no facilities available, and that is the only reason I 
support it, in order to do that, but when I see money lying down here 
which Congress appropriated for that purpose not being used, I think 
there is something blocking it, and I wonder if you thought voluntary 
home mortgage credit program was helping to do that. 

Mr. Arsert. I don’t think so, because under the referral system, 
the loan is referred to voluntary home mortgage credit program, and 
a given time is allowed for a commitment under that, in which case, 
if not committed, it is referred back to the direct program. If there 
were any terrific need for money under the direct program for the pur- 
pose for which it was set up, it would still be utilized although the loan 
wouldn’t be closed as quickly as it might be without the referral to 
voluntary home mortgage credit program. 

Mr. Ratns. Do you know how minute and how teeny the voluntary 
home mortgage credit program is in the amount of loans closed and 
the amount of money put out percentagewise ? 

Mr. Arpert. Yes, the total placed by the end of 1956 was 3,480 
FHA loans and 22,035 VA loans for a total dollar amount in excess 
of $286. million. But that doesn’t tell the entire story. 

Mr. Rarns. It tells the other story, blocking the GI loans, that in 
my opinion is the story to tell. What percentage is that of the over- 
all deal? 

Mr. AxBert. Well, I don’t see how it blocks the other, or if it does 
I don’t see why we should be concerned about it as long as the objective 
is reached, but I want to make another point here which is very 
important when you consider VHMCP and that is the effect upon the 
local lender in the so-called remote areas or cities nearby in encourag- 
ing him to make loans directly through the facilities of the bank or 
building and loan association or life company involved without refer- 
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ence to VHMCP. They see this money coming into the community, 
figure that it must be a good thing, and maybe they are missing a good 
bet. _Now we can’t measure that, but I personally am of the opinion, 
and I say that because I have served on our regional VHMCP com- 
mittee in my region since its inception, that there has been more money 
loaned as a result of the interest activated by the program, without 
direct reference to the VHMCP program. 

Mr. Ratns. I think you are taking credit there for VHMCP for 
something that is going to happen anyway. One of the arguments 
promoted the most before our committee was that it would help 
minority housing. Do you have any figures on that? 

Mr. Aupert. I don’t have the figures, but there are figures available. 

Mr. Rarns. I don’t have any special complaint on VHMCP. I think 
it is a good thing and if agencies of the Government like the VA don’t 
use it as a stumbling block which the agencies are very good in origi- 
nating and building up to some other program, that is the only com- 
plaint I was making as to it. I have no objection as to the program. I 
think what it has done has been good work, but there are a great 
many Members of Congress who have evidence they think that it is 
causing the direct loan program designed to reach these remote areas 
to fall down. 

Mr. Apert. When you speak of complaints, I guess you mean 
complaints made to Members of Congress. 

Mr. Rats. Yes. 

Mr. Azert. Unless they dig into the cases they can’t make sure 
whether it is a justifiable complaint and to dig into those cases involves 
a lot of study and a lot of effort. It iseasy enough for a man to write 
in to his Congressman and claim he is a veteran and he lives down in 
“Podunk” somewhere and he is trying to get a loan and he can’t. 
Well, if you investigate that case, maybe the type of security he has 
to offer nobody in their right minds would take a loan on, or he may 
be a very poor credit risk, or there may be other extenuating circum- 
stances which would militate against considering a loan on any basis. 

Mr. Rats. Well, as chairman of this committee with the staff we 
have, and Mr. Teague as chairman of the committee over there and 
with his big staff they have, you can be sure we checked into it, and 
we have the facts and figures to back up the contention I made. 

Mr. Widnall? 

Mr. Wipnatt. Mr. Chairman, what I was going to ask, I certainly 
don’t question the statement you made as to what you find in your 
own district, but I would appreciate seeing documented in the record 
the facts in connection with some of the applications where they have 
gone to VHMCP, been turned down, and then been turned down on 
direct lending applications to the Government. 

Mr. Ratns. You will find that all in a bulletin, a great big bulletin 
about this thing [indicating] put out a week ago or a little more, 
sent out by the Committee on Veterans’ Affairs. I don’t remember 
the number of it, but it is in print, and you can get that and we would 
be glad to put some of it in our record if you want to put it in. 

Mr. Wipnatt. I would like to see that. 

Mr. Rains. That is available. 

Mr. Axpert. I would think that that information would be avail- 
able. 
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Mr. Witr1amson. You are talking, Mr. Widnall, about veterans 
who were unsuccessful through VHMCP, but then subsequently re- 
jected\by the VA for a direct loan because of credit, and so forth ‘ 

Mr. Wipnat. Yes. 

Mr. Rarns. I don’t know whether that specific one is available 
or not. 

Mr. Witiramson. I am not so sure about that. 

Mr. Wipnat. I understood your statement to be that the volun- 
tary home-mortgage-credit program wasn’t filling the bill at all and 
veterans were unable to get loans because of the existence of that pro- 
gram. Now as I understand the program, if they can’t furnish credit 
after having had the opportunity to do it, then the prospective bor- 
rower can actually go to the Government itself under a direct lending 
program. 

Mr. Arpert. Well, it is referred right back to the direct lending 
program by the VHMCP. 

Mr. Wipnatu. Your statement was they can’t get it from the Gov- 
ernment, they were turned down. 

Mr. Rarns. No; my statement was here is a small amount of money 
which the Congress appropriated for a direct-loan program to meet 
a need that is apparently extremely urgent and the record will show it. 
It has not been utilized, and the Veterans’ Affairs Committee by their 
investigation says the reason it hasn’t been utilized was because the 
VA has used the VHMCP as a block to keep the Veterans’ Adminis- 
tration from lending that money on direct loans. 

Mr. Auzert. Well, we do not believe there is anything objectionable 
in that. 

Mr. Rains. Yes; there is great objection to it if there is any need 
for that money and I cannot imagine a time when money is as tight 
as it is at 414 percent that there wouldn’t be enough veterans who 
would want to borrow on $200 million of direct loans “if they could get 
to it. There is some reason for that. 

Mr. Avzerr. But the fact apparently is that the demand isn’t there 
for the funds because VHMCP has done such a good job. If that 
veteran is not successful in getting his loan by benefit of the VHMC , 
he is not barred from going directly to the Veterans’ Administration 
under the direct lending program. 

Mr. Rats. Well, if what you say is true, then, we don’t need to 
raise the interest rate to 5 percent on GI a we don’t need to do 
anything with it, it is going all right anyws 

Mr. Arzert. No, I don’t mean that. 

Mr. Wipnatu. I think they are two unrelated subjects. 

Mr. Ratns. I don’t see how they are unrelated. You have a demand 
here for 414 percent loans and you can’t get the money which has been 
appropriated out to the people who demand it. 

Mr. Wipnatt. I will admit, absolutely, Mr. Chairman, that there is 
a demand for a veterans’ 414 percent loan and the veteran can’t get 
the loan whether he is in a remote area or lives in New York City or 
Newark or some major urban area. 

Mr. Rains. Well, why can’t he get this money / 

Mr. Wipnaxy. But the direct lending program originally was set 
up for the remote areas and not for urban centers or “places like the 
District that I represent. 








408 HOUSING ACT OF 1957 


Mr. Ausert. Actually, it is amazing to me, if I may say so, how far 
the life companies have bent over to make that program work. I 
have been in the mortgage banking business for a great many years 
and actually when I have seen these applications come through, the 
type of borrower and the type of security oifered, the location and 
way on, it is way below their normal standards and yet they have 
taken them. 

Mr. Ratns. Well, what they have in the agency, apparently is what 
you call bureaucratic attrition. You just keep the poor fellow going 
around and around so long until he finally surrenders and says it is not 
there when it actually is. That is what I am getting to. It is not the 

fact that VHMCP hasn’t done a good job. ‘It is a fact as to whether or 
not as a result of that they are wearing these veterans out. Well, we 
will hear more about that when Mr. Teague gets on the floor. He is 
the man most concerned about it. It is not really my problem. Are 
there any other questions, ladies and gentlemen? Iam sorry we kept 
you an hour and a half. We appreciate your coming and talking 
with us. You are always welcome and we appreciate your views. 

Mr. Arsert. Thank you, it has been a pleasure to meet with you. 

Mr. Ratwns. We will meet at 10 o’clock on Monday. 

(Whereupon, at 3:25 p. m., the committee adjourned to reconvene 
at 10 a. m., Monday, March 11, 1957.) 
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MONDAY, MARCH 11, 1957 


House or RepresENTATIVES, 
SUBCOMMITTEE ON HovusinG OF THE 
COMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 
The subcommittee met at 10 a. m., the Honorable Albert Rains, 
chairman of the subcommittee, presiding. 
Present: Messrs. Rains, Addonizio, Mrs. Sullivan, Messrs. Ashley, 
Talle, McDonough, Widnall, and Betts. 
Mr. Rays. The committee will be in order. 
We have a heavy schedule today. 
The first witness this morning is Mr. Harry Held, chairman on 
mortgage investments, National Association of Mutual Savings Banks. 
Come around, Mr. "Held. You may read your statement if you 
desire. Ordinarily we only have summaries, but you have a short 
statement. 
Mr. Hep. Thank you, sir. 


STATEMENT OF HARRY HELD, ON BEHALF OF NATIONAL ASSOCIA- 
TION OF MUTUAL SAVINGS BANKS 


Mr. Herp. My name is Harry Held, and I am a vice president of 
the Bowery Savings Bank in New York City, N. Y. Iam ARPA 
as chairman of the < committee on mortgage investments of the National 
Association of Mutual Savings Banks. Our organization represents 
the mutual savings banks of the Nation, which are institutions oper- 
ated solely for the benefit of their depositors: with all their assets 
belonging to their depositors. They are 527 in number, operating 
in 17 States, primarily located in the New England States, New 
York, New Jersey, and Pennsylvania. They have a total deposit 
liability of over $29 billion, and have assets of $33 billion. They 
are traditionally known as depositories for small savers. The mort- 
gage investments of mutual savings banks, amounting to well in 
excess of $19 billion, or over 581, ‘percent of their assets, are com- 
prised of loans made in every State in the country, Puerto Rico, and 
Alaska, 

At the outset of this exploration of housing legislation, we feel that 
in order to obtain proper perspective of our suggestions and recom- 
mendations, we should state the principles on which such recommenda- 
tions are made. These principles were very clearly set forth in a 
statement by Boris Shishkin, secretary of the housing committee of 
the then American Federation of Labor on March 25, 1954, in testify- 
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ing regarding the Housing Act of 1954 before the Senate Banking 
and Currency Committee. On that occasion Mr. Shishkin stated: 

Sound housing legislation cannot be written in a vacuum. It cannot be 
divorced from the realities of economic life of the Nation. Neither can it be 
left separate and apart from the larger goals of national policy. 

We believe that these basic principles represent a sound approach 
to the problem of consideration of housing legislation, are consistent 
with national housing policy, and are of substantially greater im- 
portance in the present state of the economy than in March 1954. 

Following these principles, we herewith outline our judgment with 
reference to proposed housing legislation: 


USE OF NATIONAL SERVICE LIFE INSURANCE RESERVES 


On May 17, 1956, our association testified before this committee with 
reference to a similar proposal as follows: 

We agree with the president of FNMA that the VA loan purchases under 
these provisions would be at prices higher than the applicable market prices 
and hence would seriously curtail the growth of the private secondary market 
in mortgages which is increasingly helpful in spreading mortgage funds through- 
out the country. This cumpulsory action would increase the national debt and 
would put the Secretary of the Treasury as trustee of the insurance fund in 
the equivocal position of inventing these trust funds in assets for no other 
purpose except as an attempt to stabilize a VA mortgage discount market on a 
purely regional basis. Such action would not only be unwarranted, but might 
well be considered in violation of the trustee’s duty to the policyholders. 

We further agree with Under Secretary of the Treasury, W. Ran- 
dolph Burgess, in his statement before the House Committee on Vet- 
erans’ Affairs on February 6, 1957, that not only would the necessity 
of raising an equivalent amount of cash through Treasury market. 
borrowing add pressure on available funds for private investment, 
but that— 


we would be adding to the funds available for mortgages with one hand and 
taking away with the other. 

We strongly recommend that the committee forego permitting 
access to the funds of the National Service Life Insurance Fund for 
purposes of mortgage financing on any basis. 


EXPANSION OF FNMA’S SPECIAL ASSISTANCE ACTIVITIES 


In recognition of the present “tight money” situation, our associa- 
tion would voice no objection to the expansion of FNMA’s activities 
in the form of additional appropriations to purchase FHA and VA 
home loans in the secondary market under the procedure set forth 
in the Housing Act of 1954. Testifying before this committee on 
March 10, 1954, we stated : 

Our association voices no objection to the supplementary secondary mortgage 
market plan, as proposed in this bill, based upon the belief that such plan 
could be of some benefit in directing mortgage funds to areas of scarcity and 
in relieving temporary situations of lack of liquidity. 

We are, however, opposed to any Government use of FNMA for the 
purpose of pegging unrealistic interest rates, even in special assistance 
programs. The recent history of the Capehart military housing loans, 
FHA title VIII, is an excellent example of the evolution of a mortgage 
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investment which was aggressively sought after by private lenders 
at par and above in February 1956 to one which, because of its rigid 
4 percent interest rate, and, in the face of a constant increase in other 
investment yields, by September 1956, could be placed only through 
FNMA. If the interest rate on Capehart military housing loans 
could have been made responsive to the overall rate changes in the 
capital investment market, it is highly possible that FNMA would 
not have been called upon to use its funds. As we pointed out in our 
testimony on March 10, 1954: 

We do not particularly like to see the reinstitution of a program, even a 
special assistance program, of governmental purchase of mortgages at par. 

We are still of this opinion, and further believe that such programs 
can lend themselves to abuse and unwise use of commitment authority. 


VA DIRECT LENDING 


Our association’s position on VA direct lending is that such lend- 
ing authority should be limited to those areas where private capital 
is unavailable on either a local or secondary-market basis. In our 
opinion, the same principles are applicable to VA direct lending as 
those set forth with regard to FNMA secondary lending. In this 
connection, we find one arm of the Government purchasing VA loans, 
where private funds are unavailable, under a secondary program at 
stated discounts and fees, while another arm of the Government is em- 
powered to make loans on the same security on a par basis for the 
same reasons within specific areas of operation. It is axiomatic that, 
to the extent that the VA lending program have a preferential posi- 
tion over private lending sources, private lending sources are in no 
position to make any loans in those areas where VA can operate. 
We sincerely believe that under the VHMCP more progress was made 
in 2 years in reducing areas where mortgage capital was unavailable 
for FHA and VA loans than in the entire period prior thereto. How- 
ever, this program will have to come to an end if the private investor 
is put at a competitive disadvantage by direct Government lending. 

I would like to insert there that we would recommend an extension 
of the VHMCP program. 

We are also of the opinion that on the broad economic base, and 
in the present fight against inflation, direct lending should be sub- 
jected to the same restrictions as other areas of the national economy. 


CONTROL OF DISCOUNTS 


In approaching the subject of mortgage discounts, it should be 
noted that —- financing must be arranged substantially in ad- 
vance of the actual construction or sale of the proposed houses. Ad- 
vance commitments for permanent financing are the generating power 

roviding funds for the building of new homes. Available funds 
or such financing are in constant competition with other types of 
investment which are not subject to rigidly fixed interest rates. 

In an increasingly tight-capital market, with interest rates on all 
other types of securities, including obligations of the Government 
itself showing increased interest rates and yields, the use of discounts 
- fixed-interest-rate investments is put into play as a compensating 

actor. 
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Because of outstanding long-term advance commitments for home 
building, there is always a timelag of 4 to 5 months behind the move- 
ments of interest rates and/or yields in the general capital market. 
This 4- or 5-month lag with advance commitments outstanding per- 
mits new-home construction to continue. However, when the advance 
commitments are used up and new commitments are sought, the 
builder in the face of rising interest rates and/or yields is confronted 
with a much higher discount price on his new offering. Actually 
under the fixed-interest-rate formula, home builders compete for mort- 
gage funds on the basis of the amount of discount they are willing 
to pay. The only sound cure for this situation would be the setting 
of an interest rate sufficiently high to eliminate the necessity for the 
use of discount. 

On this basis, builders instead of competing for mortgage money 
via the discount route, would be enabled to compete for mortgage 
money on an interest-rate basis. This would provide a sounder situa- 
tion in the housing industry, as it has been evident in the past that 
while large-scale builders can absorb in one manner or another a 
fairly large discount, small- or medium-sized builders are in a disad- 
vantageous position in a continually rising discount market. Under 
such a formula, interest rates charged on mortgages would in effect 
become self-regulatory, which has been the situation in the conven- 
tional loan market for many decades. Should mortgage funds become 
available in large volume, the interest rate at which mortgages could 
be secured would be reduced by competition; in periods when money 
is generally tight, builders and mortgage companies would at least 
be in the position of being able to finance their housing production 
by securing mortgage funds on a competitive basis. If the discount 
practice which is the offspring of the fixed interest rate could be 
eliminated there certainly should follow a compensating reduction 
in the price of houses being built. It would seem logical to assume 
that if a builder can build a $10,000 house and absorb a 5 percent 
discount to secure the mortgage financing, the same builder should 
be able to market the house at $9,500 and still retain his profit margin. 
Such reduction in the price would in some measure compensate the 
ultimate buyer for the higher interest rate which he may be obliged 
to pay. ; 

pine attempt.to control discounts on a fixed interest rate obligation 
would in effect limit its marketability, and would divert funds into 
other forms of investment if the rate plus allowed discount did not 
reflect acceptable yields. As stated editorially in the New York Times 
of December 5, 1956: 


Money is essentially no different from commodities, goods or labor in that 
it is subject to the basic law of demand and supply. When there is a limited 
amount of savings it is going to be employed where it will bring the best price 
(i..e., the highest return). This goes far to explain why the major share of the 
decline in housing starts this year is to be found in those areas where mortgage 
rates are “administered” rather than in those areas where the conventional 
mortgage is used, with its completely flexible interest rate. 


LIBERALIZATION ‘OF DOWNPAYMENTS UNDER FHA 
While on general principles our association believes that the overall 


economy would be benefited more by a tightening of downpayment 
requirements, rather than a liberalization thereof, we would not object 
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to the proposal of the administration that standby provisions for 
liberalization of downpayments be granted to the President. 

Our association believes that the FHA and VA programs should 
be merged at the earliest possible moment. We would like to submit, 
as an attachment to this testimony, a proposal which would accom- 
plish this merger. This proposal was approved by our council of 
administration at its meeting in December 1956 and is presented at 
this time as a possible long-range workable program for your 
consideration. 

Mr. Rarns. That may go in the record at the conclusion of your 
testimony. 

Mr, Hewp. Thank you. 

In closing, we are of the opinion that, as a stopgap measure, the 
interest rate on VA loans should be increased from 414 to 5 percent. 
We are certain that such action will have the effect of placing these 
loans in a competitive position from an investment standpoint and 
will, which is more important, enable builders to expedite their 
planning and building for the 1957 production of housing. 

As requested by your chairman, this statement has been kept brief. 
I will be happy to answer any further questions on any phase of this 
statement or on any other point on which the members of the com- 
mittee would like me to testify. 

Mr. Ratns. Thank you. Mr. Held. 

The entire statement of yours may go in the record together with 
the memorandum which you have attached. 

(The material referred to is as follows :) 


PROPOSAL FoR Merarna VA Loan Activity INTO THE FHA AND RECONSTITUTING 
THE FHA LoAN PROGRAM ON THE BASIS OF A FREE INTEREST RATE 


This proposal represents an effort to evolve a plan whereby federally under- 
written home lending would be combined in one agency and still maintain such 
preferential treatment as Congress may decide upon for veterans and further 
to reconstitute the FHA insurance program on the basis of a free interest rate. 

Much has been written and much more has been said about the question of 
fixed interest rates on federally underwritten mortgages. In the case of FHA 
the fixed interest rate policy in connection with the insured loan program has 
been set forth by Congress since the inception of the National Housing Act in 
1934. However, unlike the VA program, where Congress prescribed a low maxi- 
mum interest rate, the FHA was empowered by Congress to set the interest rate 
administratively for FHA-insured mortgages within a limitation, which at 
present is set at 6 percent. 

As of December 3, 1956, the FHA increased its interest rate from 4% to 5 
percent on small home loans and from 444 to 4% percent on large-scale dwelling 
loans. The general reaction to this increase, in the light of existing circum- 
stances, was that, while lenders and builders mildly applauded the slight increase 
authorized on the terms of FHA mortgages, they felt that the step was too 
modest. 

The New York Times of December 5, 1956, commenting editorially on this 
increase in rate, and further commenting on the reaction of people in the 
mortgage field who believe that the ceilings should be taken off FHA, felt that 
this argument had much logie behind it. The following quoted comment from 
this editorial we believe succinctly points up the shortcomings embodied in main- 
cay a fixed interest rate policy in connection with federally underwritten 
oans;: 

“Money is essentially no different from commodities, goods, or labor in that 
it is subject to the basic law of demand and supply. When there is a limited 
amount of savings, it is going to be employed where it will bring the best price 
(i. e., the highest return). This goes far to explain why. the major share of the 
decline in housing starts this year is to be found in those areas where mortgage 
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rates are ‘administered’ rather than in those areas where the conventional mort- 
gage is used, with its completely flexible interest rate.” 

From the experience of the past decade and more particularly the last few 
years, it seems abundantly clear that if FHA mortgages are to be able to compete 
with other forms of long-term investments on a basis which will be successful in 
maintaining a reasonably steady rate of home building, these mortgages should 
be freed of a fixed interest rate. 

Surely in the past history of FHA there is ample evidence that the fixed in- 
terest rate on FHA loans has not (except in short-run isolated periods) been 
truly an effective rate. In periods of generally low interest rates FHA loans 
sold at premiums—in some cases very substantial premiums—and in the periods 
of high investment rates FHA loans have sold at discounts reflecting the differ- 
ence in required investment return and the fixed FHA rate. These situations 
have been detrimental to the home builders and/or permanent mortgage in- 
vestors and/or the ultimate homeowner-purchaser. When premiums were paid 
for these mortgages it was disadvantageous to the investor and usually resulted 
in unjust enrichment to the builder, who generally did not pass on such premium 
to the ultimate home purchaser. Under the discount system the price structure 
of new housing was inflated to reflect the cost of money via the discount route 
to the detriment of the ultimate purchaser, with the permanent investor making 
the loan on a yield basis in competition with other forms of investment available 
to him. 

Basically it would seem that all segments involved in the making of FHA loans, 
namely the FHA, the builder, the mortgage banker, the ultimate purchaser, and 
the permanent mortgagee, would be better served if a par market for FHA 
mortgages could be created. Proponents of the fixed interest rates lay con- 
siderable stress upon the fact that a fixed interest rate is obligatory on FHA 
mortgages because of the fact that they are fully insured by the FHA, that they 
have the full credit of the United States of America behind them, and that the 
ultimate purchaser should get the benefit of a lower interest rate than that 
available on conventional loans because of the Government insurance and the 
fact that the Government does all or most of the underwriting of the mortgage 
security. Such contention might be true if the interest rate on FHA loans were 
at all times competitive with other types of investments. Such adjustment as 
might be necessary to attain this goal under a so-called flexible interest rate 
system is well-nigh impossible because of the long-range considerations in con- 
nection with the development and building of homes. Mortgage financing must 
be arranged substantially in advance of the actual construction or sale of the 
proposed houses. Advance commitments for permanent financing are the gen- 
erating power providing funds for the bulding of new homes. Available funds 
for such financing are in constant competition with other types of investment 
which are not subject to rigidly fixed interest rates. In order to eliminate the 
inequalities inherent in setting a fixed interest rate for FHA-insured loans as 
outlined above, it would seem that we should consider a reevaluation of the FHA 
program of mutual mortgage insurance, with the objective of seeking out a means 
whereby such insured loans would be freed from the fixed interest rate theory 
and a new theory adopted which would be based upon a free interest rate subject 
only to market conditions. It is therefore proposed that consideration be given 
to the following plan to accomplish these objectives: 

1. That all loans insured by the FHA be made free of fixed interest rate 
control and that the rate of interest on such loans be governed only by the 
maximum rates of interest permitted on real-estate mortgages in the various 
States of the United States: 

2. That FHA, instead of insuring 100 percent of the principal amount of 
the loan, be required to insure only 50 percent of the amount of the loan 
approved by the FHA, such insurance to run on a proportionate basis 
throughout the life of the loan. 

38. That the proposed mortgagee, upon filing FHA application for commit- 
ment, shall designate upon such application the rate of interest at which 
the permanent insured loan shall be closed, and further shall certify that 
no discount or premium is to be received or paid in connection with the 
loan transaction. The commitment to insure issued by the FHA shall 
further incorporate as part of its commitment to insure the rate of interest 
(as designated by the applicant for such commitment) which the insured 
loan shall bear and shall require as part of the closing documents, certifica- 
tions, or other satisfactory evidence, that no discount or premium has been 
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received or paid in connection with the loan transaction. FHA shall as 
heretofore continue to specify allowable fees and charges and may include 
therein a brokerage fee not to exceed one-half of 1 percent if required in 
arranging financing of the loan. 

4. That, as suggested in a recent roundtable discussion conducted by House 
and Home magazine (November 1956 issue), the FHA “substitute a single 
2 percent premium for its present one-half of 1 percent annual premium 
and that the cost of this insurance should be added (as in England) to the 
cost of the house and the face value of the mortgage, i. e., it should not 
be added to the downpayment.” The insurance premium of 2 percent would 
be based upon the 50 percent of the mortgage which would be insured by FHA 
and would be paid to FHA out of mortgage proceeds at the time of endorse- 
ment of bond for insurance. The adoption of this feature of the plan would 
have the following advantages: 

(a) The homeowner's insurance cost under this plan, as compared 
with present procedures, would be substantially lowered, thereby re- 

ducing his monthly payments: 

(b) The FHA would be able to eliminate costly billing procedures 
to collect its insurance premium, and would also secure an investment 
return on a full premium basis from the inception of its insurance. 

5. That, in connection with defaulted loans, the FHA will adopt—in place 
of its present procedure—the procedure now in use by VA with reference 
to the conveyance back to the FHA of foreclosed properties. Under this 
procedure FHA would set an “upset price” on the property based upon 
FHA appraisal and would issue debentures to the mortgagee to be due 5, 
10, 15 or 20 years from date of issuance at the mortgagee’s option, with 
the rate of interest on such debentures to be based upon the six-month 
average yield for United States Government bonds with maturities of 5, 
10, 15 and 20 years. FHA would also include in debentures the fore- 
closure costs, including attorneys’ fees, not to exceed $250, together with 
interest from the date of default at the debenture interest rate. 

6. That the VA loan program, as such, be eliminated and that the FHA, 
under title II, provide a special subsection for loans to veterans based 
upon the receipt of an eligibility certificate from the VA evidencing the 
veteran’s eligibility under such subsection for such additional loan bene- 
fits as may be decided upon. Suggested additional loan benefits which might 
be provided under this subsection are as follows: 

(a) With the FHA present loan limitations of 95 percent of value on 
the first $9,000 and 75 percent of value on amounts in excess of $9,000, a 
provision could be made for veterans which would give them loan 
benefits of 100 percent of value up to $9,000 and 90 percent of value on 
amounts in excess of $9,000 up to a total loan of $20,000. 

(6) A waiver of the mortgage insurance premium outlined in No. 4 
above or a payment to the FHA by the VA of such prepaid insurance 
premium. 

7. That the Board of the FHA be expanded to include by appointment a 
member designated by each of the following trade organizations to serve 
for a 1- or 2-year term in a nonvoting advisory capacity : 





National Association of Home Builders 
National Association of Real Estate Boards 
National Association of Mutual Savings Banks 
United States Savings and Loan League 
National Savings and Loan League 

American Bankers Association 

Life Insurance Association 

Mortgage Bankers Association of America 


Some of the benefits of the above proposal are outlined as follows: 

1. The free interest rate approach to the federally underwritten mortgages 
would permit the housing industry to compete in the money market on an 
equal footing with other users of credit. The building industry would be 
competing for money on an interest-rate basis, rather than on a discount 
basis. This would provide a sounder situation in the housing industry, as 
it has been evident in the past that while large-scale builders can absorb 
in one manner or another a fairly large discount, the small- or medium-volume 
builders are in an extremely disadvantageous position in a successively in- 
creasing discount market. Also, under the free interest rate concept, the 
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flow of funds would be determined by market forces and the construction 
of new houses would be made responsive to normal housing demands. 

2. The homeowner should be able to benefit pricewise in the purchase of a 
home because of the elimination of a discount on his mortgage. The emer- 
gence of a par market for FHA loans should be reflected in a lower price for 
houses to the extent that discounts in various areas of the country are 
eliminated. 

3. The home building industry should benefit by the mergering of the FHA 
and VA activities: first by the elimination of the need to deal with two 
agencies with greatly varying rules and regulations, and second by the cut- 
ting down of the amount of paper work required in dealing with two agencies, 
and third by a reduction in actual dollar expense in the processing of the loan 
as a federally underwritten mortgage. 

4. The elimination of the VA home loan program should result in a 
decided saving to the Government. This has been recommended by many 
Government commissions which have studied the question of Govern- 
ment agencies. 

5. Under the proposed plan the FHA liability under the insurance pro- 
gram would be reduced from 100 percent to 50 percent of the amount of the 
principal. 

6. There should be no objection to such a program on the part of permanent 
investors who presently, as part of normal lending operation, make con- 
ventinal loans on a free interest rate basis. With the permanent lender hav- 
ing a stake in the mortgage to the extent of 50 percent, there would be little 
likelihood of relying on the guaranty rather than the security for the repay- 
ment of the loan. 

The overall objectives of the housing policy of the Government are to provide 
more and better housing for its citizens and to maintain a high level of con- 
struction activity in the home-building field. Such objectives can be reached only 
if financing is available for such home construction and purchase. Past ex- 
perience has indicated that the fixed interest rate policy on federally insured 
and guaranteed loans has made such loans unattractive to local investors who 
could secure higher rates of interest on conventional loans without Govern- 
ment insurance and guaranty and to secondary permanent mortgage investors in 
periods of rising interest rates and yields on competitive types of investment. It 
would seem that if it is the housing policy of the Government to insure loans 
in amounts in excess of the amounts which may be lent by a local lender for 
mortgage purposes, the Government should be willing to—and required to—in- 
sure that portion of the loan which would exceed the amount of the loan which 
nrmally would be made without Government insurance. Under such cireum- 
stances it ean be rationalized that the fixed interest rate, because of the Govern- 
ment guaranty, is an unnecessary restriction which limits the use of FHA-insured 
loans. Further, it could be argued that under the proposed plan, only 50 percent 
of the loan would be insured and therefore it would be unfair to fix the in- 
terest rate on the 50 percent of the loan on which the Government would have 
no liability. 

The above proposal is submitted as one possible solution to the impasse which 
exists in the mortgage investment whenever changes in interest rates or yields 
occur in other investment markets. Such proposal with reference to interest 
rates charged on mortgages would in effect become self-regulatory, which has 
been the situation in the conventional loan market for many decades. Should 
mortgage funds become available in large volume, the interest rate at which 
mortgages can be secured would be reduced by competition: in period when 
money is generally tight, builders and mortgage companies would at least be in a 
position of being able to finance their housing production by securing mortgage 
funds on a competitive basis. ; 

In drafting this proposal, we have aimed at formulating a plan which would 
prove workable to all segments of our economy which are involved. It is also 
believed that now is the time to take stock of the whole program of federally 
underwritten mortgages in the light of past experience, with the idea in mind 
of setting up a fully workable plan to take care of the required financing of our 
housing needs now and in the future. 


Mr. Rarns. I notice in your conclusion you said you thought if 
interest rates on GI homes were raised to 5 percent it would make 
them competitive. 
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Do you believe a 5 percent rate will get any mortgage money for GI 
loans ¢ 

Mr. Het. I think it will, yes. There is evidence now that there 
is some money coming into the market, but primarily for FHA loans 
on a 5-percent basis. 

Mr. Rarns. What troubles me about that, Mr. Held, is the figures 
in this morning’s Wall Street Journal, and, of course, you know 
the rates are 5 percent on FHA loans, and yet, according to the paper 
this morning, the applications in January under FHA fell well be- 
low the 1956 month, and they are already at 5 percent. How do 
you account for that? 

Mr. Hex. I think there may be an explanation for that, sir. The 
builders generally like to build under both F HA and V A financing. 
There is no question but that the VA financing is a good part of their 
type of operation, and for a builder to go out exclusively on FHA 
financing, except in those areas where greater down payments are 
required, it is generally not done. He ‘wants to use both types of 
financing, in order to reach the broadest market that he can possibly 
reach 

Mr. Rarns. I understand that, but at the same time, there is no 
activity at all in GI’s at 41% at the present time. 

Mr. Hep. Well, there is nothing to prevent that, except that they 
would probably move over completely to FHA if the builders finally 
decided that they were going to start their projects with FHA financ- 
ing exclusively, but I believe the builders recognize that the veterans’ 
market, particularly those veterans that bought houses in 1945 to 
1950, and are now in the market for larger houses, because of increase 
in economic status, or increase in family, those are the fellows that 
are buying the fifteen and seventeen thousand dollar houses, while 
the veteran who is in the lower income bracket is buying the older 
houses, 

Mr. Rats. I think that points up the need to liberalize down- 
payments on FHA; doesn’t it? 

Mr. Het. Probably. 

Mr. Rains. On page 5 of your full statement you have a rather 
new idea, something that caught my attention. You advocate paying 
the FHA insurance premium as a kind of one-shot proposition when 
the loan is closed; for example, 2 percent of the loan amount instead 
of the present one-half of 1 percent annual premium. ‘This is likely 
to cut down the homeowners mortgage insurance cost. 

Do you think it could be done without jeopardizing the FHA 
reserves / 

Mr. Hep. There was quite a study on that by the Urban Land 
Institute, by Dr. Ernest Fisher, and it indicated that the loss under 
FHA—that after the loan had been in existence about 9 years that 
FHA had no loss. The 2-percent fee is used in Canada, and has 
apparently been satisfactory. Actually, the fee might have to be 3 
percent, because I believe on a 3-percent basis that would be equivalent 
to the amount of premium that they would receive under the half of 
1 percent for the first 10 years of the loan. 

Mr. Rarns. Does your organization have any memorandum of the 
study you have mentioned on that? 
interest rates on GI homes were raised to 5 percent it would make 
a copy of it. 
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Mr. Rarns. They say we have it already. 

Then if the Congress should provide for veterans’ preference loans 
under FH A—now, this question has an assumption in it, we don’t 
know what the House of Repr esentatives is going to do with the in- 
terest rate, it comes up in Mr. Teague’s bill on Tuesd: ay, as you know. 
If the rate is not increased we probably will want to do something 
about the present one-half of 1 percent annual mortgage insurance 
premium, and we have heard proposals that it would help the veteran 
by having the Government pay the premium. 

It occurs to me it would be simpler and less costly to have the FHA 
waive the premiums under FHA. What do you think of that idea, 
in the event it becomes necessary to take that action ? 

Mr. Hetp. Well, I think that that would be a very good idea, 
whether you have them waive it, whether you have VA pay it, or 
whether you have VA underwrite the actual losses that FHA may 
have. 

I am thinking about the idea of the insurance fund, as such, and 
maintaining the insurance fund. 

Mr. Rarns. It would be simpler, would it not, to have the premiums 
waived rather than to have FHA pay them? Wouldn’t that appear 
simpler to you? 

Mr. Hewp. Rather than have VA pay them; yes. The reason I 
suggested the payment was because you have in the case of FHA 222, 
you have the armed services paying the half of 1 percent insurance 
premium as part of that special service program. 

Mr. Rais. You, of course, know that in the VA setup if a mortgage 
goes sour, the Government picks up the check for that mortgage; isn’t 
that correct ? 

Mr. Herp. Yes; in most instances. 

Mr. Rarns. If we are compelled to give veterans’ preference, in 
FHA, would you think there should be a special fund set up whereby 
the FHA could proceed to pick up any sour mortgages the same as 
VA did on veterans? 

Mr. Hetp. You mean take the whole program, as such, and push 
it into FHA? 

Mr. Rarns. Well, I am not saying that. I am simply saying this; 
we know you can’t have a 41/4-percent interest rate over in V A anda 
5-percent one in FHA, and we also recognize the fact that if you move 
VA preferences over into FHA it would be a 5-percent loan. We are 
aware of that fact. 

Mr. Hetp. Well, under my proposal I suggest that debentures be 
used. I know a great many investors would prefer to have the cash 
settlement rather than a debenture route. 

Mr. Ratns. Now, about the interest rates, Mr. Held, or, rather, 
the discount rates. Apparently the general idea, and assume it is 
correct from an economic standpoint—is it the general idea of the 
mortgage bankers in whatever field they are engaged, whether it is 
mutual savings or savings and loan, is that the only way to get 
rid of excessive discounts, to have a totally and completely flexible 
interest rate? You seem to say that in your statement. 

Mr. Herp. Yes. 

Mr. Ratns. Of course, you realize that in legislating there is another 
side to the question, and that is being able to get it enacted in C ongress. 
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None of these programs, of course, can continue unless the Congress 
approves them. 

Now, there is a great many people who are complaining about 
excessive discount rates. They can tell you stories that will make your 
hair curl, to use Secretary of the Treasury Humphrey’s expression, of 
10- and 12-percent discounts, real loan-shark type of operation, as 
a matter of fact. 

Now, facing that, this committee feels we must write something in 
this law to control discounts. So I ask you this question : If it becomes 
necessary to do that, wouldn’t it be better instead of trying to put a 
straightjacket of so many points on discount that can be allowed on 
guaranteed and insured loans, to write into the law the option of the 
‘Administrator to say that he must control discounts at a reasonable 
rate, taking into consideration geographical areas, the worth of the 
mortgage, and so forth. 

Do you believe we could put something in there that would keep 
from putting the business in a straightjac ket ? 

Mr. Herp. Well, Federal National Mortgage Association has in 
effect done that in connection with its buying of loans and even on 
a free interest rate, Mr. Chairman, assuming an absolute free interest 

rate, FHA would always have the power to reject an application if 
they felt an interest rate was excessive. 

Assuming you had no fixed interest rate whatsoever, if the local 
director in Alabama or Wisconsin, if that local director knew what 
the rates were, and Federal National Mortgage Association has had 
to evaluate this whole situation in setting up their basis of discount 

rates, if he knew, even if you had no interest rate, that interest rate 
wohl be controlled, No. 1, by competition among builders and, No. 2 2, 
you have a great variety of discount rates. You hs ave the one discount 
rate where you are making the maximum mortgage for the maximum 
term. You have another dise count rate where you are making the loan 
for, let us say, 25 years with 10 percent down. You may have another 
discount rate for a loan of 20 years with 20 percent down. 

So the discount rate is variable, and I think that Federal National 
Mortgage Association has done an excellent job, in effect setting 
floors under the discount rate at which they will buy loans. 

Mr. Rays. I agree with you on the statement that the FHA has 
full authority to do it, and that is the type law I am talking about, 
but I don’t agree that they have always exercised it as they should 
have. I sometimes think they have been a little more inclined to drop 
with the market instead of supporting it. Like language, and I won’t 
say the specific language, which provides for that operation in FNMA 
could well be utilized in a bill of this type to prevent excessive dis- 
counts by giving authority to the Administrator, couldn’t it? 

Mr. Hep. Yes; that is true, but, as I say in my statement here, any 
attempt to control the discount rate may have the same effect as the 
rigid interest rate, because actually the only reason for a discount is 
to change a yield in effect so that if your discount is not sufficient it 
doesn’t move with the capital market, either upward or downward, 
you have got the same thing. 

All you are doing is substituting one interest rate for another inter- 
est yield, you : e. 

Mr. Ratys. I understand that. 
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Mr. Hexp. I might say that back in 1939 my own institution, while 
FHA loans were 414 percent, came out with a full-page ad and offered 
$10 million worth of loans at 414 percent. 

Mr. Rains. When was that? 

Mr. Hetp. 1939, because of the fact that at that time we were paying 
premiums which in effect reduced our yield substantially below 41% 
percent. These premiums were going to builders, brokers, and so 
forth, and the ultimate homeowner was the one that was not getting 
the benefit of the premium so that we advertised 414 percent in March 
1939, and if your committee would like to have copies of the advertise- 
ments, I have them here, if you would like to look at them, and then 
in March 1940 we came out with a plan whereby we would reduce the 
interest rate to 4 percent provided they took a larger amount of 
amortization in the first 5 years, and at the end of that 5 years then 
their rate went down to 4 percent. 

Mr. Rarns. Mr. Held, I think this particular committee understands 
what you are talking about. 

I have some other « questions but I will defer now. 

Mr. Ashley. 

Mr. Asuiey. Mr. Held, I was interested in your comments on pages 
5 and 6 relative to your suggestion that VA and FHA be merged. At 
the bottom of page 5 you indicate that you would favor a veterans’ 
preference under FH: A which would give veterans a lower downpay- 
ment and either waive the insurance premium or call for payment by 
the VA. 

Do you think this would be preferable to an acros-the-board liberali- 
zation of FHA? 

Mr. Hep. At the particular time that I set this up, I had in mind 
that there was legislation on the books which kept veterans’ benefits 
alive until 1965 and for World War II veterans until 1958. I assumed 
that those benefits would be merged under the FHA program so that 
they would be entitled to those benefits for the periods involved with- 
out taking them away. 

In other words, I tried to take the VA program and put it into FHA 
rather than revamp the whole thing, and in effect say, well, veterans 
and civilians, you are entitled to the same type of benefit. 

Mr. Asuuey. Do you think that veterans and civilians are entitled to 
the same kind of benefits ? 

Mr. Herp. I think my own opinion is inasmuch as Congress has 
decided to give veterans’ benefits until 1965 that probably they are. 
I think that it might be a rather difficult thing to say, well, because you 
haven’t taken your benefits we are not now going to put it into FHA, 
and you Korean veterans have just lost. 

Mr. Asutey. Let me ask you this, Mr. Held: Do you think that it 
would be in the best interests of the housing industr y for FHA to be 
liberalized across the board rather than VA veterans’ preference pro- 
visions such as you suggested written into the law ? 

Mr. Hep. I think that we have always felt that there should be one 
agency to handle all of the housing, that is the FHA under the mutual 
mortgage insurance plan which was soundly set up, we believe. 

Mr. Asutey. Do you think that the liberalization should be extended 
to civilians as well as to veterans? 

Mr. Hewp. Frankly, no. I say in my testimony that we would 
believe that at this particular time there should be a tightening up. 
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Mr. Asuivy. You would hold the line with respect to your civilians 
and write in a preference provision for the veterans; is that right? 

Mr. Herp. I might explain. Yes, but I would explain that this 
program I set up was something to shoot at for the long range. I 
wasn’t looking at it for 1957, I was looking at it from the long-range 
point of view as a method of having a free flow of mortgage money 
into the housing market under all circumstances. 

Mr. Asuxry. Don’t you think if the Treasury sold short-term obli- 
gations to replace the bonds which are now held by the national service 
life insurance fund, this would in effect convert short-term money to 
long-term use in the form of mortgages ¢ 

Mr. Het. If they sold short-term treasurys—— 

Mr. Asuury. Yes; to replace the notes of the national service life 
insurance. 

Mr. Hexp. Well, No. 1, they would have to come to the market with 
those, and the question would be at what rate would they come to the 
market, Federal National Mortgage Association notes, their last issue, 
1-year notes, 4 percent. Actually, they are getting 414 percent. They 
have to pay a half percent for servicing, so there is certainly nothing 
there-—— 

Mr. Asnury. The question is this: At the present time the Treasury 
is holding notes from the national service life insurance fund; isn’t 
that correct ? 

Mr. Hevp. That is right. 

Mr. Asuuey. All right, now, if that fund is to be made available for 
mortgages, the Treasury will have to go out and refinance on the 
market. 

Mr. Hexp. That is right. 

Mr. Asuiey. But it seems to me that what they will be doing is 
they will be selling short-term obligations when they go to the market 
place rather than the long-term obligations. 

Mr. Hetp. They would be selling short-term obligations to buy 
long-term obligations. 

Mr. Asutey. Yes, that is what I meant by converting short-term 
money to long-term use. 

Mr. Hexip. And they would still put a strain on the Treasury bor- 
rowing as was testified. 

Mr. Asuiry. Well, it may put a strain on the Treasury borrowing 
as was testified previously, but it would have the effect of converting 
short-term money to long-term use. 

Mr. Hep. It would have the effect of converting short-term money 
into long-term-use, yes. 

Mr. Asutry. What it really is is a forced shifting within the total 
credit pie, a shifting of so many billions of dollars to home financing, 
wouldn’t you agree with that? 

Mr. Hep. That is right. 

Mr. Asuixry. And it is just a question of judgment as to whether 
the home-building industry is entitled to this segment of the total 
credit pie; is that right? 

Mr. Hep. That is right, yes. 

Mr. Asutry. Would you agree that it is? 

Mr. Herp. I would not, no. I think that it would be inflationary. 

Mr. Asuiry. Well, do you think that the construction of new 
schools is inflationary ? 

Mr. Hexp. No, sir. 








422 HOUSING ACT OF 1957 


Mr. Asuiey. Do you think that the construction of new highways 
is inflationary ¢ 

Mr. Hexp. No, but I do say this: I think that the construction of 
new schools and the construction of new highways has been held up 
because of Federal Reserve policies of combating inflation. 

Mr. Asutey. You think home building is inflationary but the con- 
struction of schools and highways isn’t inflationary ? 

Mr. Hevp. Iam sorry. I said anything that goes into construction 
is inflationary under present circumstances, because you have compe- 
tition for money, men, and materials. 

Mr. Asutey. All right. Do you think that the proper considera- 
tion is being given the “home- building industry in compar moe to high- 
ways, in comparison to the construction of new plant facilities, in 
comparison to the other segments of the economy which are bidding 
for money in the open market ? 

Mr. Herp. Well, Mr. Ashley, my own opinion is that there is suffi- 
cient money in the market to meet the home- building needs. 

For instance, last month the savings banks put in $137 million into 
mortgages, and their total gain for the month was $138 million. Now, 
I think there is sufficient—we have demonstrated since 1945, with the 
exception of the latter part of 1953 and the early part of 1954 when 
we were in the same situation with reference to interest rates and yields 
as we are how—— 

Mr. Asutey. If there is enough money what are you worrying 
about inflation for? Do you mean to say that you think the infla- 
tionary pressures go to the short supply of men and materials but 
not money and credit ? 

Mr. Hep. No, but what I mean is exactly as I said in my testi- 
mony: You are taking the money out of one pocket and, in effect, 
just as I said here, in my testimony, on the question of the use of the 
national service life insurance, that we would be adding to funds 
available for mortgages with one hand, and taking it away with the 
other, because it goes out into the general capital market. 

Mr. Asutey. It is agreed that we are not creating any more money, 
but this is a question of judgement as to whether the home building 
industry is entitled to a bigger share of the total credit in our economy, 
that is what I was getting at. 

That is all. 

Mr. Ratns. Weare running alittle behind time. 

Mr. Betts. 

Mr. Berrs. Just a couple of questions. 

Wouldn’t it be proper, Mr. Chairman, to have one of those advertise- 
ments in the record ? 

Mr. Rarns. Yes, we would be glad to have that. 

(The documents referred to are as follows:) 


[Mareh 4, 1939] 
ANNOUNCING 414 PERCENT INTEREST RATE ON FHA MorvrGace Loans 


3owery Savings Bank has $10 million to lend this year on first mortgages, in- 
sured by the Federal Housing Administration, These loans are for newly 
built, or projected, well-constructed houses in suitable locations. The interest 
rate on approved applications will now be 414 percent per year 

Builders of group developments, as well as individuals who are planning to 
construct or buy their own homes, are invited to take advantage of this new, low 
interest charge. 
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Bowery Savings Bank takes the lead in making this reduction in interest 
on acceptable FHA mortgage loans. By this action the Bowery hopes to en- 
courage the building and purchase of better homes. 1939 should be a great 
year for home ownership ! 


ALL FILA ADVANTAGES 


Houses financed through the Bowery plan provide the home purchaser with 
every FHA advantage: small down payment; long-term loan; monthly payments 
which reduce principal and include insurance, taxes, and other charges; elimi- 
pation of second or third mortgages; FHA inspection on standards of construc- 
tion and upon plan, design, and neighborhood. In addition to all these benefits, 
the interest rate now is only 4%, percent—which means a saving every month 
until the cost of the home is fully paid. 


IF YOU ARE BUILDING ONE TIOME OR HUNDREDS 


You will find it to your advantage to talk with the Bowery Savings Bank before 
you finance the construction. Under the Bowery’s FHA plan each payment made 
by the owner or purchaser will meet interest and also cut down the principal of 
the loan. In this way the mortgage doesn’t hang over the home forever. This 
plan, at the reduced rate of interest, compared with an old-style mortgage, will 
save the home owner many dollars. 


IF YOU ARE BUYING A HOME 


Save money by demanding a Bowery-financed house. It is our policy to keep 
all of our mortgage for permanent bank investment. We do not sell mortgages 
to persons or corporations unknown to you. All through the life of the mortgage, 
you will have the satisfaction of dealing with a century-old organization which 
has an established reputation for fair practice in the mortgage field. And our 
FHA interest rate of 44%, percent means a substantial saving to you. Be sure 
the home you buy is financed through the Bowery. 


IF YOU ALREADY HAVE A BOWERY MORTGAGE 


To those who have uninsured mortgages at the Bowery on 1- to 4-family 
dwellings, this bank offers every assistance in refinancing the loans under the 
FHA plan at low interest rates. In cases which can qualify for FHA insurance, 
the cost for refinancing is moderate. See us for details. 

The Bowery wants to make loans—and is prepared to make them quickly. The 
Bowery also wants to help its present mortgagors having uninsured loans to 
refinance under the FHA plan. Please call, or address your inquiry to our Mort- 
gage Loan Department, 110 East 42d Street, New York. Whether you need 
$2,500 for an individual home, or hundreds of thousands of dollars for a group 
development, it will pay you to see the Bowery first. 

Bowery Savings Bank, Mortgage Loan Department, 110 East 42d Street. A 
mutual institution chartered in 1834 to serve those who save. 





[Mareh 1940] 
THE BOWERY PLAN 
GREATEST SAVING—QUICKEST REDUCING 
Now—You Can Save $696.60 ON A New 414% FHA-Inscrep LOAN or $5,000 
AND YOU CAN PAY IT OFF IN 8 YEARS’ LESS TIME 


Most FHA-insured mortgages on homes are paid off by monthly instalments 
in 20 or 25 years. 

The Bowery Savings Bank, in 1939, pioneered in reducing the interest rate 
on these mortgages to 4144 percent. 

Now the Bowery again pioneers and brings you the Bowery plan which gives 
you the chance to enjoy the benefit of a 4 percent interest rate on new FHA- 
insured mortgages. To take advantage of this plan, you make slightly larger 
monthly payments to reduce principal for the first 5 years of your loan—never 
more than 938 cents a month additional for each $1,000 of your loan. 
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If you find it inconvenient to make the slightly larger monthly payments, 
you may, at any time during the first 5 years, make lump-sum payments which 
reduce the principal of a 25-year loan by 20 percent, or the principal of a 20-year 
loan by 25 percent. We will then give you immediate benefit of the 4 percent 
interest rate. 

As an example: FHA regulations on Bowery 4%4 percent 25-year FHA-insured 
mortgages require you to pay $5.42 a month to reduce principal and meet interest 
charges on each $1,000. (This $5.42, of course, does not cover FHA insurance 
and payments which have no direct connection with principal—taxes, for in- 
stance.) Under the Bowery plan, you have the option of paying $6.35 a month— 
only 93 cents more than $5.42—for the first 5 years of the loan. We use this 93 
and, in addition, we give you the 
benefit of a 4 percent interest rate—continue to apply the one-fourth of 1 percent 
interest which you save against the principal of your loan. As a result, your 
mortgage is paid off and you own your home in 22 instead of 25 years. 

The Bowery plan saves you interest—as much as $696.60 on a $5,000 loan. 
You own your home free and clear sooner—often 3 years sooner. 

Write to the Bowery Savings Bank for a booklet explaining the Bowery plan 
for new 4%, percent FHA-insured mortgages in New York City or in Nassau, 
Suffolk, or Westchester Counties. And as you start your spring search for a new 
home, look for houses financed under the Bowery plan. 

Builders: You will find it far easier to sell homes when you offer them with 
mortgages which can be paid off under the Bowery plan. For full information, 
see our mortgage loan department or the Hallock Organization, 90-34 161st 
Street, Jamaica. 





THE BOWERY PLAN 


Here are the advantages which come to you when you use the Bowery plan to 
pay off a Bowery 414 percent FHA-insured mortgage loan: 
Four percent 

You receive the immediate benefit of a 4 percent interest rate, one-fourth of 
1 percent less than your mortgage calls for. 
Fewer payments 


You make fewer interest payments and fewer payments on principal. You 
pay off a 25-year mortgage in 22 years; a 20-year mortgage in 17 years, 11 
months. Your home is yours, free and clear, years sooner. 

Lower cost 

Your interest cost is less. On a 25-year loan, paid off in 22 years, you save 
as much as $139.32 interest on each $1,000 of the original principal; on a 20-year 
loan, paid off in 17 years, 11 months, as much as $101 interest on each $1,000 
of principal. 

All of these benefits come to you with no increase in the downpayment you 
make on the home which you build or buy. 

Furthermore, although you make fewer monthly payments, all of these pay- 
ments after the first 5 years are just exactly the same as though the mortgage 
were running for its full terms of 25 or 20 years.—Mortgage loan department, 
Bowery Savings Bank, 110 East 42d Street, New York. 


Mr. Berrs. How many members do you have in your organization ? 

Mr. Hexp. The National Association of Mutual Savings Banks— 
there are 527 in number, and we operate in 17 States. 

Mr. Berts. What is your experience as to running into this high 
type of discount mentioned by the chairman of 20 and 25 percent ? 

Mr. Hevp. I can assure you that I have never run into anything more 
than possibly 10 or 11 percent in the secondary market, as such. 

Mr. Berts. Now, you referred to this matter of FHA substituting 
this single 2 percent premium. 

Mr. Het. Yes. 

Mr. Berrts. I don’t quite reconcile that with the present 2 percent 
on 50 percent. 

Mr. Het. No. 1, the figure of 2 percent was taken from Canada. 
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No. 2, it is taken from a recommendation made in Dr. Fisher’s book 
that there be substituted a single premium. I do not say that 2 percent 
is the answer to the thing because I have not figured it out actuarily. 
T just assumed that if it was all right in Canada it probably would be 
all right here. 

Now, 2% percent or 3 percent may be the answer. 

Mr. Berrs. That is all I had to say. I want to commend you for 
the statement that your organization has shared in helping meet the 
inflationary tendencies of the time. 

Mr. Rarns. Mrs. Sullivan. 

Mrs. Sutiivan. I know we are running late, Mr. Chairman, I just 
— three little questions I would like cleared up in my mind by Mr. 
Held. 

Mr. Held, you discussed the voluntary home mortgage credit pro- 
gram. Now, if Congress refuses to raise the interest rate on GI loans 
do you think there would be any point in the Banking Committee ex- 
tending the voluntary home mortgage credit program? I understand 
that the great bulk of these voluntary home mortgage loans have been 
GI loans. 

Mr. Hep. They have been GI and minority housing loans, also, but 
the great bulk has been GI loans. 

Mrs. Sutiivan. Then would there be any sense in extending them ? 

Mr. Hep. If the interest rate was not increased only for the benefit 
that the continuation of the private enterprise into the smaller areas, 
only to that extent would it be reasonable to extend it. I would assume 
that unless the interest rate would reflect a yield that was obtainable 
that: there would be no point, and I believe the committee has so stated. 
As a matter of fact, that is what I said here. Unless it is receptive, 
there is less point in trying to continue it because you just cannot com- 
pete with direct Government lending on what might be considered an 
unrealistic yield basis. 

Mrs. Sutiivan. On Frday Mr. Marcus of the American Trust Co. 
in San Francisco testified that the unreasonable rate did not permit 
passing on of discounts by the builder. Mr. Burgess took the same 
viewpoint. 

What is your opinion of this? 

Mr. Hetp. The Bradley report, as I remember it, took the opinion 
that under the 505 program the VA appraisals were 102 to 107 percent 
of the FHA appraisals. Now, whether the discount is built into the 
price of the house, appraising is not an exact science. VA has one 
basis of appraisal, taking into consideration sales price. FHA has 
another basis, economic value, so that you might have a divergence 
of opinion, Mrs. Sullivan. 

Mrs. Suuuivan. On page 3, Mr. Held, in referring to title VIII, 
military housing loans, you indicate your feeling that the present 4- 
percent rate is not high enough, and that is the reason that Congress 
may have to consider additional FNMA special assistance funds for 
such loans. 

It seems to me that on title VIII loans it is more like a bond than a 
mortgage. It is doubly guaranteed, and you are not faced with the 
usual servicing problems which go with mortgages. 

Now, why isn’t a 4-percent rate high enough for you lenders for 
what is, in effect, a guaranteed Government bond ¢ 
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Mr. Hew. Back in February 1956, our institution and the retire- 
ment fund of the State of New York told the Air Force that we would 
be happy at that particular time to take these Capehart loans at par. 
The first one sold at 102, and then later premiums went down. As a 
matter of fact, I understand that the comptroller of the State of New 
York offered a 334-percent interest rate on one of the Capehart deals 
but the builder w ‘ould not let him have it because he eventually sold it 
at 101, and then we had this increase in yields and interest rates, and 
everything else, over the last few months of 1956 and in 1957 to the 
extent that if you could go out and buy 1-year notes of FNMA at 4 
percent you certainly should go into a 20-year deal on Capehart on a 
higher interest rate. 

The same thing applies to the General Services Administration’s 
program, and there you have the whole Government behind the pro- 
gram, whereby your payments are direct from the Government, and 
that still has a 4-percent interest rate. 

Mrs. Sunuivan. Well, the FN MA note is not fully guaranteed, is it? 

Mr. Hevp. That is true. 

Mrs. Suxiivan. This is. 

Mr. Hew. That is right. 

Mrs. Sciuivan. There is just one other thing that keeps going 
through my mind. If these interest rates, as has been suggested, 
keep going—well, we will say are me a flexible rate, the veteran or the 
homeowner would buy the home at a high rate of interest. He is 
tying up his money, then, for remot aa , 25 or 30 years at a high rate 
of interest, and in a period of time if that money would be more 
easily obtained the rate would go down. 

Mr. Hevp. He always has the right of paying off his loan at any 
time and refinancing, which is something that we cannot do. 

You see, we have 4-percent GI loans which we have had on our 
books and have to keep them on our books for 25 to 30 years but a GI 
loan can be paid off. 

Let us assume that interest rates get easier, and a veteran has, let us 
say, a thousand dollars, or $500 cash, he can refinance under FHA if 
it is an older house. 

Mrs. Sutxivan. It costs him to pay it off. 

Mr. Hep. Not to pay off his GI loan. There’s no cost involved. 
He can pay it off on 30 days’ notice. Only in FHA do you have to 
pay a penalty to pay off. 

Mrs. Sutxivan. If he had to refinance the mortgage, though, 
would cost him. 

Mr. Hexp. Yes; the cost of refinancing the mortgage, which is not 
very great in most instances. 

Mrs. Sututvan. I think that is all. 

Mr. Rarns. Dr. Talle. 

Mr. Tatie. Mr. Chairman, just one question, I believe, Mr. Held, 
and it is one that you need not answer if you don’t feel like doing 
it. I remember you as a very good witness in past years. Your banks 
have a good record. In your policy of lending, do you distinguish 
between FHA and VA or do you lend as freely under the one as the 
other. 

Mr. Herp. Well, I might point out, Mr. Talle, that mutual savings 
banks, at the | eginning of 1956, held S 5.800,000,000 of veterans loans. 
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or 2314 percent of the total home loans of $24,600,000.000 guaranteed 
by the VA-and our proportion of FHA loans are less than the propor- 
tion of VA loans. 

Mr. Tats. I see. That answers my question. 

Our chairman is under terrific pressure. We have so many witnesses 
today, and it is his birthday, and I think I can contribute something 
to making his birthday a happy one by stopping my interrogation 
now. 

Mr. Ratns. Mr. Held, we wish we had time to go further into detail. 
You have always been a good witness before our committee. We 
appreciate your coming. 

Mr. Hevp. Thank you very much, and happy birthday. 

Mr. Rains. The next witness is Mr. R. Manning Brown, vice presi- 
dent of the New York Life Insurance Co., and Mr. E. A. Camp, Jr., 
treasurer of the Liberty National Life Insurance Co., of Birmingham, 
Ala. 

Come around, gentlemen. 

Good morning gentlemen, we are glad to have you. I think I should 
tell the committee that while I don’t know Mr. Manning Brown per- 
sonally, I know Mr. Ehney Camp of long standing. 

I am glad to see you, Ehney, and I am glad to have you, Mr. Brown. 

I note that you have a statement, Mr. Camp, a long detailed state- 
ment, representing the American Life Convention and Life Insurance 
Association of America, which we will ask be filed for the record 
and included in the hearings, and you have a summary here with 
which you may proceed. 

(The complete statement of Mr. Camp is as follows :) 


STATEMENT PRESENTED IN BEHALF OF THE AMERICAN LIFE CONVENTION AND THE 
LIFE INSURANCE ASSOCIATION OF AMERICA 


My name is Ehney A. Camp, Jr. I am vice president and treasurer of the 
Liberty National Life Insurance Co., Birmingham, Ala. My colleague is R. 
Manning Brown, Jr., vice president in charge of real estate and mortgage loans 
of the New York Life Insurance Co. We are appearing here today as repre- 
sentatives of the American Life Convention and the Life Insurance Association 
of America, 2 associations of life insurance companies with a combined member- 
ship of 244 companies, holding an estimated 98 percent of the assets of all United 
States legal reserve companies. We are both members of the joint ALC-LIAA 
committee on housing and mortgage lending. 


THE RECORD OF LIFE INSURANCE COMPANTES AS MORTGAGE LENDERS 


Throughout the years the life insurance companies of the country have con- 
sistently provided an important and growing source of real-estate-mortgage 
financing. At the end of 1946 the life companies had a little over $7 billion 
invested in mortgages, or about 15 percent of their total assets. By the end of 
1956, total real-estate mortgage loans held by life insurance companies had risen 
to over $33 billion, or about 34 percent of all life insurance assets. Of this total, 
an estimated $24 billion were residential mortgages. 

The life insurance companies have for many years been one of the principal 
suppliers of Government-insured and guaranteed mortgage financing. At the 
end of 1956 their holdings of FHA-insured mortgages amounted to. $7 billion, 
or 36 percent of the total FHA mortgages outstanding at that time. Since 1946 
life companies have purchased $10 billion of FHA nonfarm. mortgages, or an 
average of $912 million per annum. Last year their purchases of FHA mort- 
gages amounted to $857 million, 

Similarly, the life-insurance companies have found the VA-guaranteed mort- 
gage loan to be a satisfactory outlet for their funds. At the end of 1956 life- 
insurance company holdings of VA mortgage loans amounted to $7.3 billion, or 
nearly 26 percent of the total VA mortgage debt outstanding at this time:' During 
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the postwar period the life-insurance companies have made $9.4 billion of VA 
mortgage loans, or an average amount of $860 million per annum. Last year 
they purchased $1.7 billion of VA mortgages, just short of the $1.9 billion 
acquired in 1955, which was the peak year. 

The record shows, therefore, the acceptability which Government-insured and 
guaranteed mortgage loans have gained as an investment for life-insurance 
companies. Despite this fact, during the past several months life-insurance com- 
panies have reduced their new commitments to make VA mortgage loans. The 
reason is, of course, that as interest rates have risen generally throughout the 
economy, the rate of return on VA mortgages has failed to maintain its 
competitive position in the market. Before analyzing this situation, as well as the 
reaction of life-insurance companies to the increased FHA rate, it will be helpful 
to consider the principles governing the life-insurance company investments. 


THE PRINCIPLES GOVERNING LIFE-INSURANCE INVESTMENTS 


Life-insurance companies are trustees of the savings of 106 million policyhold- 
ers. These policyholders are in the main people of modest means whose savings, 
though small, provide an important bulwark for the security of themselves and 
their families. As trustees of the savings of these many millions of policyhold- 
ers, life-insurance companies have the obligation to invest their funds at the 
highest possible rate of return without incurring undue risks. The latter ex- 
plains why companies strive for a balanced portfolio of many different types of 
investment. The higher the rate of return realized on life-company investments, 
the greater the amount of insurance protection which the companies can provide 
to the American people without increasing the premium cost. In addition, com- 
petition within the life-insurance business between individul companies is ex- 
ceedingly keen, and one of the areas in which competition is greatest is with re- 
gard to investment return because of the important effect which increased in- 
vestment yield has toward a greater amount of insurance protection for the pre- 
mium payments made. Not only are the life-insurance companies in competition 
with one another with regard to investment return, but they are also, of course, 
in competition with other types of savings institutions. 

Emphasis upon rate of return should not be interpreted to mean that life 
companies are unmindful of their public responsibility to direct policyholders’ 
funds to the points of greatest economic need. Indeed, by the very act of 
responding to changes in interest rates they are employing the best means under 
our economic system of determining economic needs. Their sense of social 
responsibility is illustrated by the leadership they have shown in the Voluntary 
Home Mortgage Credit Program with which you are familiar. 

In view of these principles, it is not surprising that in order to maximize their 
investment return, and to achieve a balance of risk, life-insurance companies 
direct their funds into a wide variety of investment outlets, such as industrial, 
public utility, and railroad bonds and stocks, Federal, State, and local govern- 
ment obligations, industrial and commercial mortgages, direct investment in real 
estate, as well as residential mortgages. Thus, housing is not the only field in 
which life-insurance company investments are important to our national economy ; 
their investments in the facilities of industry and business help to create jobs 
for veterans as well as everyone else and contribute to increased production 
which in turn helps to hold down the price level. Because of the compulsion as 
trustees in the interest of their policyholders to earn the highest possible rate 
of return, and in view of the wide variety of outlets, the investment of life- 
insurance company funds is highly sensitive to changes in market rates of in- 
terest. It is perfectly natural, therefore, that in a period of rising interest rates 
life-insurance funds would automatically be channeled into outlets providing 
the higher rates of return. This is in accordance with our duty as trustees for 
policyholders. The VA mortgage has fallen behind in its ability to compete 
for capital funds because the interest rate on VA loans has not been allowed to 
respond to demand and supply forces in the capital market. This is not true, 
of course, in the case of the FHA mortgage rate which has responded to competi- 
tive forces in the capital market. 


VA-GUARANTEED MORTGAGES IN THE CAPITAL MARKET 


During most of the past decade, and particularly in the last 2 years, the de- 
mand for capital funds for all uses has been so great that it has outstripped 
the aggregate private savings of the people and therefore the supply of loanable 
funds provided by investors other than commercial banks. Attached to this 
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statement is a table showing sources and uses of funds in the capital market 
from 1946 through 1956 bearing out this statement. As will be apparent from 
the table, the total demand for capital funds to finance residential housing, 
industrial plant and equipment expansion, commercial development, consumer 
credit, Federal, State, and local expenditures, and for other uses has been so 
enormous that much of the time commercial bank credit has had to be expanded 
to supplement the supply of funds from savings sources. In the face of this 
demand-supply relationship in the capital market as a whole, it has been a 
perfectly natural development for interest rates to rise. The basic cause for 
rising interest rates has, therefore, been a roaring demand for funds in excess 
of the supply from nonbank sources. The Federal Reserve could have permitted 
this excess of demand to be satisfied by a large expansion of commercial bank 
credit, but this course would have fed the fires of price inflation. In the interest 
of maintaining economic stability and a sound dollar, it has been salutary for 
the Federal Reserve authorities to act to restrain an excessive increase in the 
money supply. We in the life insurance business believe strongly that the Federal 
Reserve has acted intelligently and courageously in the public interest in its 
efforts to restrain inflation. We believe that the life insurance business has 
the duty to lend strong support to efforts by the Federal Reserve to combat 
inflation because of the devastating effect which inflation has on the benefi- 
ciaries of life insurance, who are living on fixed incomes provided by policy 
proceeds. These are the most pitiable victims of inflation, and we have a great 
duty and obligation to help protect their interest in a sound dollar. 

As interest rates have risen in response to the enormous demands for credit 
outrunning the supply of capital funds, life-insurance companies have placed 
greater emphasis upon investing in new issues of high grade corporate bonds and 
in conventional mortgages where the rate of return has been highly responsive 
to market forces and now ranges around 54% percent. In the face of this, the 
4\4-perecent rate on VA mortgages is far out of touch with competitive forces. 
This is especially true because the net rate of return after servicing and other 
costs on VA mortgages is about three-fourths of 1 percent lower than the gross 
rate, whereas high grade corporate bonds which can be purchased in large blocks 
are much less expensive to administer. 

Some of the recent offerings of securities have dramatized the degree to which 
the VA rate is not competitive in today’s capital market. New England Tele- 
phone & Telegraph Co. recently issued $35 million in long-term debentures 
at a 4.6-percent rate. Also, $100 million of long-term World Bank bonds, a 
prime security of quality comparable with VA mortgages, sold at a 414-percent 
rate. These bonds were noncallable for 10 years and have virtually no adminis- 
trative costs. This protection against an early and unpredictable redemption of 
the loan is highly valued by investors and is characteristic of most industrial 
loans today; this is in contrast to the Government-insured and guaranteed 
mortgage loan where the investor is exposed to redemption on short notice. The 
extent to which market conditions have changed in the past several months, even 
for security issues of Government agencies, is illustrated by the offering in late 
January of $200 million of FNMA debentures with an 8-month maturity which 
earried a rate of 444 percent, compared with 34 percent on a similar issue of 
FNMA last February. In the past month interest rates have eased a little, but 
the rates quoted are still indicative of the market, 


THE BASIC SOLUTION REGARDING THE VA INTEREST RATE 


We believe that the fundamental solution to the problem of reduced availability 
of VA mortgage financing is to make the interest rate on VA mortgage loans 
sensitive and responsive to demand and supply forces in the capital market. The 
VA rate (and to a lesser extent the rate on FHA mortgages) is the sole remaining 
pegged interest rate in the capital markets. Unless some means is found to 
permit this rate to move in response to market forces, we shall in our dynamic 
economy continue to have difficulties in the VA mortgage field. 

In our economic system market demand and supply forces determine prices, 
and prices exercise the important function of rationing scarce goods. It is often 
overlooked that the interest rate is nothing more than the price paid for borrowed 
funds. It is at the same time the incentive necessary to bring forth the volume 
of savings required to finance our great economic growth. We are living in a 
period in which an increase in saving is sorely needed to finance our economic 
growth. It is also forgotten sometimes that although interest is a cost to home 
owners and other borrowers, it is also a source of income to millions and millions 
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of small savers through life insurance, savings and loan associations, savings 
banks, pension trusts, and other channels of personal saving. These savers who 
will get the benefit of this additional interest are in the aggregate the same body 
of people who are the homeowners of the country. 

Our recommendation today, regarding the VA interest rate is best expressed 
by quoting a passage from the policy statement drafted by our life insurance 
committee on housing and mortgage lending in the spring of 1953 when conditions 
in the VA mortgage market were similar to the present situation. At that time, 
also recommending that the VA home mortgage program be merged with FHA, 
we stated : 

“The basic solution to the problems which we have experienced in recent 
years in the mortgage market is to make the insured and guaranteed rate flexible 
so that it can reflect and adjust fully to free-market forces. This can be accom- 
plished in the following way. The FHA Commissioner should set a maximum 
permissible rate which can be charged on insured and guaranteed mortgage loans, 
but this rate should be substantially above the current going market rate. Under 
the ceiling of the maximum, the actual contract rates on individual insured and 
guaranteed mortgages would be set as a result of competitive market forces. The 
rates would move up or down depending on market competition and would also 
be allowed to reflect geographical differences in the market, as well as the addi- 
tional expense involved in handling a small volume of loans in smaller towns and 
rural areas.” 

This has been the position which we have taken consistently in the past 2 years 
before congressional hearings, and we believe it to be the basic solution regarding 
the Government-insured and guaranteed rate. The effectiveness of a mortgage 
yield responsive to market forces was illustrated in the summer of 1953. Shortly 
after the rate on VA loans was raised to 41% percent, the new commitments by 
life insurance companies increased sharply, and outstanding VA commitments 
of life companies rose $500 million or around 360 percent in the ensuing year. 

If it is considered not feasible to free the interest rate on Government-insured 
and guaranteed interest rates at this time, the question still remains as to whether 
an increase in the VA rate to 5 percent will help to expand the flow of mortgage 
money to veterans. As indicated earlier, the VA mortgage has been a satisfactory 
investment for life insurance companies provided the rate of return on such 
mortgages is competitive with other interest rates. A rate of 5 percent on VA 
mortgages would largely restore their competitive position in the capital market 
under present conditions, so that we would expect an appreciable increase in 
life insurance company investments in VA mortgages at that rate. This view 
is supported by a recent poll we have made of a large number of life insurance 
companies. We believe, therefore, that so far as life insurance companies are 
concerned, new commitments to make VA loans would increase appreciably if 
the rate is raised to 5 percent. 


WHAT ARE THE ALTERNATIVES TO A VA RATE RESPONSIVE TO MARKET FORCES * 


As a means of rapidly expanding the availability of VA mortgage loans, the 
main legislative proposals which are being considered as alternatives to permit- 
ting the VA interest rate to move responsively to market forces are the following : 
(1) an extension and liberalization of direct loans by the Veterans’ Administra- 
tion, as exemplified by H. R. 4602, which was reported out by the Veterans’ 
Affairs Committee; (2) the use of national service life insurance funds to pur- 
chase VA mortgages, for example, H. R. 22, 60, 3081, 4965, 2581, 2236, 2560, 3352, 
3807, and 4605; and (3) an expansion of FNMA purchases of VA mortgages, 
for example, H. R. 22, 3081, and House Joint Resolution 209. 

Examining the first alternative, the question immediately arises as to how 
the money will be obtained to finance an expansion of VA direct loans. If the 
funds are to be secured by means of an increase in the Federal budget, it is 
doubtful that such additional expenditure can be justified economically in a 
period in which inflationary pressures are so strong. If the money is to he 
raised by the Government through the issuance of Federal securities, which is 
highly likely under current Federal budgetary conditions, the question arises as 
to which investors will purchase the securities offered by the Government. To 
the extent they are purchased by investors other than commercial banks, the 
shortage of capital funds will be reflected in some other part of the market, 
for example in the market for State and local government obligations. Be- 
cause the market for Federal securities with nonbank investors is very thin, 
it is highly likely that Government securities offered in the market to finance 
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direct VA mortgage loans would gravitate to the commercial banking system. 
Whether the banks could create the deposits to pay for these Government 
securities would depend on their reserve position, and as a result pressure would 
be placed upon the Federal Reserve authorities to supply the reserves. If they 
did so, the funds obtained for direct VA loans through this route would be 
obtained from an expansion of the money supply and would clearly be infla- 
tionary. Thus, we believe an expansion of direct VA loans would be a threat 
to general economic stability, and we therefore recommend against the bills 
providing for an increase in direct VA loans. 

If the alternative of using NSLI funds is followed, it is evident that to pro- 
vide the money needed to permit NSLI to purchase VA mortgages the Treasury 
would be required to redeem the appropriate amount of United States Govern- 
ment securities now held by NSLI. To obtain the funds necessary for this 
purpose, the Treasury would have to borrow in the general capital markets. 
Here again we face the question of which investor or group of investors would 
absorb these Government securities. The experience of the Government securi- 
ties market in the past several months indicates that liquidation of Government 
bonds by NSLI in sizeable amounts would exert a depressing effect on the prices 
of Government securities. This is because there are relatively few purchasers 
of Governments today; indeed, most investors, because of the relatively low 
yield on Government bonds, are reducing their holdings to acquire other in- 
vestments. Actually, in recent years the Government trust funds such as 
NSLI have become a more and more important repository of the Federal debt 
as nonbank investors generally have reduced their holdings to satisfy the 
enormous appetite for Government-insured and guaranteed loans and indus- 
trial capital. Since 1946 Government trust funds have increased their hold- 
ings of Government securities by $23 billion. If one of the important Gov- 
ernment trust funds (NSLI) should now embark on a program of liquidating 
Government debt, the already difficult task of the Treasury to obtain financing 
from other than commercial banks would be further complicated. Moreover, 
as NSLI liquidated United States Governments and depressed the prices of Fed- 
eral securities, this very development, through causing higher yields on Gov- 
ernments, would push up all interest rates throughout the capital market. In 
addition, if NSLI liquidates Government securities, to the degree that new 
Treasury offerings to permit this liquidation are absorbed by nonbank investors, 
a shortage of funds will be reflected elsewhere. For example, if the new Treas- 
ury offerings were purchased by State and local government pension funds, they 
would tend to reduce the availability of funds for State and local government 
improvements such as schools, roads, and so forth. Actually, the strongest 
possibility is that if NSLI liquidates United States Government securities strong 
pressure would be placed upon the Federal Reserve authorities to enable the 
new offerings of Government securities to be absorbed by the commercial 
banking system. Here again the threat of an inflationary increase in the 
money supply is clear. We therefore recommend against the various bills 
providing for NSLI purchases of VA mortgages because they all lead ultimately 
to further inflationary pressures. 

Likewise, the alternative of expanding FNMA’s purchase of VA mortgages 
also raises the question of where FNMA would obtain the additional funds. 
The experience of the past indicates that debentures issued by FNMA have 
found their way largely into the commercial banking system with implications 
for an inflationary increase in the money supply. Moreover, with FNMA 
required to pay from 4 to 44 percent for short-term debentures, it would actually 
sustain a loss if it attempted to support the 44%4-percent VA rate because servicing 
and other costs on these mortgages absorb about three-fourths of 1 percent of 
the gross return. In view of the inevitable inflationary consequences of an 
expansion of FNMA purchases of VA mortgages, we therefore do not believe such 
an expansion is in the public interest at this time. However, if FNMA should in 
any event be voted additional funds, we believe that it should continue to purchase 
mortgages as a true secondary market operation ; namely, it should purchase and 
sell mortgages at the current market prices, and it should not make advance 
commitments. Otherwise it is merely a direct dumping ground for these mort- 
gages and is nothing more than a subsidized direct Government-lending program. 

All of these alternatives, therefore, run up against the hard fact of an overall 
shortage of capital funds relative to the huge demand, and they illustrate the 
difficulties which arise when the free-pricing system is abandoned. They all 
involve pressure ultimately on the Federal Reserve authorities for an increase 
in the supply of money to supplement capital funds received from nonbank 
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sources. The experience of the past decade shows clearly that this is the road to 
price inflation. Nowhere has this inflation been more clearly evident than in 
the home-building field. General inflation has been serious enough, but the rise 
in housing prices has been particularly severe. Since 1946 the consumers price 
index has risen 41 percent and the wholesale price index has risen 48 percent. 
During this same period the average estimated construction cost per unit of 
privately owned homes (Boeckh index of dwelling unit construction cost) has 
risen 75 percent. There is a serious question whether the veteran or the small 
homeowner is being done any real service by easy and excessive credit if the 
primary effect is to increase sharply the price of the house he buys. 

It is sometimes thought that the cost of rising prices to the veteran or the 
small homeowner is measured simply by the higher price he must pay for his 
home. This increased initial cost is bad enough, but it does not measure the full 
toll exacted by inflation. We have prepared a chart to illustrate the real cost of 
rising prices to the average home buyer in the period 1946-55. 

Assuming the rise of 75 percent in the Boeckh index accurately reflects the 
rise in price of a standard home in the United States, the rise in the average 
home loan, due solely to this inflation, was from approximately 6,000 in 1946 
to approximately 10,500 in 1955. 

The chart shows that, in addition to having to pay back an extra $4,500 of 
principal on his loan, the home buyer on a 30-year, 4144-percent loan would have 
to pay $3,715.20 in extra interest cost because of the larger loan. The rise in 
the total cost to the average home buyer, due solely to rising home prices in 
the period 1946-55, therefore amounts to $8,215.20. Inflation in the postwar 
period has thus exacted a heavy toll from the veteran and small homeowner. 
More inflation would exact a heavier toll and upon no segment of the population 
would it bear more burdensomely than on the veteran who has to pay inflated 
prices for a modest home in which to live. Moreover, we cannot ignore the threat 
that pouring newly created money into the mortgage market to support an 
artificially low-interest rate will not only drive up the price of new houses, but 
by leading to an eventual boom-bust pattern in the housing field and in the 
economy generally, it also threatens the value of the 10 million homes now owned 
by veterans. 


THE PROPOSAL TO EASE FHA DOWNPAYMENT REQUIREMENTS 


In response to Chairman Rains’ letter of February 18 outlining the subjects 
to be covered in this hearing, we would like to comment on the proposal to 
liberalize downpayment requirements under the FHA program. We believe in 
this connection that it is highly important to recognize that excessively easy 
terms have serious disadvantages for the general public, as well as for both 
mortgage borrowers and lenders. Among these are the following: 

(1) In view of the present overall shortage of capital funds in this country 
to meet the enormous demand for funds to finance housing, industrial plant and 
equipment, commercial development, Federal, State, and local government ex- 
penditures, and other uses, liberalizing the FHA downpayment for every citizen 
will certainly aggravate the capital shortage problem by creating a greater de- 
mand for housing and therefore for mortgage funds. In an economy where our 
resources of labor and materials are so fully employed, this increased demand 
for housing would undoubtedly result in a further upward pressure on wages 
and the prices of materials in the housing field so that the veteran and all citi- 
zens would be penalized by having to pay higher prices for their homes. 

(2) Excessively low downpayment loans raise the danger of increased delin- 
quencies and foreclosures. Experience indicates that delinquencies and fore- 
closures on law downpayment loans are several times greater (even in prosper- 
ous times) than on loans with a substantial downpayment. 

(3) Any increase in the amortization period of the loan results in a propor- 
tionate increase in the total interest cost paid by the borrower, and also reduces 
the current return flow of mortgage amortization available for reinvestment. 


THE PROPOSALS TO CONSOLIDATE THE VA PROGRAM INTO FHA 


The prospective termination of the VA-guaranteed loan program raises the 
possibility of consolidating the VA and FHA programs in some manner. This 
could be accomplished by establishing a new section under title II of the National 
Housing Act to provide, under FHA, home loan benefits to veterans such as are 
now in effect, subject to receipt of an eligibility certificate from the VA. 
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We have long felt that the home-building industry and the general public 
would benefit by eliminating the present costly duplication of appraisals and 
property inspection by both FHA and VA. This would lead to greater economy 
and efficiency for the entire operation, the home builder, and the taxpayer. It 
would do this first by eliminating the need to deal with 2 agencies with greatly 
varying rules and regulations; secondly, by cutting down the amount of paper- 
work required in dealing with the 2 agencies; and thirdly, by a reduction in the 
actual dollar expense in the processing of the loan as a federally insured mort- 
gage. 

We would like to emphasize that in working out any type of consolidation of 
the FHA and VA programs, care must be taken to preserve for nonveterans the 
sound insurance basis on which FHA was established. 


THE VOLUNTARY HOME MORTGAGE CREDIT PROGRAM 


As is generally recognized, the life-insurance business took the lead in urging 
and supporting the voluntary home mortgage credit program. We believe that 
in the 2 years it has been functioning the program has proved successful. Over 
$240 million of Government-insured and guaranteed loans have been placed 
through VHMCP in remote areas, small communities, and with minority groups. 
Above and beyond this, and perhaps more important, the program has induced 
many mortgage lenders to expand their regular mortgage lending into remote 
areas and small communities not heretofore adequately supplied with mortgage 
funds. We believe that the program has been constructive, and we recommend 
that it be extended for a period of 3 years. At the same time, we would like 
to make it clear that difficulties now beset VHMCP which will prevent it from 
being effective in the future. If these difficulties, to be outlined presently, are 
corrected the program can be fully effective. 

Before describing the difficulties currently hampering VHMCP, it will be help- 
ful to recall the basic legislative intent of the program as it was originally con- 
ceived in the Housing Act of 1954. The purpose was to increase the availability 
of mortgage funds for FHA-insured and VA-guaranteed loans through private 
lenders in remote areas and small communities where such funds were in in- 
adequate supply under normal capital market conditions, and for the financing 
of properties for minority groups. The legislation provided a means to en- 
courage private investors to expand their lending into new territories under 
conditions similar to those existing in their normal lending territories. It was in- 
tended that private lenders would engage in financing operations in these new 
areas under conditions no less acceptable investmentwise than those experienced 
in their normal operation. It was also intended that VHMCP operate within 
the framework of competitive supply and demand conditions in the mortgage 
market. 

As VHMCP began to function two basic difficulties developed which have 
hindered the full effectiveness of the program. (1) Through an administrative 
ruling of the Veterans’ Administration, the rate of return which private lenders 
receive under VHMCP on VA mortgages was virtually frozen shortly after the 
program got underway. In the last year, as the overall demand for capital 
funds has outrun the supply, and all interest rates have consequently moved 
upward, this frozen interest rate has become more and more uneconomic for 
private lenders. In spite of this, private lenders have continued to make 
VHMCP loans in substantial volume in an effort to supply Government-insured 
and guaranteed mortgage credit to remote areas, small communities, and for 
minority groups. This uneconomic rate of return is becoming more and more a 
matter of concern for institutions like life-insurance companies which as we 
explained earlier have an obligation as trustees to earn the best rate of return 
available in the market. (2) The program has continually faced competition 
from Government lending programs on unfair terms. For example, direct VA 
loans have been made in competition with VHMCP where the cost of processing 
the loans were subsidized by the VA. 

Accordingly, we are convinced that two conditions must exist in order for the 
program to operate and to attract private funds. (1) The Government lending 
programs should be on terms and conditions which enable private investors to 
compete. Private enterprise cannot compete with a Government-subsidized 
program. (2) To encourage private savings to flow into remote areas and 
small communities, as well as to the mortgage market as a whole, the return 
from mortgage investment should be competitive with similar forms of invest- 
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ment. In order to make this possible, the return should be responsive to chang- 
ing market conditions. 

We believe that if these changes are made, VHMCP can more than redouble 
its effectiveness and can solve completely the problem of making Government- 
insured and guaranteed mortgage credit generally available in remote areas, 
small communities, and for minority groups. 


Sources and uses of funds in the capital market 


{Billions of dollars] 


ye Vice + act wa gerry ig l | 
1946 | 1947 | 1948 | 1949 | 1950 | 1951 | 1952 | 1953 | 1954 | 1955 | 1956 ! 
| j 


SOURCES 


on 
~ 


Life-insurance companies ed 3. 





B). 20) 24. 87): 27) 2:71)..45)...48),.4 5.4) 5.0 
Savings and loan associations__- 1.4 1.5 1.2 1 2.1 2.0 3.0 3.7 4.3 5.8 4.9 
Mutual savings banks 1. 5} 9 1.0 1.0 1.0 .8 1.7) 1.8 2.0} 21 2.0 
Corporation pension funds_.--- -_/ 4) .6 -T .8 9 1.2 1.5 1.8 18) 2.3 2.3 
Fire and casualty companies 2) 4 .9 1.1 1.0 othr tom 1.1 1.2 “ar .7 
U. 8. Government funds -- 3.5} 3.3) 2.9) 2.6 a 3.8) 42) 2.9 14 26 3.4 
State and local funds. | — 7 Li iF 7 1.3 13) 2.0 2.2 2.6 1.9 2.0 
Foreigners } —.8| —1.1 3 a 1.2 @); 41.0 6 4 1, 3) LS 
Corporations - ide .--| —5.8) 1.9 3.6 3.1 8.2 3. 3.6 2.2 1.0 aes 
All others - - - 1.7} 5.4 4.1 3.0 2.1 1.6 4.9 5.5 2; 8&5) 6.6 
| 5 a_i . ode | wis nena. an | ‘ 
Total, nonbank funds... __| 4.6) 17.5; 18.8 17.4] 21.5) 18.5) 27.5) 26.5) 21.2) 39.7) 23.9 
Commercial banks -__- | —9.9} 21) -1.4/ 6.0) 66) 63 91) 43) 103] 54) 5.1 
Federal Reserve |} —1.0) —.7 7| —4.4 1.9 3.0 9 1.2) —1.0) —.1) ia 
Total, banking system —10.9 14, —.7 1.6 8.5 9.3) 10.0 5.5 9.3 5.3 5.2 
Total, sources. .- —6.3}) 18.9) 18.1} 19.0) 30.0) 27.8) 37.5) 32.0) 30.5) 45.0) 34.1 
USES 

Residential mortgages__...._...- 8 5.7 5.9 5.3 8.7 7.8 7.5 8.2) 10.2} 13.3) 11.9 
Commercial mortgages. -.-......- 1.3 4 1.2 9 y lj 1.0 1,2 1.8 2. 0 2.1 
Farm mortgages... cot et ta oa 2 .2 3 5 5 .6 5 5 ‘ 8) .8 

Total mortgages-_-_......... 6.2} 7.2) 7.3; 6.5) 10.1) 9.4) 9<.0) 9.9) 12.5) 16,1) 14. 
Corporate bonds---_..-.....--.-- 1.1 3.0 4.7 3.3 2.0; 3.6) 4.9 4.8 3.8) 4.5 §,2 
Corporate stocks __....-- ies kiana 1.1 1.2 1.1 1.3 1.5 2.4 2. 4 1.9 1.8 2.0 2.0 
U. 8. Government__- .-----|—~19.2| —2.5) —4.1 4.35 —.5 2.8 7.9 7.8 3.6) 2.0) —4.1 
State and local securities._........ —.3) 1.6) 2.3) 2.6) 3.2) 22) 29) 3.6) 44) 3.6) 3.2 
Consumer credit................- 2.7 3.2) 2.8) 29 4.1) L2) 48) 3.8 1.0) 6.4) 3.4 
sc cateebecannl ie §.2;} 3.8) —1.7) 9.2) 6.1 5.5 2; 3.8) 8&8 8&7 
Other uses ?_...._._- ebdalaste Uedbewtnen .3 1 3} =~.) .4 2 3 (?) (?) 1. 5) 9 
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Total, uses................| —6.3} 18.9} 18.1] 19.0) 30.0) 27.8) 37.5) 32.0) 30.5) 45.0) 34.1 


' ' 


1 Rough estimates on basis of preliminary data available at this date. 
2 Under $50 million. 
8 Consists primarily of nonguaranteed Federal debt. 


Note.—Components may not add to totals due to rounding. 


Additional cost to average home buyer caused by rising home prices, 1946-55 


Rate of loan Amount of | Total repaid 








Year in which home purchased | Maturity of loan 
loan 
— oe niet ichgeinteptnsietbmtindangs -| tones sani pdeet0ehath bcbadpbenetinege : ppliaiedctinaincens 
| 
| Percent 
1906.5. ha J = .-| 30 years. | 414 $10, 500 | $19, 166. 40 
1946......-. . |-----do 414 6, 000 | 10, 951. 20 
Total | 4, 500 | 8, 215. 20 


Mr. Rarns. You may proceed, Mr. Camp. 
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STATEMENTS OF EHNEY A. CAMP, JR., AND R. MANNING BROWN, 
JR., ON BEHALF OF THE AMERICAN LIFE CONVENTION AND THE 
LIFE INSURANCE ASSOCIATION OF AMERICA 


Mr. Camp. Mr. Chairman, I believe the personal comment you made 
might make it appropriate for me to make this statement that I hoped 
I would have the opportunity to make some time during this hear- 
ing. I want to be sure your colleagues here understand how we people 
in Alabama appreciate the chairman of this committee, and it is a 

‘eal privilege for me to appear before a committee where the chairman 
is one of my Congressmen from Alabama. 

I didn’t realize it was your birthday. That makes it all the more 
appropriate, and down in Alabama we are proud of the part Congress- 
man Rains is taking in the whole field of housing which affects so 
many people in the country, and affects every segment of the economy. 

Mr. Berrs. We share your feelings, too. 

Mr. Camp. If that statement wasn’t appropriate in accordance with 
your rules, I hope you will excuse it as being from a country boy from 
Alabama. 

Mr. Rarns. I could exclude it from the record, but I don’t believe I 
will. 

Mr. Camp. My colleague here is Mr. Manning Brown, vice presi- 
dent of the New York Life Insurance Co., in ¢ lis of real estate and 
mortgage loans, and on my left is Mr. James J. O'Leary, director 
of research of the Life Insurance Association of America, and we 
hope he will be permitted to take part in our discussion, too. 

We are representing today, as you said, the American Life Conven- 
tion and the Life Insurance Association of America. Those are our 
2 national associations with 244 life insurance companies represent- 
ing about 98 percent of the total assets of the life insurance business 
and, as you said, we have filed our formal statement, and we would 
like to make a few comments in this summary. 

The first comment: The life insurance comps nies have for many 
years been one of the principal suppliers of Government insured and 
guaranteed mortgage financing as well as conventional residential 
financing. At the end of 1956 ‘their holdings of FHA insured mort- 
gages amounted to $7 billion, or 36 percent of the total FHA mortgages 
outstanding at the end of 1956. Since 1946 the life-insurance com- 
panies have purchased $10 billion of FHA nonfarm mortgages or 
an average of $912 million a year. And last year in 1956 their pur- 
chases of FHA mortgages amounted to $857 million. 

Now, with a VA guaranteed mortgage loan, at the end of 1956 we 
had 7.8 billion, as compared with 7 billion for FHA mortgages. The 
7.3 billion of VA mortgages represents 26 percent of the total VA 
niohigaas debt outstanding at the end of last year. During the post- 
war period, that is, from 1946 on, the life-insurance companies have 
made $9.46 billion of VA loans, or an average amount of $860 mil- 
lion per annum. Last year they purchased $1.7 billion of VA mort- 
gages, which was just short of the record of 1.9 billion in 1955. The 
record then shows the acceptability which Government insured and 
guaranteed loans have gained as an investment for life-insurance com- 
panies. Despite this fact, during the past several months life-insur- 
ance companies have reduced their new commitments to make VA 
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mortgage loans. The reason is that, as interest rates have risen gen- 
erally throughout the economy, the rate of return on VA mortgages 
has failed to maintain its competitive position in the market. 

No. 2: Life insurance companies are trustees of the savings of 106 
million policyholders. These policyholders are in the main people of 
modest means whose savings, though small, provide an important bul- 
wark for the security of themselves and their families. As trustees 
of the savings for these many millions of policyholders, life insurance 
companies have the obligation to increase their funds in a diversified 

at the highest possible rate of return without incurring undue 
aur. The higher the rate of return realized on life company invest- 
ments the greater the amount of insurance protection which the com- 
panies can provide to the American sada without increasing the 
premium cost. 

Because of the compulsion as trustees for the interest of their policy- 
holders to earn the highest possible rate of return, the investment of 
life insurance company funds is highly sensitive to change in market 
rates of interest. It is perfectly natural, therefore, that in a period of 
raising interest rates, life insurance funds would automatically be 
channeled into investment outlets providing the highest rates of return. 
This is in accordance with our duty as trustees for policyholders. The 
VA mortgage has fallen behind in its ability to compete for capital 
funds, because the interest rate on VA loans has not been allowed 
to respond to demand and supply forces in the capital market. This 
is not true in the case of the FHA mortgage rate which has responded 
to competitive forces in the capital market. 

No. 3: During most of the past decade, and particularly during 
the last 2 years, the demand for capital funds for all uses has out- 
stripped the aggregate private savings of the people, and therefore 
has outstripped the supply of loanable funds provided by investors 
other than commercial banks. 

In the face of this demand-and-supply relationship in the capital 
market as a whole, it has been a perfectly natural development for the 
interest rate to raise. The basic cause for raising interest rates has 
therefore been a roaring demand for funds in excess of the supply 
from nonbank sources. 

As interest rates have risen in response to the enormous demands 
for credit, outrunning the supply of capital funds, life insurance 
companies have placed greater emphasis upon investing in new issues 
of high grade corporate bonds and in conventional mortgages where 
the rate of return has been highly responsive to market forces and 
now ranges around 514 percent. That is in the conventional mort- 
gage field. In the fact of this, the 414 percent rate on VA mortgages 
is far out of touch with competitive forces. This is especially true 
because the net rate of return, after paying servicing costs and after 
paying the other costs on VA mortgages—those total costs run about 
three-quarters of 1 percent, which would make it three-quarters of I 
percent lower than the gross of 414 percent, whereas high grade cor- 
porate bends which can be purchased in large blocks are much less 
expensive to administer. 

No. 4: We believe that the fundamental solution to the problem of 
reduced availability of VA mortgage financing is to make the inter- 
est rate on VA mortgage loans sensitive and responsive to demand and 
supply forces in the capital market. The VA rate, and to a lesser 
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extent the rate on FHA mortgages, is the sole remaining pegged inter- 
est rate in the capital markets. Unless some means is found to permit 
this rate to move in response to market forces, we shall in our dynamic 
economy continue to have difficulties in the VA mortgage field. The 
effectiveness of a mortgage yield responsive to market forces was 
illustrated in the summer of 1953. Shortly after the rate of VA loans 
was raised to 414 percent the new commitments by life insurance com- 
panies increased sharply, and outstanding VA commitments of life 
companies rose $500 million, or around 360 percent, in the ensuing 
year. 

If it is considered not feasible to free the interest rate on Govern- 
ment-insured and guaranteed interest rates at this time, the ques- 
tion still remains as to whether an increase in the VA rate to 5 percent 
will help to expand the.flow of mortgage money to veterans. The 
VA mortgage has been a satisfactory investment for life insurance 
companies provided the rate of return on such mortgages is com- 
petitive with other interest rates. A rate of 5 percent on VA mort- 
gages would largely restore their competitive position, so that we 
would expect an appreciable increase in life insurance company invest- 
ments in VA mortgages at that rate. 

No. 5, As a means of rapidly expanding the availability of VA 
mortgage loans, the main legislative proposals which are being con- 
sidered as alternatives to permitting the VA interest rate to move 
responsively to market forces, are the following: 

First, an expansion of direct loans by the Veterans’ Administra- 
tion; second, the use of NSLI funds to purchase VA mortgages; and, 
third, an expansion of FNMA purchases of VA mortgages. We be- 
lieve that none of these alternatives offer any real solution because 
they run up against the hard fact of an overall shortage of capital 
funds relatively to the huge demand. 

The basic question in all three alternatives is how the money will 
be obtained to finance Government purchases of VA mortgages. If 
the funds are to be secured by means of an increase in the Federal 
budget, it is doubtful that such additional expenditure can be justi- 
fied economically in a period in which inflationary pressures are so 
strong. If the money is to be raised through the issuance of Federal 
securities, or FNMA debentures, which is highly likely under current 
Federal budgetary conditions, the question arises as to which investors 
will purchase the securities offered by the Government. To the 
extent that they are purchased by investors other than commercial 
banks, the shortage of capital funds will be reflected in some other 
part of the market. 

For example, in the market for State and local government obliga- 
tions to finance schools and other public improvements. Because the 
market for Government securities today with nonbank investors is 
very thin, it is highly likely that Government securities offered in 
the market for this purpose would move into the commercial banks. 
Whether the banks could create the deposits for pay for these Gov- 
ernment securities would depend on their reserve position, and as a 
result pressure would be placed upon the Federal Reserve authori- 
ties to supply the reserves. If they did so, the funds obtained to 
finance the Government purchases of mortgages would come from an 
expansion of the money supply and would clearly be inflationary. 
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Thus, we recommend against these proposals because they provide no 
real solution and constitute a threat of further inflation. 

No. 6 Regarding the proposal to liberalize FHA downpayment 
requirements, we believe it highly important to recognize that exces- 
sively easy terms have serious disadvantages for the general public, 
as well as mortgage borrowers and lenders; (a) liber: alizing down- 
payments will aggravate the present capital shortage problem by 
creating a greater demand for housing, and the greater demand for 
housing will in turn result in upward pressure on wages and prices 
of materials in the home-building field, and (b) excessively low 
downpayments raise the danger of imcreased delinquencies and fore- 
closures. 

No. 7. The prospective termination of the VA-guaranteed-loan 
program raises the possibility of consolidating the V A and FHA pro- 
grams. We believe that this could be accomplished, with advantages 
to the general public and to the home building and financing in- 
dustry, by establishing a new section under title IT of the National 
Housing Act, to provide, under FHA, home-loan benefits to vet- 
erans such as are now in effect, subject to receipt of an eligibility 
certificate from the VA. 

No. 8. We believe that the voluntary home mortgage credit pro- 
gram has been constructive and we recommend that. it t be extended for 
3 years. Over $240 million of Government insured and guaranteed 
loans have been placed through VHMCP in remote areas, small com- 
munities, and with minority groups. Beyond this, VHMCP has 
induced many mortgage lenders to expand their regular mortgage 
lending into small communities and remote areas not “heretofore ade- 
quately supplied with mortgage funds. However, two difficulties 
now beset the program: (a) the rate of return which investors receive 
on VA mortgages has not been permitted to respond to demand and 
supply conditions in the capital market, and (b) VHMCP has con- 
tinually faced competition from Government lending programs on 
unfair terms. Two conditions must exist in order for the program to 
operate and to attract private funds: (a) the Government lending 
programs should be on unsubsidized terms and conditions which en- 
able private investors to compete, and (b) the rate of return on 
VHMCP mortgages should be allowed to respond to demand and 
supply conditions in the capital market. 

Now, we shall try to answer questions, and particularly since I have 
been talking so much maybe my colleague here will help me out on 
these questions. 

Mr. Rarns. Well, that is a very fine statement. You know, if you 
do a good job of wrapping up all of the loose ends as the lawyers say, 
it makes it difficult for the opposing lawyer to get hold of the 
situation. Some of the thing I can agree with you on a hundred per- 
cent. 


I should mention some of those first, and then I will mention some 
of the others. 

On page 6 of your summary, paragraph 7, of course since the VA 
program expires next year, except for the Korean veteran, regardless 
of what happens on the interest rate, I assume that finally this com- 
mittee is going to be compelled to write some kind of legislation which 
will be a bit of combination between FHA and the VA program, and 
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I judge if the interest rate is not increased we will be compelled to 
proceed now. 

So I was interested in noting your suggestion which I quote: 

We believe that this could be accomplished, in unifying the two programs, 
“with advantages to the general public and to the home-building and financing 
industry, by establishing a new section under Title II of the National Housing 
Act to provide, under FHA, home loan benefits to veterans such as are now in 
effect, subject to receipt of an eljgibility certificate from the VA.” 

If that were done you would believe that veterans preference 
should be written into the FHA program ? 

Mr. Camp. Yes, the idea was to give the veterans preference because 
he had been away and out of the community, so if you set up a special 
section under FHA, it was certainly my thought that the veteran 
would have a preference in the amount of the downpayment, because 
that is the part where he was penalized, you might say, by being 
away from home. 

Mr. Ratns. Along these lines, we have heard that the veterans 
preference alone under FHA would not be as attractive as a GI loan 
because in the case of foreclosure the lender receives cash under a GI 
loan but receives long-term debentures under an FHA Joan. What 
would you think if we set up a veterans’ preference under FHA pro- 
viding for cash payment in the event of foreclosure? Would that 
make it more attractive to lending institutions? 

Mr. Camp. Suppose I ask Mr. Manning Brown to answer that. New 
York Life has had a great deal of experience along that line. 

Mr. Brown. I think from a lender’s point of view, the receipt of 
cash in lieu of debentures has a great deal of attractiveness. However, 
there are certain drawbacks to it from other standpoints. The study 
which was recently completed on the adequacy of FHA reserves was 
done by Professor Fisher of Columbia University, and in that he 
brought out the fact that under the system whereby FHA disburses 
in debentures rather than in cash they are given an opportunity to 
hold on to the property and work out their problems over a period of 
time before the debentures are redeemable, and I think that fact is 
something that certainly should be considered when determining this 
question. 

There is a great deal of merit in the fact that you don’t have to 
disburse immediately but have a little time to work out of the diffi- 
culties before you must disburse on the debentures. 

Mr. Camp. I think our point on that, Mr. Rains, would be that 
while selfishly some of us might prefer to receive the cash, I believe 
looking at it from the overall picture we would say that the veterans’ 
section under FHA should be paid off in debentures just as the other 
FHA loans are. 

Mr. Rarns. We have also had suggestions made to us that if this 
occurs, this transition should occur, the present one-half of 1 percent 
annual mortgage insurance premium—that the Government should 
pay that premium. Would it be simpler instead of the Government 
paying the premium—lI am thinking of maintaining veterans’ pref- 
erences now, you must understand, when I say “this”—would it be 
simpler to waive the premium instead of having the Government 
pay it? 

Mr. Brown. My reaction, sir, would be that it would be preferable to 
then have the premium paid. I think the whole FHA insurance con- 
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cept has been set up on actuarially sound or assumed to be sound basis, 
and to violate the integrity of their reserves I think might be an 
undesirable move at this time. 

I would personally prefer to see the payment made into the reserve 
fund, the insurance fund. 

Mr. Rarns. It could be under a separate account under FHA and 
the Government could pay the losses through direct appropriation, 
that is the way it could be done, isn’t it? 

Mr. Brown. I would imagine so; yes, sir. 

Mr. Rarns. I noted, Mr. Camp, what you had to say about the 
interest rate, and this committee understands thoroughly that we can’t 
make any new money for housing, and we are not interested in doing 
that, we are interested as you are in keeping down inflation. But we 
are quite concerned about what we think is an unfair division of mort- 
gage credit in America as of now, brought about by pressures mostly 
carried on by the Government to divert the normal flow of mortgage 
funds away from the housing market into other great needed capital 
improvements like highways and schools, and things of that type. 

So you say that a 5- percent mortgage on a GI loan would be induce- 
ment for the life-insurance companies to go back into the GI loan 
market. I don’t understand that because FHA is falling off every 
day, according to the paper and according to the Wall Street Journal, 
and they have a very accurate breakdown of it here. 

Why is money going away from FHA on a 5-percent loan? Why 
is that falling down? 

Mr. Camp. Well, you know this is a very broad question, and, as 
you say, it is the key to the whole problem. The reason I feel so 
strongly that if the interest rate is raised to 5 percent that money will 
come ‘back—now, I can’t tell you, how much, I don’t know, but that 
money will come back to the GI loan, first, because of the figures 
of our industry. Last year in 1956, as our statement showed, the life- 
insurance companies invested $1.7 billion in VA mortgages ‘and only 
$900 million in FHA mortgages, which showed, you might say, that 
the companies had a preference for VA loans, as long as the interest 
rate was the same. 

Now, the life-insurance companies are committing for practically 
no VA loans, but are still making some FHA loans. I can’t tell you 
how many because I don’t know, but I do know in my company, and 
every company I talk with, we are still making FHA loans, but no 
VA loans. So it just stands to reason if last year we put twice as 
much money in VA loans as we did in FHA, and if the two were on 
the same basis, there would be bound to be more money go back into 
VA loans. 

As to how much, I just couldn’t say. 

Mr. Rarns. Why is it that the VA loan at equal rates, we will say, 
why is it regarded or accepted by your industry for mortgage credit 
better than FHA? What is the reason, the certificate of reasonable 
value ? 

Mr. Came. When I answer I would like to see what Manning Brown 
thinks about it, but my own feeling is not so much that we preferred 
the loan, but just that it was more readily available. 

Builders have used it, it was a more liberal loan than FHA, and 
most builders, when they were developing a subdivision, would more 
or less channel it through VA, and as far as the life-insurance com- 
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panies were concerned, the interest rate was the same, so they took 
either one. It just worked out that way. 

Manning, do you have any thought on that? 

Mr. Brown. I think E hney is right. We don’t have any preference 
as between VA and FHA. We have a greater dollar volume of 
VA residential loans in our portfolio than FHA. We had something 
over $700 million as of the end of last year, and I think it is probably 
a result of availability as much as preference, 

On the question of would money go back into the VA field, and I 
um speaking for my own company in this case, we have made a sub- 
stantial amount of those loans. We did last year. This year except 
for the ones ~~ we have presently committed for, and for a few under 
VHMCP, are not now making new commitments on VA loans. 
That is aoe we don’t like the \ very deep discounts that we must 
accept in order to even out the yields between VA and FHA. 

So for the present we do have a preference for FHA only because 
we can get them at a more reasonable rate to us without getting into 
the very deep discounts. 

Mr. Rarns. I want to come back to that discount rate in a moment, 
but now as I understood your summary a while ago, you didn’t exactly 
go along with the idea of liberalizing the downpayments on FHA 
loans. You said you thought they onght to retain them or else pay 
a little more down, is that your idea 

Mr. Camp. Do you mean for all Meet 

Mr. Rarns. Yes. 

Mr. Camp. No; we don’t go along with that. In the first place, as 
was brought out here a moment ago, we feel like the basic intent of 
Congress was to preserve some preference for the veteran and, there- 
fore, another thing, if you further liberalize the FHA loan terms, as 
our statement pointed out, that is just going to create that much more 
demand for housing, that puts that many more borrowers in the mar- 
ket, and it seems to me, personally—now, I may be wrong on this, but it 
would make it harder for the veteran to get his money if you make 
them all on the same basis. 

Mr. Rarns. Right there let me ask you, the loans that you have been 
accepting in greater volume, which are GI loans, have much more 
liberal downpayments than FHA, so you haven’t objected to a more 
liberal downpayment on GI loans, why object to it on FHA? 

Mr. Camp. Well, as I say, it is a question that confronts us right 
at the moment as to the overall supply of money. If you still want to 
continue the preference for the veteran and be sure he gets his money 
for his house, then isn’t it better to let him retain the more liberal 
term rather than pull all of the rest of us up with him, because then 
that creates that many more applicants for homes and loans com- 
peting with that veteran, so it is not so much as to our preference for 
what the terms should be, but it is the peculiar situation right at the 
moment, that liberalizing FHA terms will create a big demand for 
homes and money. 

Mr. Rats. I have many more questions I would like to ask vou, 
Ehney, but other members’also want to ask you questions. 

Mr. Addonizio. 

Mr. Apponizio. Mr. Chairman, I only have one question. 

Mr. Camp, I noticed in your statement that you recommended that 
the voluntary mortgage credit program be extended for 3 years. Now, 
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if Congress does not raise the GI rate, and I don’t believe that anyone 
knows just what Congress is going to do, do you think that this com- 
mittee should recommend that that program still be extended ? 

Mr. Camp. Yes, sir; Ido. Certainly as far as GI loans, if the inter- 
est rate is not raised, the program would actually be on a standby 
basis as far as the GI loans are concerned. There would be prac- 
tically no business done in that field. 

But, on the other hand 

Mr. Apponizi1o. The great bulk of the loans are GI loans. 

Mr. Camp. Well, you know I was very interested to see some figures 
on that the other day. It is true that the great bulk has been GI 
loans, but I was amazed to see this point: In dollar amount, over half 
of those loans were not eligible for direct VA loans. In other words, 
they were loans that if private lenders had not made them through 
voluntary home mortgage credit program they could not have been 
made by the Government. 

T also have noticed this in the figures I have seen from voluntary 
home mortgage credit program, there is a steady increase in the volume 
of FHA loans being handled through voluntary home mortgage credit 
program, and another reason that I am personally so strong for 
voluntary home mortgage credit program 

Mr. Apponizio. Is that recently ? 

Mr. Camp. Yes; and I have the percentages there if we had time to 
give them to you, as to the percentage of increase. 

Mr. Apponizio. Perhaps you could put them in the record. 

Mr. Rarns. Yes, we would be glad to have that. 

Mr. Camp. Suppose we do that to show you that the volume of 
FHA loans is increasing, but selfishly, as a citizen from Alabama, I 
like this program because I see in it a new-found tool to permanently 
bring funds from the money centers of the country to areas where we 
don’t. have as much money, forgetting this immediate problem of the 
VA rate and that kind of thing, one of the problems in this country 
has always been how to channel money from the money centers all 
over, the country, and for the first time the Congress has set up a system 
here that I think has some very long-range benefits if we can keep it 
functioning. 

Mr. Apnoniz1o. Thank you. 

Mr. Brown. I would like to second that, if I could. We do have 
a vehicle for getting private funds into remote areas, and into loans 
for minority groups, and although the volume might be decreasing, if 
the rate on VA loans were not raised, the means continues, and with 
a volatile money market we don’t know when a 414-percent rate might 
become attractive again. 

It certainly isn’t today, but it changes. 

Mr. Rarns. Thank you. 

Dr. Talle. 

Mr. Tate. Thank you, Mr. Chairman. 

I think you, have made a very good contribution, Mr. Camp. 

Mr. Came. Thank you, sir. 

Mr. Tatir. And I want to compliment you and your colleagues for 
this excellent presentation to the committee. 

That,is all, Mr. Chairman. 

Mr. Rarns.,. Before I move on down, I would like to know what per- 
centage of mortgages that you get do you originate and what percent- 
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age do you buy from originating lenders, approximately? Do you 
know é 

Mr. Camp. Let me give my opinion and then I will ask Manning to 
give his because we are with entirely different-sized companies, ‘and 
if we are talking about residential loans now—— 

Mr. Rarns. Yes. 

Mr. Camp. I would say this: The larger the company, the greater 
percentage they obtain through correspondents. A company of Man- 
ning’s size, I will let him say, but I would guess he obtains the 
biggest percentage of his loans through correspondents. 

In the case of a company of my size, which has $200 million of 
assets, we obtain about 50 percent of our loans—well, let us put. it 
this way: We have brokers in these towns who sell them to us, but I 
think you mean those who sell to us and continue to service them. 

We obtain about 50 percent through servicing agencies, and about 
50 percent through brokers where we take it over ourselves. 

Mr. Ratns. What about your company, Mr. Brown? 

Mr. Brown. I would say it is also entirely through correspondents. 
We try to be conscious of the areas from which our money is de- 
rived, and make an effort to put the funds back in those communities, 
as far as we can. We do operate all through the country, and it is a 
choice for us of setting up a system of branch offices in order to do 
that which would then create a fixed overhead that might not be as 
great as the means that its offered to us through a cor respondent or- 
ganization. I think that is true of most of the larger companies, 
with the exc eption of Prudential, who does do it on a direct basis 
through their own branches. 

Mr. Rarns. That was our information, but I wanted to, have. it 
verified. 

Mr. Brown. In our case residential loans are almost entirely pro- 
duced through our correspondent organizations. ‘That isn’t true of 
the larger commercial properties, though. 

Mr. Rats. You company is New York Life? 

Mr. Brown. That is right. 

Mr. Ratns. And Ehney speaks for Liberty National in Alabama. 

Mrs. Sullivan. 

Mrs. Sutiivan, I have no questions at this time. 

Mr. Ratns. Mr. McDonough. 

Mr. McDonoven. What are the preferable sources of investment of 
your funds after Government bonds? 

Mr. Brown. At the present time, sir, most of the life insurance 
companies are not buyers of Government bonds. 

Mr. McDonoven. Well, then, what is your preferable source of 
investment ? 

Mr. Brown. The figures show at the present time that a little over 
30 percent, of life insurance money is.in mortgages. The rest, or the 
largest part of the remainder, is in corporate honds of one sort or 
another. The primary competition for the funds of life insuranccé 
companies I think would come from corporate bonds that are placed 
directly with the institution. 

Mr. McDonovGu. And of the mortgages that you invest in, are 
most of those on individual homes or are some of them large corpora- 
tions and the like ? 

Mr. Brown., Most of them are individual homes. 
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Mr. McDonovenu. You mean the largest percentage ? 

Mr. Brown. The largest percentage, numberwise heavily, dollar- 
wise still somewhat heavier. 

Mr. Came. Of the $33 billion of mortgages held by life insurance 
companies held at the end of 1956, throughout the Nation, 24 billion 
were residential mortgages, 24 out of | Oo. : 

Mr. McDonoveu. Maybe you answered, Mr. Rains this question: 
What percentage of the residential mortgages either by your company 
or nationwide, if you have the figures, are conventional loans or FHA 
or VA? Which isthe largest ? 

Mr. Brown. I think we have some figures here on that. 

Mr. Camp. While we are getting that, Mr. McDonough, I might tell 
you, the case of our company is a little unusual. Of our total mort- 
gage portfolio, 83 percent is FHA and VA. I cite that to show you 
how extremely interested we have been in that program. That is 
probably higher than the industry figure. 

I wonder if Dr. O° Leary can give us some figures on that ? 

Dr. O'Leary. I would say, although this is an estimate, that about 
50 percent are the Government insured and guaranteed mortgages— 
maybe a little higher—and the remaining are conventional. This is 
strictly residential. 

Mr. Brown. I have some figures for the end of 1955, sir. At that 
time 61% billion FHA, 6 billion VA, 1414 billion other—so the total of 
FHA and VA is very roughly 50 percent of the total residential 
mortgage. 

Dr. O’Lrary. Also, however, those figures include conventional 
commercial and industrial mortgages. 

Mr. McDonoven. On industrial plants and other structures ? 

Mr. O'Leary. That is correct. 

The other is the general categorical class of conventional mortgages, 
some of which are commercial, some of which are industrial. 

Mr. McDonovuen. I notice in Mr. Camp’s statement here it says 
that none of these three are a solution to the problem: (a) An expan- 
sion of direct loans by the Veterans’ Administration, (B) the use of 
the national life insurance funds of an expansion of FNMA’s purchase 
of mortgages. 

You say none of those things are the solution to the problem. Al! 
of those things are the things the committee is trying to find as a solu- 
tion to the problem, and taking the one that you evidently disagree 
with most, that is the use of the national life insurance fund. 

Mr. Camp. I think we disagree with all of them in about the same 
proportion, because the same fundamental problem exists with any 
one of them. 

Mr. McDonovueu. Let us talk about the NSLI fund, then, for a 
few moments. 

What is your principal objection to the use of the fund, 20 percent 
of the fund, I mean? 

Mr. Camp. Well, in the first place, as our statement points out, the 
use of that fund just will not create any more money in the overall 
picture, because if you use that fund, that means that the obligations 
of the Government now held by NSLI will have to be sold to somebody 
else. 

Now we point out that we don’t think that those obligations can be 
sold to long-term investors, except at a very high rate, because as Mr. 
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Brown pointed out, for example, life insurance companies are not 
buying Government bonds. 

Mr. McDonoven. Do you mean the bonds the money is now invested 
in cannot be sold? 

Mr. Camp. Yes. In other words, you would have to raise money, 
cash; NSLI would have to buy mortgages. 

So the way we would raise c: ash’ would be to sell the bonds they 
now hold. So they. have to find a purchaser. Let us assume they 
sold them to some long-term investor. That means that investor 
would just have that much less money to put into mortgages, but if 
they couldn’t find a long-term investor, and had to sell short-term 
obligations, the chances are those obligations would be bought by the 
banking system and, as you know much better than I, that is highly 
inflationary when we finance a thing like this through the banking 
system. 

Mr. McDonovuen. Well, if we did have to go through that procedure 
wouldn’t the money be used for a better purpose than it is being used 
for now, that same 20 percent of the fund? It would be providing 
a means for building homes that is not now existent. 

Mr. Brown. That is a pretty tough question to answer, sir, and 
that is one I don’t know whether we can answer. If you take it from 
one pool of capital funds, there is only so much money to be invested, 
whether that money should be used for schools or roads or houses 
or for corporate expansion, a lot of which may be related in some way 
to defense considerations, I don’t know, 

It does involve a determination of where the money should go, apart 
from the determination that is now had through the normal ‘channels 
of supply and demand. 

Mr. McDonovenu. Of course, we are doing that every year here in 
setting up the budget, determining where money shall be spent for 
the welfare of the Nation, whether it should go for defense, whether 
it should go for an expansion of social security, whether it should 
go for foreign aid, and whatnot, That is a continuous problem, and 
when I speak of the NSLI fund I mean 20 percent of it, not all of 
it; | would never favor the use of all of it, and if the figures are cor- 
rect 20 percent is about $1,200 million, the money is now being used 
by the Treasury Department for the operation of the Government. 
It isa liquid fund, of course, however in your experience as an insur- 
ance executive, and yours is one of the oldest in the United States, 
you have never had to worry too much about all policyholders dying 
at the same time, or all coming in and demanding their assets at one 
time, have you? 

Mr. Brown. No, sir; I don’t think our objection to it is based on 
the sudden need for funds. I think you can tell pretty well from 
experience in our own company, as well as actuarial tables what 
demands we will be confronted with at any given time. 

Mr. McDonovueu. And the demands, as a matter of fact, are re- 
ducing rather than increasing because of the health of the Nation, 
people are living longer; is that right ? 

Mr. Brown. Mortality has been i improving; yes. 

Mr. McDonoveu. The mortality tables are a little less now than 
they were 40 years ago. 

Mr. Brown. That is right. 
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Mr. McDonoveu. So the liguidity of the fund, 23 far as the Gov- 


ernment.is concerned, in NSLI, 20 percent of that fund wouldn’t 


endanger the liquidity at all, and the only thing that I find that is 


critical of the.use of the fund is the obligation of the Treasury De- 


partment to raise the money. 

Mr. Brown. Yes, sir; our objection is entirely on the basis of the 
inflationary pressures, the mechanics you must go through to raise 
the money. It is not a question of liquidity at all. 

Mr. Rarns. You also wouldn’t object to it on the grounds some 
people put to us that it would be safer in the trust fund because a great 

of your portfolio is also invested in these Government-guaranteed 
mortgages for your policyholders? 

Mr. Brown. Yes, sir; it is. 

Mr. Rarns. You don’t object to it on the ground that it would not 
be a safe investment. I see more to your objection than I have to 


others. 


Go ahead, Mr. McDonough. 
Mr. McDonoveu. You are not objecting to it as an invasion of your 


market. 


Mr. Camp. On that point, Mr. McDonough, keep in mind our market 
is the entire segment of the economy. If we are out of one field we 


‘would be in another. I think Dr. O’Leary would like to make a 


comment on that statement you have just raised, if you have time. 

Mr. O'Leary. I would just like to reiterate a point that has already 
been made. If you will look at our full statement you will find ap- 
pended to it is a table showing sources and use of capital funds in the 
American economy in the last 10 years. Now, what that table shows 
is that over that period of time rather consistently, i in order to meet 
the total demand for funds, the total use, we have had in more years 
than not to expand bank credit rather sharply in order to meet those 
demands, and it is our basic argument that the difficulty we are facing 
today is we are trying to go ahead too fast in terms of expanding our 
economy relative to the funds that are available from nonbank sources, 
and Ahat bringing bank credit into the picture is inflationary. 

Now, as we look at this NSLI problem, the situation is that no 
matter how you look at that eobheen m, in the last analysis, for the 
NSLI to get in cash 20 percent of its assets to buy mortgages, the 
Treasury would have to go out and replace that by selling securities, 
and in the market today » it is awfully hard to find anyone who will 
buy these Treasury securities. They have a tough problem ahead of 
them right now in raising this two to three billion dollars, and they 
are looking awfully hard to find places to sell that. 

If they had to go out and sell another billion dollars of securities 
to replace these NSLI securities in this market, it almost inevitably 
would go into the commercial banks, and when it went into the com- 
mercial banks the question of whether they could sell it would depend 
on whether the Federal Reserve supplied the reserves to the banks to 
absorb them, you see, to create the deposits. If they do it, the funds 
are in effect new money just manufactured, and we feel that there is 
no way to get away from this problem, no way to get away from the 
problem that overall there is a shortage of capital funds, and if you 
take the money, if they did succeed in selling it to nonbank investors, 
it would just mean that you would aggravate the problem of school 
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financing or mortgage financing somewhere else, and what you really 
have to S here, what you would have to do to get any new money, ,is 
to sell it to the banks and if you sell it to the banks, it is new/money, 
newly created, and it is inflationary. 

Mr. McDonoven. I appreciate your explanation very much. . You 
don’t think that the same ploblem exists with the expansion of FNMA/s 
authority to buy additional mortgages to the extent of a, billion 
dollars ? 

Mr. O’Leary. The same problem would exist there because Fannie 
May has to sell debentures in order to get the money. Now, the record 
clearly shows that Fannie May’s debentures are held in the main by 
commercial banks. They have succeeded at certain times in. selling 
debentures that have been bought by corporations for short-term 
investments, and so forth, but right now if they sold them, the likeli- 
hood is they would practically all go into the banks, and experience 
shows they all go into the benkin system sooner or later, anyway: 

Mr. McDonovau. So you thin that the expansion of Fannie May 
is no solution to the housing problem at this time ? 

Mr. O'Leary. That is right. 

Mr. Camp. May I make one comment on that, Mr. Chairman ? 

Mr. Rarns. Yes. 

Mr. Camp. Attached to our statement is a chart showing the effect of 
inflation on the cost of the house that the veteran or anybody else has 
to buy, and we in the life-insurance business, I guess, are as highly:¢on- 
scious of inflation as any other business segment of the world, but this 
chart takes a $6,000 house at the end of 1946 and now is a $10,500 house, 
so in paying back that $4,500 additional principal and paying the addi- 
tional interest on the 30-year loan at 414 percent, he has paid an 
additional cost of $8,200 on a house that was $6,000 back in 1946; so you 
can see why we are highly conscious of this whole question of trying to 
hold down inflation so our prices just won’t keep going on up. 

Mr. McDonoveu. In holding down inflation, we also have the prob- 
lem of providing housing in a presently inflated market. It is going 
to take some of the best ingenuity we have in the financial world to 
find an answer to this thing. 

Mr. Camp. You are absolutely right. 

Mr. Rats. Mr. Widnall ? 

Mr. Wiwnat.. I would like to compliment you, Mr. Brown and Mr. 
Camp, for the intelligent penetration you have made. It will be very 
hel hi to the committee. 

Do you have any records to indicate the change in the volume: of 
applications for, say, FHA mortgage loans with respect to your own 
institution, January and February of this year, as compared to Janu- 
ary and February of last year, the number of applications made to 
you? 
~ Mr. Camp. Do we have any such figures in the industry ? 

Mr. O’Leary. We have no industry figures, Mr. Widnall. Unfor- 
tunately, in any of these statistics there is usually a 6 weeks’ to 2 
months’ lag. I think it may be possible that individual companies 
could provide you with that sort of information. Actually, the proc- 
ess of reporting this type of information has a lag to it. 

I would suggest that if you would like, we will undertake to make 
a little survey of the companies to see whether or not there has been 
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‘any pickup, as I understand it, in their FHA applications; is that 
your point? 

Mr. WipnA.L. Yes. 

Mr. O’Leary. We don’t have that information as of now, unless it 
happened Mr. Brown could say for New York Life he had seen it, or 
Mr. Camp had seen it, but we could undertake to get this information 
for you just as quickly as possible through a survey. 

Mr. Widnall. What I have in mind is this: I think we are very 
much interested in seeing just exactly what demand there is in the 
market, and we need some evidence of the demand. We know that 
there is a shortage of funds for mortgage purposes, but have the 
applications actually dropped off for both VA mortgages and FHA 
mortgages ? 

We know in the case of VA they may have dropped off because the 
builder realizes he cannot get a commitment. 

Mr. Camp. Well, the companies are just not opening their doors 
for VA applications. 

Mr. Rats. You could get that from the housing agency, Mr. Wid- 
nal). 

Mr. Wipnatx. They would know better than the housing agency, 
what has been coming into them by way of application. 

Mr. Rarns. That would only be a percentage, of course, you would 
have to get the savings and loan and many other people. 

Mr. Camp. As far as VA applications are concerned, I think we 
could say the life insurance companies are seeing no applications be- 
cause they just aren’t accepting them. Now, as far as FHA applica- 
tions, we do know in talking among ourselves that. all companies are 
still making some of these FHA loans and accepting FHA applica- 
tions, but I don’t have any figures as to the number. 

Mr. O’Leary. May I just shterject here: This isn’t directly on your 
question, but I think it is a rather integrated and closely related piece 
of information. 

The life insurance companies right today have outstanding com- 
mitments to make FHA and VA mortgage loans where one “would 
expect that they would be paid out, in ‘resultant disbursements this 
year, they have outstanding commitments of over a billion dollars, 
some $800 million of which are VA commitments. 

The mortgage business, as you know, is a long-term business. It 
extends over a period of time. These commitments are commitments 
that were made in the past at times in which the 414-percent rate was 
attractive, and they still have not been disbursed and there are today 
about $800 million of the VA commitments, and about 210 of FHA 
commitments, that are outstanding that will be disbursed this year on 
the basis of past commitments. It is the new commitments that. have 
been reduced very sharply. The outstanding industrial are fairly 
high. 

Mr. Wipnatt. One other question: In your testimony that you have 
submitted for the record, on page 17, you stated in commenting on 
the voluntary home mortgage credit program— 


the program has continually faced competition with Government lending pro- 
grams on unfair terms. 

For example, direct VA loans have been made in competition with the volun- 
tary home mortgage credit program where the cost of processing the loans were 
subsidized by the VA. 
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Would you care to enlarge upon that statement ? 

Mr. Came. Yes, sir. In the direct lending program the Govern- 
ment pays certain expenses, whereas if a private lender is making that 
loan through the voluntary home mortgage credit program the veteran 
has to pay the expense, and I will use as an illustration the attorney’s 
fee. 

The Government pays a portion of the attorney’s fee, whereas if we 
make the loan we have to ask the borrower to put up the full amount. 
Now, that is the one item that I think of immediately that I have 
heard most about. 

Mr. Wiwnatx. Of course, that is part of the preference that Con- 
gress intended to extend to the veteran. 

Mr. Camp. Pardon me; when the voluntary home mortgage credit 
program was set up to try to channel as much money into the remote 
areas as possible, I think it was understood, and all of us thought that 
we would be able to make those loans through voluntary home mort- 
gage credit program on the same basis as the Veterans’ Administra- 
tion was making the loans directly, but we found ourselves confronted 
with that competition, that, if we are making the loan, the veteran has 
to pay a higher attorney’s fee than if he is getting the loan directly 
from the VA. 

In either event, he gets a preferred loan, a VA loan. 

Mr. Wipnat. We have testimony in the record already, Mr. Camp, 
that you cannot get direct loans as a veteran; they have shut down on 
direct loans to the veteran. Do you have any comment on that? 

Mr. Camp. Well, that is very difficult for me to understand, because 
I understand that money is available, that they have money appro- 
priated to make direct loans, and if they don’t get them I don’t under- 
stand why, because we, through the voluntary home mortgage credit 
program, are trying to make as many as we can, in the face of this 
competition, and the low interest rate, and we understood that those 
we didn’t make, that the VA would make, if they met their test. 

Now, I personally have not heard any veteran, any individual vet- 
eran, say he was not able to get a direct loan, but, as you say, you must 
have testimony to the contrary. 

Mr. Wipnatt. You have not heard any veteran say——— 

Mr. Camp. Any individual veteran, but, of course, my knowledge 
on that is very limited, and that remark would not be pertinent, I am 
sure. 

Mr. Wipnatu. That is all. 

Mr. Rarns. Mr. Betts? 

Mr. Berrs. No questions. Thank you. 

Mr. Rarns. I want to thank you, gentlemen, you make very fine 
witnesses for your industry. 

The next witness is Mr. Knox Banner, president, and Mr. John R. 
Searles, vice president, the National Housing and Redevelopment 
Officials. 

Gentlemen, you have your full statement to be included in the record 
in addition to the summary which you will give us, and then you will 
be subjected to questions. 

You may proceed, Mr. Banner, with your summary statement. 
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STATEMENTS OF KNOX BANNER, PRESIDENT; JOHN R. SEARLES, 
JR., VICE PRESIDENT; JOHN D. LANGE, EXECUTIVE DIRECTOR; 
AND HUGH MIELDS, JR., ASSISTANT DIRECTOR, THE NATIONAL 
ASSOCIATION OF HOUSING AND REDEVELOPMENT OFFICIALS 


Mr. Banner. Mr. Chairman and members of the committee, I appre- 
ciate very much this opportunity to appear before you. You have 
identified me, Mr. Chairman, and Mr. esrted and we also have with 
us from the staff of the National Association of Housing and Rede- 
velopment Officials Mr. John Lange, who is the executive director, 
and Mr. Hugh Mields, who is assistant director. 

Mr. Rarns. Weare glad to have you gentlemen. 

Mr. Banner. In the last two decades this country has brought a 
steadily growing number of public powers and increasing amounts 
of public funds to bear on the Nation’s housing and urban problems. 
While both the number of programs and the volume of assistance so 
far offered is unquestionably substantial, the facts demonstrate that 
if the Federal Government is to meet the goals set forth in the Housing 
Acts of 1949 and 1954 it must give attention to developing and put- 
ting into effect a more comprehensive and complete program of hous- 
ing, urban renewal, and community building. The Federal role as it 
relates to housing and urban problems has yet to be assigned the full 
stature its importance to the Nation’s economy deserves. 

The most pressing problems in city rebuilding include (a) lack of 
adequate basic data to know and analyze the specific conditions of 
housing in our cities; (2) need for evaluating old and developing new 
vehicles of financing to encourage the provision of housing for those 
most needing it—the middle- and low-income families, the elderly, 
the single persons, the minority groups; (c) need for reconstituting 
assistance programs geared to local government’s ability to pay. 

The association urges reaflirmation by the Congress of its position 
with regard to the responsible self-determination of local governments 
in carrying out the programs of housing and community rebuilding. 

In all assistance programs of housing and urban rebuilding the 
association urges that greater attention be given to encourage a sense 
of creative vision so that our cities of the future may be lasting and 
attractive in character, and not become slums again. 

I offer, and I believe copies have been made available for each mem- 
ber of the committee, the editorial in the current issue of our Journal 
of Housing relating to this challenge, the esthetics of city rebuilding. 

Mr. Rains. I think we will include that editorial in the record at the 
end of your statement. 

Mr. Banner. Thank you. 

Specific examples of legislative action which this association recom- 
mends for improving existing programs of public housing and urban 
renewal are: 

(a) For the low-rent housing program: Liberalization of permis- 
sible rent-income ratios, exemption, and deduction policies to the end 
that there can be restored to public housing projects a more repre- 
sentative cross-section of family occupancy ; 

(6) For the urban renewal program: Adequate obligational au- 
thority for the URA to sustain the momentum achieved so far in 
getting renewal programs underway across the Nation. This means 


HOUSING ACT OF 1957 451 


an absolute minimum of $250 million annually available for capital 
grant reservations. 
(The complete statement of Mr. Banner is as follows:) 


STATEMENT OF KNox BANNER, PRESIDENT OF THE NATIONAL ASSOCIATION OF 
HOUSING AND REDEVELOPMENT OFFICIALS 


My name is Knox Banner. I am appearing as president of the National 
Association of Housing and Redevelopment Officials. I am also the executive 
director of the housing authority of the city of Little Rock, Ark. 

The National Association of Housing and Redevelopment Officials is a private, 
nonprofit professional association founded in 1933 and composed of citizens and 
public officials interested in the improvement of public administrative practices 
in housing, redevelopment, and community renewal, and in the achievement of 
a healthful living environment for every American family. The members of our 
organization are largely those who administer the low-rent public housing and 
urban renewals programs in the cities throughout the United States. They are 
concerned with all of the problems of planning, financing, building, and manag- 
ing housing for low-income families aid under the urban renewal program—with 
slum clearance, housing rehabilitation, neighborhood conservation, and enforce- 
ment of housing standards codes. 

Almost a quarter of a century ago, this association published what is considered 
a landmark document: A housing program for the United States. The essence 
of what we said then was that a sound housing program must be many-faceted ; 
must be comprehensive; must recognize that the environment of a house—the 
neighborhood in which it is built—should receive equal consideration with the 
structure. 

In the 24 years that have intervened since the association got its start, this 
country has brought a steadily growing number of public powers and a steadily 
growing volume of public funds to bear on our housing problems. In quick 
inventory, here are some of the major forms of Federal housing aid of the past 
year : 

Over $214 billion of federally insured mortgage loans via the Federal 
Housing Administration for single- to four-family residences—and another 
$130 million for multifamily units. 

Almost $6 billion of federally guaranteed home loans for veterans under 
the Veterans’ Administration program. 

Almost $575 million invested in the purchase of mortgages by the Federal 
National Mortgage Association. 

Ten billion dollars in loans by the savings and loan associations that are 
members of the Federal Home Loan Bank Board and whose depositors are 
insured by the Federal Government. 

Nearly $254 million committed as capital grants for slum clearance and 
urban renewal. 

Subsidy in a total of $85 million for the 420,000 public housing units that 
benefit from Federal aid. 

More than $360 million in direct Federal loans for college housing. 

Five and a half million dollars in Federal advances for public works 
planning. 

Approved grants of over $1.3 million to assist small communities and 
metropolitan areas in the preparation of master plans. 

Grants of about $825,000 to test out new theories of housing and urban 
renewal operation via what is known as the “demonstration grant” program. 


This array of aids is an imposing one and involves a substantial amount of 
money. It might appear, at first glance, that the Federal Government has ex- 
tended all the aid it possibly can to meet the pressing problems of housing and 
urban rebuilding. Certainly the specific legislation that is before your com- 
mittee this year seems to reflect that view. There are no general overall bills 
before you——no new programs. You are considering principally putting more 
money behind the Federal National Mortgage Administration program, or other 
devices to loosen the tight money market and tapering off the GI home loan 
program on a basis that will not penalize the Korean war veteran and yet will 
not be inconsistent with the FHA program for the nonveteran. 

Under these circumstances, why have we considered this year’s housing hear- 
ings to be among the most important of many past years? Why have we felt 
it urgent to appear here today, even though the federally aided program with 
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which we work most closely—the low-rent public housing and slum clearance 
programs—are not the focus of the specific bills before you? 

Our answer, briefly, is that we sense grave problems at almost every point 
of the complex of housing programs that have evolved during the past 25 years, 
both those concerned with the private builder and those putting public powers 
behind the clearance of slums and the rebuilding of our cities. We find our- 
selves going back to our landmark publication of 1934 in an effort to understand 
why, in the light of the many forms of housing aid that our country now enjoys, 
we are still confronted with housing and urban problems of such vast propor- 
tions. In this look back, we have concluded that perhaps the source of many 
of our current troubles is in the failure to properly relate all of the housing 
activities that are going forward today—those proceeding with Federal aid, 
with State aid, those operating through the machinery of local government and 
through the channels of private business. We quote from our 1934 report: 
“* * * too strong emphasis cannot be laid on the probability that housing efforts 
will yield disappointing results unless all sections of housing activities * * * 
are recognized as part of a greater whole; and unless some coordinated program 
directed toward a complete solution is evolved to guide them.” 

This same theory is expressed in the opening paragraph of the report of the 
Advisory Committee on Government Housing Policies and Programs that Presi- 
dent Eisenhower set up in 1953: “The President of the United States has asked 
for recommendations to develop a new and revitalized housing program. That 
program should meet the problems, of housing and sound community develop- 
ment through a series of related actions.. Recognizing this, no single reeom- 
mendation of the committee could be considered un adequate solution in itself— 
the program must be closely integrated, comprehensive, and meet the twin 
objectives of satisfying the demand of the American people for good homes and 
the maintenance of a sound and growing economy.” 

This association finds these quotations of importance in the context of your 
committee’s hearings this year in spite of the fact that the matters before you 
are limited very largely to financing aids for private home building. The 
pressure of the current tight money market has forced these issues before you. 
Our concern is that the decisions as to how to keep the private home building 
industry functioning at top capacity will be made with an eye to interrelation- 
ships between public and private housing programs and in an effort to have both 
of these programs contribute fully to the city rebuilding program that is the 
central aim of the Housing Act of 1949. We propose to comment later in two 
statements on how we think this comprehensive approach can be taken in dealing 
with matters of current concern to your committee. 

First,.we should like to catalog what we regard as our most pressing current 
problems in the city rebuilding field. 

1. Lack of data.—The basis of most of our present knowledge about housing 
supply, condition, occupancy, and financing is the 1950 housing inventory. In 
the intervening years since 1950, cities have undergone enormous changes; 
steady increases in population as a result of the farm-to-city movement ; increased 
family formations: unprecedented loss of housing under the displacement and 
demolition caused by the building of expressways, the clearance for redevelop- 
ment, the enforcement of housing code provisions; mounting conversion of old 
structures for multifamily use; rapid change in the patterns of racial occupancy 
characteristics of cities everywhere; continuous widening of the metropolitan 
area as more and more suburban communities get their start—-with resultant 
problems of transportation, public facilities, and family living. There is need 
for a continuous program of urban stndy. Although the Congress last year 
authorized a modest program of housing studies within the Housing and Home 
Finance Agency, funds to begin the job have not yet been appropriated. 

What is needed, however, is much more fundamental than this limited pro- 
gram of surveys and special studies. There must be a mechanism created—and 
financially supported—for using the statistics gathering facilities of the Federal 
Government much more fully and frequently for the collection of data important 
to housing agencies and that segment of our business economy which is inter- 
ested in housing. There must be techniques developed that will permit this 
statistics gathering to serve its maximum usefulness to localities: the figures 
should not be useful only to make national generalizations but to illuminate in 
detail the existing conditions of a community. Further, the facilities of the 
Federal Government for economic research, for social research, for technical 
research must all be studied to see how they can be trained on the housing field. 
It is a truism that applies to: every type of enterprise, public or private, that 
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without a complete grasp on the facts of a situation, no problem can be con- 
structively dealt with. Housing research in this country has been limited and 
inadequate to fulfill the tremendous needs of our growing economy. 

2. Financing.—The above statements on the need for a continuous program 
of research and statistics find their application in the very matters before this 
committee: those related to the tight money market. There is a difference of 
opinion as to the effect on the moderate-income family of increased interest 
rates on VA loans to bring them in line with FHA mortgages. There is a differ- 
ence of opinion as to the desirability of lowering downpayment requirements 
for FHA-backed loans. Both questions relate to the long debated need for a 
new Federal program directed toward the middle-income family. Given more 
data on housing costs correlated with family income, family expenditure patterns, 
the availability of construction money and of mortgage money, decisions on 
middle-income housing might be reached quickly and effectively. The persistence 
with which middle-income proposals return to the Congress for consideration 
implies a problem that canot be ignored; a problem that must be measured 
and better understood. The financing proposals before your committee this 
year are all rooted in the middle-income-housing question. 

And there are other fiscal policy questions linked to the bills now before you. 
What are alternative sources of mortgage money other than the direct loan, the 
federally insured or guaranteed loan, the savings and loan associations, the 
commercial banks? Is it sound or desirable to set up another structure to 
process such loans when it could be done within the framework of FNMA? What 
about the retirement funds of the major labor unions? 

Can more insurance-company money go into housing? Are cooperatives the 
answer? and city retirement plans? Would certain amendments to Title VII; 
Yield Insurance make this vehicle more attractive and workable? These are 
complex questions that must be explored as a part of the continuous research 
program we have mentioned. 

And there are still other fiscal questions: those relating to the public agency 
functions in the renewal program, those with which our association is the most 
closely connected. Here we get into the difficult and mounting problems of 
financing local government. Already the mayors of the country, as expressed 
through the American Municipal Association, have found that the formula for 
Federal participation in the title I program of the 1949 Housing Act is putting 
heavier demands on the cities than they can meet. At its 1956 annual conference, 
AMA adopted a resolution asking for a change in the formula from a two-thirds 
Federal share of the net cost of a renewal project as against one-third local 
to a formula of four-fifths and one-fifth. It has even been suggested that the 
formula should be in the ratio of nine-tenths to one-tenth, following the pattern 
of the interstate highway program and thus posing for the Congress the question 
of whether in the national interest it is important to give equivalent aid to homes 
as well as automohiles. 

On still another level of financing, we must find and face the facts on what 
families can afford to pay for housing—what kind of housing they can get for 
the price they can pay. Who are the people living in the 5 million substandard 
units that the President’s 1953 Advisory Committee said should be demolished? 
What about the demolitions that will follow in the wake of the clearance pro- 
grams mentioned earlier? Can the families involved afford to pay for the re- 
quired replacement housing? With a rising rate of family formations predicted 
for the next decade, what resources will these households have? Will they be 
able to pay the prices that current costs will demand? What about the increas- 
ing number of elderly couples and single persons, with a pattern of generally very 
low or very modest income? What about the growing body of permanently mi- 
grant workers? 

In facing the financial implications of these questions, we must recognize the 
growing trend toward homeownership that has been a characteristic of the past 
decade. If it is conceded that the young couple, the elderly, the migrant worker 
might fare better as renters than owners, then we must consider how to develop 
financial incentives for builders to get this kind of housing built. And we must 
consider that public housing is one of the largest existing resources of rental 
housing for not only these types of families but for the large low-income family, 
the family with 4 and 5 children or more, a family type which for obvious reasons 
must be virtually ignored by the private rental housing builder and yet a family 
type for whom homeownership is an impossibility under present home-financing 
requirements. 
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None of these financial questions can be answered short of a knowledge of 
what our annual housing need is and how that need divides as among sales hous- 
ing, rental housing, and as among sales and rental cost levels. Thus we must 
have continuous and comprehensive data. Meanwhile, the overall national need 
figures as developed by the National Housing Conference seems to us to be sound 
and acceptable: 2 million new housing starts annually, with 10 percent of the 
construction in the form of rental housing for low-income failies, via the public- 
housing program. 

3. Federal-local relations.—At the past two annual conferences of this asso- 
ciation, our membership has gone on record with expressions of deep concern 
over what it regards as a worsening of the relationhip between the Federal agen- 
cies that extend financial aid for housing and urban renewal and the local bodies 
tha€ receive that aid. On our recommendation and with our help, a number of 
studies of the policies and procedures underlying this Federal-local relationship 
have been made. Private management research firms have analyzed Federal- 
local operations; extended meetings of Federal-local officials have studied the 
situation. There has been mutual agreement that it was the intent of the 
Congress in initiating the housing and renewal programs that they should be 
rooted in local institutions, built to local patterns, operated to meet local needs. 
Yet, out of all of this effort and study, the degree of relief from the load of 
Federal domination and unwarranted control, reflected mainly in bureaucratic 
detail that localities must carry if they are to get Federal aid, has been very 
slight, and it has been primarily only in the title I program that any gain has 
been made. 

In seeking a way out of the labyrinth of frustrating and delaying obstacles 
that present Federal-local procedures impose, this association finds itself con- 
vinced that there is something intrinsic in certain forms of Federal-aid pro- 
grams that must be altered before any essential change can be expected. We are 
reminded of a quotation from Alexis de Tocqueville that we used in one of our 
publications a few years ago on this very subject of Federal-local relations: 
“However enlightened and skillful a central power may be, it cannot of itself 
embrace all the details of the life of a great nation. Such vigilance exceeds the 
powers of man. And when it attempts unaided to create and set in motion 
so many complicated springs, it must submit to a very imperfect result or ex- 
haust itself in bootless efforts.” 

The policing function that some Federal agencies have assumed in recent 
years in lieu of the partnership arrangement established by the Congress re- 
flects something of the spirit of probes, investigations, and suspicions that have 
dominated our society within the past 10 years. The isolated instances of local 
wrongdoing or careless operations are offered as an excuse for tighter and 
tighter controls. Throughout the Federal administrative offices, the widely ac- 
cepted idea of the functions of nearly every employee is not one of constructive 
and cooperative effort but rather one of finding fault without a realistic under- 
standing of local problems. The ultimate purposes and objectives of the pro- 
grams involved get lost in this atmosphere, and the spirit of dedicated service 
which had prompted many people, both Federal and local, to enter into the 
profession suffers to a point where it may finally disappear. 

The solution to the basic problem is not one that can be developed in the 
housing and urban renewal fields alone, but this association stands ready to 
aline itself with any effort that the Congress can propose to come to grips 
with this fundamental problem. In the meantime, however, there are specific 
elements of the Federal-local relationship that can be improved and it is our 
hope that your committee might find it possible to reaffirm its acceptance of the 
basic values of local initiative, local responsibility, and local judgment. With 
such an expression to fortify us, we might seek again to return to a bilateral or 
two-way form of contract similar to the one negotiated by the Public Housing 
Administration and a committee of this association immediately after the passage 
of the Housing Act of 1949. We desire to return to a contract that would ob- 
ligate the localities to honest and prudent operations. It should not subject 
them, as the presently offered contract on a take-it-or-no-program basis now 
does, to possible Federal seizure of properties for even the most minor infrac- 
tions of even the most minor rule. We are, of course, agreeable to all changes 
which are directly responsive to Federal legislation. 

By way of contrast to the administration of the public housing program and 
in an effort to develop a consistent housing policy, the Congress may want to 
examine the formula under which the college housing program is administered 
by the Community Facilities Administration of HHFA and consider whether it 
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might not be generally applied to all other HHFA constituent operations. The 
administration of the college program was recently characterized as follows by 
the magazine Architectural Forum : 

“The college loan program * * * has none of the redtape of workable pro- 
grams’, mortgage commitments, or minimum construction requirements that be- 
devil urban renewal projects, public housing, or FHA-insured loans. If costs 
exceed estimates, supplementary loans can be approved. Conversely, projects 
can be revised to fit available loan proceeds. * * *” 

Another lesson to be learned from the college program: Federal assistance 
for some of the spacious and pleasant buildings going up under the college 
program seems to be accepted without question, as against the reluctance with 
which public housing funds are disbursed and in contrast with the low stand- 
ards of design, amenity, and operation to which the public housing operation is 
frequently held. The American Institute of Architects has recently published 
an interesting history of how the philosophy of student housing grew from the 
days of the monastic cell and the attic to the increasingly elaborate environ- 
ment that is now thought to be suitable. Can this same philosophy of the 
importance of environment be brought to bear in the public housing and urban 
renewal programs? 

4. The general urban scene.—As has been implied throughout this statement, 
the urban areas of this country are undergoing swift and drastic changes. 
There are forces pulling people away from city centers; and forces drawing 
others in. The financial problem, alone, that cities face in coping with this 
complex and confusing movement is a severe challenge to the men and women 
trained in and dedicated to public service. But behind the financial and admin- 
istrative problems cities are facing today, there are rumblings of a great 
renaissance of urban living. The time, money, and effort that are going into the 
urban renewal program, the highway program, the building of new schools, the 
development of new industries, the harnessing of new scientific discoveries to 
civilian enterprises—this great investment has the potential of paying off in a 
new and better way of life for all of us. But the major element needed to bring 
this promise to reality is one that has up to now received very little emphasis 
and been given very little support: the element of creative vision in the physical, 
economic, social, and spiritual growth and rebuilding of our cities. These 
words are intended to stimulate attention to concepts beyond those presently 
applied. They are meant to open the way for men and women schooled in the 
arts, fired with imagination, trained to an understanding of what brings satis- 
factions and growth to a people, made sensitive to the values of urban living 
that can yield those satisfactions and promote that growth. 

The most recent issue of our monthly Journal of Housing states the case in 
this way: “The men and women who are concerned with today’s urban re- 
newal drive—having worked through the legal, the financial, the operating phases 
of the program—must face these new questions of philosophy and aesthetics. 
The real test is still ahead. * * * If we do not find the answers soon, all of 
the millions of dollars that are going into the current program and all of the 
deep disruptions that are being created by today’s demolition will stand as 
monuments of waste—and failure.” To bring this spirit into the renewal 
program, and keep it there, we must fight and find our way through the fiscal 
and administrative problems already cited. 


SPECIFIC RECOMMENDATIONS 


On the basis of all of the above generalizations, our association would like 
to propose a few specific legislative changes in existing laws. These changes 
are put forward in the spirit of the “comprehensive program” to which we 
referred at the opening of our statement. 


1. Low-rent public housing 

The low-rent public housing program is suffering under a growing burden of 
operating problems, all of which reflect the complex changes in urban living 
to which we have referred throughout this statement. Costs of operation are 
increasing because of the age of the housing and the inflationary aspects of 
our economy. Income is decreasing due to the admission of greater numbers 
of families at the minimum rents. The situation in many instances is so serious 
that communities are reluctant to program new projects. Yet, as our cities 
continue to demolish existing housing and to seek to enforce minimum standards 
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of housing safety and sanitation, the need for low-rent housing continues to 
grow. In this condition of stalemate, this association cannot realistically look 
for the construction of the 200,000 units of public housing that it has stated 
above can be supported by need. Hence, the association is directing its recom- 
mendations toward the alleviation of the operating problems of the existing 
program, on the theory that, once these problems are solved, the effective 
demand will then serve as the basis for further authorizations by the Congress. 

Briefly, the major difficulty of the present public housing program is the 
degree to which it is no longer serving a representative cross section of families. 
Throughout the country, there has been a steadily rising number of tenants 
moving into public housing projects whose primary source of income is some 
form of welfare assistance. Included in this group are some who are the 
“hard core” social problems of the community: families without a father or 
without a mother ; families in which such problems as alcoholism or other illness 
have put them on the welfare rolls; families new to city life who do not know 
how to maintain a home and whose children encounter a wide variety of prob- 
lems. As these families come into public housing, the “normal” family—the 
family that is self-sustaining in every way except its inability to pay for stand- 
ard housing—is moving out. In some communities, to fill these vacancies in order 
to maintain financial stability, more and more such problem families are taken 
in. In a few cities there are projects in which welfare tenancy is 50 percent of 
the whole. 

Another influence on the high rate of turnover is the fact that public housing 
rents are inflexibly scaled to income: In 1956, the average public housing family 
was paying between 22 and 23 percent of income for rent, as against a 14.6 per- 
cent housing expenditure by all families in 1952. As families rise in the income 
scale, toward the maximum limits for continued occupancy, the rentals go up 
in the same exact proportion which is not true in private housing. Accordingly, 
rents in low-rent public housing have become increasingly out of proportion to 
the normal pattern of family expenditures. Hence, the ‘normal’ families who 
could give stability to public housing projects, are voluntarily and often un- 
willingly moving out by reason of economic necessity before they become in- 
eligible by reaching the maximum income limits for continued occupancy. 

The basic philosophy of the low-rent public housing program is that not only 
the house but its environment are important to family health. A family living 
in a clean and structurally sound unit but surrounded by a growing body of 
socially ill families is no longer properly housed under the objectives of the 
national housing policy as set forth in the Housing Act of 1949. 

Thus, to overcome some of the problems now facing the program, the Asso- 
ciation recommends: 

(a) A change in rent-income ratio with rents to be permitted to go to as 
low as one-seventh of income, after applying the presently allowable exemptions 
from income of $100 for each minor, with the exemptions to apply both for 
admission and continued occupancy. 

(b) Exemptions as above should also apply to unemployable adults who are 
dependents within a family (an elderly parent, for example, dependent on the 
family). 

(c) Deductions from family income of up to $600 of the earnings of minors 
or secondary wage earners, to apply for determining incomes for setting rents 
and for both admission and continued occupancy on a permanent basis. The 
$600 figure parallels the Federal income tax deduction allowed for minors’ 
earnings. 

It is believed that, with these minor legislative changes, plus a number of 
administrative changes both locally and federally, there can be restored or 
maintained a representative cross section of occupancy, so that projects will 
again serve a cross section of both the normal and the problem family—the 
normal family by its very presence contributing to the ability of public housing 
management to work toward the rehabilitation of the problem family. Low-rent 
public housing is increasingly accepting its responsibility, along with the other 
welfare agencies of a community, to work toward the solution of the basic social 
problems by cooperating in the rehabilitation of the “hard core” family. To do 
this job, it must have not only the changes recommended but the sympathetic 
understanding of the Congress and the Federal agencies involved, since the 
process of overcoming present problems will take time and may involve use of 
the full available subsidy, as against the present pattern of taking less than 
76 percent of subsidy, as a national average. 
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Urban renewal 


Of the $900 million authorized by the Congress for capital grants, the Urban 
Renewal Administration had reserved some $851 million at the end of January 
1957. During calendar year 1956, nearly $254 million were earmarked by the 
URA for projects now underway in the Nation’s cities. During the first 8 months 
of fiscal 1957, reservations by the URA amounted to approximately $180 million- 
which means that if the localities continue to request Federal assistance at the 
same rate for the remainder of the year, fiscal 1957 could result in a total of $270 
million being reserved by the URA to carry the program forward. 

We use the word “could” advisedly, for at this point the URA has suspended 
making additional reservations for new projects. (The remaining $49 million 
or so in grant reservation funds are being held in reserve for projects now in 
planning or execution in the event they may require additional funds to assure 
completion.) Thus, at this point, while communities are still filing applications 
at a substantial rate and the URA is still processing them up to the point short of 
contract, new project programs face uncertain delay and the future of the renewal 
program is for all practical purposes stalemated. 

Unless sufficient obligational authority is approved by the Congress in the 
very near future many cities with expanding programs will have to curtail their 
renewal activities and will, as a result, lose the momentum they have so pain- 
fully developed and nurtured over past years. In addition the many cities which 
are now in the process of developing initial programs will be unable to secure 
Federal assistance to carry their first projects beyond the application stage. 

The President’s budget message indicated that the administration would ask 
the Congress for an additional $250 million a year for the next 2 years in obliga- 
tional authority to carry the urban renewal program forward. This amount, we 
submit, is, at best, the bare minimum—anything less will seriously jeopardize the 
progress the program is now making. This association is of the opinion that 
a somewhat higher figure is in order—especially in view of the rate at which 
grant reservations were being made in the 8 months prior to the recent curtail 
ment. 

Sufficient capital grant reservation authority should be made available to the 
URA to enable cities to initiate and develop full-scale programs limited only in 
size and scope by the city’s capacity to carry its share of the costs of the program. 

A growing number of cities active in this program have graduated from the 
project approach to the solution of their slum and blight elimination problems,. 
They have painstakingly developed long-range comprehensive programs—based 
on a full evaluation of their problems, and geared to their fiscal and administra 
itve resources. This sort of a local workable program, if you will, depends 
on and was developed in anticipation of continued Federal assistance as has been 
customary in the past under title I. 

It should also be pointed out that this type of approach on the part of localities 
has not been characterized by a wildly enthusiastic optimism which views the 
Federal Government as the source of never-ending unlimited grants or subsidies 
to underwrite the overambitious local programs. Rather, local plans and expec- 
tations have been geared to what the locality itself feels it can afford to carry 
out, Federal aid in this program is conditioned upon the locality’s ability to 
finance its one-third share of the cost. In the last analysis, it seems clear that 
the financial limits of the program will probably be set well within reasonable 
bounds for, in terms of the total problem as we now see it, there are relatively 
few cities in the United States which can afford to finance much more than a 
minimal renewal and rebuilding program under the existing aid formula. even 
with unlimited reservation funds in the hands of the URA. 

Cutting capital grants authorizations short is certain to result in the abandon- 
ment of the comprehensive approach and a forced reversion to “A piecemeal 
attack on slums * * *” which as the President’s Advisory Committee on Gov- 
ernment Housing Policies and Programs has testified “* * * simply will not work.” 
Training 

We support reintroduction of a proposal made last year: That the Congress 
authorize and National Science Foundation administer a program of graduate 
training for city planning and housing. There is a growing shortage of trained 
technicians to carry on the renewal program and only such steps as this will 
assure the gap’s being filled—in time. 

Mortgage credit 

The association makes no specific recommendations on the various proposals 

before the committee under this heading, but reiterates the theme of our general 
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statement that the questions should not be solved separately but as a part of the 
total comprehensive program. The association is especially conscious of the 
need for making more housing available to minority groups and would question 
whether the voluntary home mortgage credit program has been able to even 
approach the need. The mechanism is complicated and slow, and the problem 
is a tough one. 


Direct loans 

Although this association is firmly committed to the proposal that the existing 
machinery of private home building and home financing should be used as far 
as possible to serve the Nation’s housing needs, the question does arise as to 
whether or not the device of the secondary mortgage facility in FNMA is more 
costly and more complicated, with less effective results, than a direct loan pro- 
gram. Again, the direct loan has already found acceptance for college housing, 
for military housing, and for GI housing in areas not serviced by private financ- 
ing institutions. Is the device suited to the proposed program of nonprofit or 
limited profit housing for the elderly, as suggested in legislation introduced last 
year; to an improved volume of housing for minority groups; and to meeting 
the needs of the medest income families not now being reached by federally 
insured mortgage programs? 


Conclusion 

If we are to rebuild our cities, if we are going to help them achieve their full 
potential in the American economy, if we are going to provide a good home in 
a good living environment for every American family, if we really mean to do 
these things—attain these goals—then we must look to the total problem and 
be ready to accept the administrative and financial responsibilities the total 
problem as such posess. The many existing housing and urban assistance pro- 
grams must be related to one another, the gaps filled and the whole approach 
molded into one comprehensive package; only then can all the segments of our 
economy be adequately served, and only then will this Nation be in a position 
to meet the formidable challenge posed by its own national housing policy. 





{From Business Week, February 23, 1957] 


HOUSING SQUEEZE ON WORKERS 


Rising wages have meant that many workers make too much money to remain 
in public housing projects. Yet a lot of them don’t earn enough to afford suit- 
able rentals. So unions may use their influence at bargaining tables to help 
stimulate middle-income housing. 

Steelworker Leo Stadelman has just moved his family from an up-to-date 
public housing project to a two-family house that is badly in need of repairs. 
He wasn’t ready to make the move, but there was nothing he could do about it. 
He earns a little too much money to continue to qualify for public housing— 
and not enough to afford fairly modern private rental housing to accommodate a 
family of seven. Buying an older house was the only solution. 


CAUGHT IN SQUEEZE 


This housing squeeze is now being felt by many workers across the country. 
Unions traditionally have been in the forefront when it came to pressing for 
Government-supported housing for low-income families. But they have been so 
successful at the Nation’s bargaining tables that their members no longer fall 
into the low-income category. 

Thus unionists look for housing in the middle-income bracket. And that’s 
precisely where the home shortage is most acute (Business Week, August 11, 
1956, p. 32). Right now there is little Government-aided middle-income housing. 
So as it becomes more difficult for workers to find suitable quarters for their 
families, the pressure is likely to build up for unions to try to do something 
about the situation at the bargaining table. 


TYPICAL CASE 
The case of Leo Stadelman is fairly typical. This week, he and his family 


are settling down in their new home after going through the harrowing experi- 
ence of trying to find a home large enough for seven people but still within their 
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price range. Up until this month, the family lived in a public housing project 
in Pittsburgh. Most of the steelworkers already have moved out of the Pitts- 
burgh projects. But 4 Allegheny County developments, occupied almost 60 per- 
cent by steelworker families, are among the few remaining ones in which sizable 
pockets of unionists live. 

Last summer's wage settlement in steel pushed Stadelman’s income as a 
Jones & Laughlin craneman up to $5,184 a year. The top allowable income in his 
project for a family of 7 with 5 children is $5,080. When the housing authorities 
in Pittsburgh and Allegheny County held their annual review of tenants’ income 
this month, they found that the Stadelmans and 450 other steelworker families 
were overincome. 

THE CHOICES 


Like the Stadelmans, these families face a difficult choice. They can find 
quarters similar to those in the public project and pay far more than they can 
afford for rent or mortgage payments. Or, they can stay within the budget and 
take less desirable, cramped accommodations. 

Stadelman and the others are entitled to at least 6 months to find new homes. 
But, luckier than most, Stadelman worked out a deal with his sister to buy a 
two-family house, so he didn’t wait. He’s taking over the $6,000 mortgage on the 
house, made no downpayment. At best, the new home is only a compromise. 


COMPROMISE 


To carry the new house, Stadelman will have to pay $56 on the mortgage, $25 
each month to his sister on a downpayment arrangement. On top of this, he’ll 
have utilities, taxes, and an upcoming $1,500 repair bill to meet. However, he 
hopes to rent the other half of the house for about $40 a month. 

The Stadelmans had three bedrooms in the project apartment, as they do in 
their new home. But their old kitchen was modern, had plenty of cabinet space. 
The new kitchen is small, lacks cupboard space. On moving day, Mrs. Stadelman 
sighed regretfully over the loss of her modern kitchen. 


FRUITLESS SEARCH 


Before buying his sister's house, Stadelman canvassed the private housing 
market, ran up against the situation facing the other evicted families. A duplex, 
a small house, or a decent apartment large enough for his brood started at $120 
a month. For the same rent, $72 a month, he paid in the project, he was able to 
find only a third- or fourth-floor walkup apartment that was not desirable for 
the kids. 

An experimental private middle-income development—Chatham Village, with 
spacious grounds and roomy, modern apartments renting for $96 a month with- 
out utilities—would have been within Leo’s reach and worth stretching for. But 
the village has a waiting list so long, it was out of the question. 

The Stadelmans’ experience is not unusual. Families like them trying to find 
middle-income housing continually are running smack up against the shortage 
of $12,000 to $15,000 homes. Usually they end up like Ruth and Leo Stadelman, 
making some sort of compromise between space and price, 


HOUSING PICTURES 


A study just released by the staff of the Senate Subcommittee on Housing, 
headed by Senator John Sparkman, Democrat, of Alabama, finds that the middle- 
third of families living in cities has an income between $3,800 and $6,000. Using 
the rule that a family can afford a house costing 24%4 times its annual income, 
these middle-income families are in the market for homes costing between $9,500 
and $16,000. But the Bureau of Labor Statistics estimates that half the new 
houses built in cities last year cost over $14,500. This figure will be higher in 
1957, BLS believes. 

LABOR'S COURSE 


How do unions fit into the picture? So far, they’ve largely limited their efforts 
to supporting congressional bills favoring public housing, urging the Public 
Housing Authority to approve raises in the maximum income level for projects 
in which union members live, and calling for more and better modestly priced 
houses. 
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In Miami last month, the AFL—CIO executive council called for a “bold com- 
prehensive forward-looking housing program” that would “assure the construc- 
tion of the 2 million units a year the Nation needs.” 


UNION PROJECTS 


But a few unions, such as the International Ladies’ Garment Workers Union, 
the Amalgamated Clothing Workers of America, and Local 3 of the International 
Brotherhood of Electrical Workers, have sponsored or built cooperative projects 
where families buy the apartment in which they live—that fall generally within 
the medium-income range. Most of these, though, are located in the New York 
City area. 

The United Auto Workers played a hand in the development of a housing tract 
in Milpitas, Calif., near San Francisco. With 169 homes already up, UAW is 
shooting 1,500. But that’s about the only sizable union-sponsored project outside 
the New York area. 

In New York, unions have put up, in whole or in part, about 10,000 units of the 
cooperative-type housing. They do this in four main ways: 

By letting a project use the union’s name to gain prestige and backing; 

3y putting up “seed money”’—buying the land, hiring the architect, ete. 
to get the plan off the ground: 

By lending money at little or no interest to members so they can buy into 
cooperative buildings. 

By using money from pension and welfare funds to invest in housing 
developments. 

A number of obstacles, however, stand in the way of large-scale entry by unions 
into home building. For one thing, many cities and States tax such developments 
at standard rates. For another, many unions favor interracial admittance to 
their housing projects. This runs into opposition in a number of cities, as UAW 
found in California. 

BARGAINING ISSUE 


So some experts are convinced that unions will bring the subject to the bar 
gaining table. Because of traditional union hatred of company-owned homes 
and company towns, it’s unlikely that employers will be asked to contribute 
anything directly to worker housing. The best bet is that unions will seek 
agreement that welfare and pension fund money will be used to construct homes 
that its members can afford. These straws are already in the wind. 

IBEW, an approved FHA mortgage buyer since last December. has 
announced plans to pour some $14 million into home mortgages (Business 
Week, Dec. 15, 1956, p. 53). 

Three building trades unions in northern New Jersey will invest $150,001 
in welfare money in new houses. North Jersey builders hope $1.5 million 
will come from negotiations with 7 other unions (Business Week, Dec. 29, 
1956, p. 70). 

AFL-CIO President George Meany has called on unions in New York to 
put money from welfare and pension funds into middle-income housing 
(Business Week, Dec. 31, 1955, p. 66). 

United Steelworkers President David J. McDonald has zeroed in on the 
$2.5 billion steel industry pension funds, now supported and administered 
solely by the steel companies. Seeking a union voice in the operation ot 
these funds, McDonald told a USW meeting in Chicago, “the money should 
be used for such worthwhile practical investments as housing for retired 
persons, * * *” 


{From Journal of Housing, February 1957] 
Tue Estuetrics or Crry REBUILDING 


Great gaps in the skyline are opening up in cities all over the country as the 
urban renewal program gains momentum. Old landmark buildings are coming 
down in city centers. Old residential neighborhoods, heavy with the memory 
of several generations of family living, are being ripped open—and sometimes 
emptied. Churches, stores, restaurants, small businesses, all types of institutions 
with links to the past are falling under the demolition boom, 

To achieve this leveling operation, the men and women behind the urban 
renewal movement have spent years developing the needed laws, financing 
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formulas, and administrative machinery. Now the big question is—are we pre- 
pared to rebuild the skyline; rebuild the neighborhoods; rebuild the shopping 
centers, church squares, parks and playfields—and do it up to high aesthetic 
standards? Do we have the artistry, the imagination, the understanding of 
people, the perception of urban values that will make our rebuilt cities real 
tributes to this era? 

In short, is there an art of city building that should be applied to the rebuilding 
job? Cities of the past have been able to stir all kinds of creative effort—by 
painters, poets, philosophers, political leaders. In spite of their noise, confusion, 
dirt, and desolation, cities have captured the love and loyalty of millions of 
people. What are the spiritual qualities of a city, what are its physical char- 
acteristics that appeal to the emotions, give delight to the eye, develop great 
creative movements? 

The men and women who are concerned with today’s urban renewal drive— 
having worked through the legal, the financial, the operating phases of the pro- 
gram—must face these new questions of philosophy and aesthetics: The real 
test is still ahead * * * and we have only begun to question whether there is 
an art of urban design and, if so, how we can apply it to the day-to-day decisions 
that are being made in urban renewal. If we do not find the answers soon, all 
of the millions of dollars that are going into the current program and all of the 
deep disruptions that are being created by today’s demolition will stand as 
monuments of waste—and failure. 

Mr. Banner. Now, I would like, if I may, Mr. Chairman, to offer 
2 few additional comments in addition to this summary of our 
testimony. 

Mr. Ratns. We will be glad to have them. 

Mr. Banner. Our association favors all reasonable actions which 
will increase the supply of new housing, particularly for those that 
need it the most, that is middle- and low-inte ‘ome families, the elderly, 
single persons, and minority ats 

These reasonable actions include, in my opinion, lower downpay- 
ments, longer amortization period, and the making of mortgage money 
available at rensonable cost. 

Now, the rate of home building, both sales and rental in our coun- 
try, is dropping, at a time when it should be ine reasing. There are 
two major reasons why the rate should be increasing. One is so that 
there may be housing provided to take care of those families who are 
(lisplaced directly or indirectly by the elimination of the slums of 
our country, and another and very significant one, we feel that no 
person can fail to consider, and that is the sharply increasing number 
of new families bemg formed in our country. The rate is now between 
six and seven hundred thousand a year, and in less than 10 years the 

rate will be at a million a year, and some form of housing must be 
made available to these families. 

I think that the emphasis on the middle-income family is certainly 
the greatest at this time, and I think that the testimony that you gen- 
tlemen have been hearing relates to this as w ell as to many other ¢ evi- 
dences which could be offered, this study on income and housing ,the 
staff report of the subcommittee on housing of the Committee on 
Banking and Currency of the Senate. Timely articles such as the 
Housing Squeeze on Workers, in the Business Week edition of Febru- 
ary 23, which points up the problem of the family at the middle- 
income level. 

Mr. Rains. A portion of that article from Business Week was in 
the statement of Boris Shishkin, who has already appeared before 
this committee. 

Mr. Banner. Fine. I could summarize this point by saying this 
is a crucial problem which must be weighed along with the problem 
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of inflation, and you gentlemen in the Congress have a difficult prob- 
lem tosolve. You have my understanding and sympathy, I can assure 
you. 

Another extremely important point in our testimony relates to the 
capital grant authorizations for urban renewal. If I may summarize, 
the Congress has authorized $1 billion for capital grant allocations, 
and since this program was initiated in 1949 this 714-year period, the 
Urban Renewal Administration has had at its disposal over this 
period of time $900 million. The other $100 million is presently held 
at the discretion of the President. Now, of this $900 million, 
$852 million has been allocated on the basis of allocations from cities. 
But of this $852 million only $75 million has actually been spent, has 
actually been paid as capital grants, and only $218 million is under 
firm contract to be spent, and the balance of some $634 million is 
reserved under planning applications. 

Now, the past year, the past calendar year, capital grant authoriza- 
tions amounted to nearly $274 million, so, ace ordingly, the $250 mil- 
lion per year for the next 2 years which the President mentioned in 
his budget message to the Congress is a bare minimum. It may not 
be enough to continue and sustain the momentum that this program 
has achieved. Now, because of the lack of funds the Urban Renewal 
Administration is continuing to receive applications and is process- 
ing them, but is no longer making capital grant allocations, and I 
think and the Association thinks this 1s tragic, because after a long 
period of trial and the solving of many difficult problems, both at 
the Federal and the local level, this program of slum clearance and 
urban renewal, which is the most vital domestic program that our 
country has ever had, has finally gained the momentum where we can 
see that it can succeed in time in the rebuilding of our cities, and the 
improving of our economy and of our social life, and yet no funds 
are now available for it to continue to maintain the momentum it has 
achieved. 

Now, there is widespread interest in this program. It has taken a 
good bit of time to develop this momentum and this interest, but 
many city officials now recognize it as essential to the very continued 
existence of their cities, and ‘businessmen have come to rec ognize that 
this program is essential as a part of the solution of the many urban 
problems that exist, traffic, bad housing, high city service costs, on 
areas that produce low tax revenues, inefficient land use, and so forth. 

I would like to cite as an example, Sears-Roebuck Corp. which has 
recently started publishing the Urban Renewal Observer. This is, 
I believe, the second or third issue of it, February, and in addition 
to this, and this is published by the Urban Renewal Division of this 
corporation, in addition Sears is offering presently graduate fellow- 
ships in the field of city planning and urban renewal. 

Also, Sears has issued this ABC’s of Urban Renewal in an effort 
to help cities who were interested in this problem, and interested in 
solving their problems. 

Mr. Ratns. I would like you to leave that, not to go into the record, 
but leave that with the committee so we can have a chance to look at 
it, if you don’t mind. 

Mr. Banner. Fine. I shall be glad to. 

General Electric is taking an ever-increasing interest in this prob- 
lem, and ACTION, which most of you gentlemen are familiar with, 
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has on its boards outstanding businessmen such as the president of 
the Armstrong Cork Co., the executive vice president of General Elec- 
tric, president of Boston Consolidated Gas Co., and Phillip 
Graham, publisher of the Washington Post and Times Herald, and 
many others. 

My point in making this is that these large corporations and these 
businessmen have concluded that it is both good business and good 
citizenship to support this fight against the flight which is choking 
our cities. All of this interest and enthusiasm has been stirred u 
over a period of 714 years, and it has been an arduous task to atabliah 
this momentum, and it is for this reason that we are vitally concerned 
that this momentum not be stopped. 

I would like, if I may, to cite an example of a local business com- 
munity reaction to this program. In a recent issue of the Little Rock 
Report, which is published by the Little Rock Chamber of Commerce, 
the city of my residence, over half of the front page, and almost half 
of the space for the ads on the back page, is devoted to the programs 
that we administer in our community, both urban renewal and low- 
rent housing. 

Mr. Berts. What city was that? 

Mr. Banner. Little Rock, Ark. 

Now, I would like to give one very brief example of why they 
think it is good business, and then give a quotation that is in this 
article. 

Mr. Berts. How big is Little Rock? 

Mr. Banner. 115,000. In one area which we have just finished 
clearing of 101 acres, the tax revenue was, before we started clearing, 
$1,500 a year, of which the city got $25 a month. There was an aver- 
age of more than one fire call in the area each month which cost $50, 
and, of course, there were many other city services required. 

Now, when the area is completely redeveloped, and we have now 
cleared all of the slums off it, and the first homes are under construc- 
tion in the area, there will be a total private investment in excess 
of $3 million in the area, which means that whereas before there was 
an area of 101 acres that brought in practically no tax revenue, and 
had high city service costs, there will now be a tax revenue in excess 
of $36,000, when the area is completely redeveloped, and there will 
be less need for city services, except utilities, which will be paid for, 
than there was when the area was a slum. 

Mr. McDonovexn. How many additional housing units will be es- 
tablished ? 

Mr. Banner. We have a private subdivision. We are selling lots 
where there will be 69 lots to be bought by individuals. No public 
housing is inthe area. It is private housing. 

Mr. McDonoveu. How many total additional housing units will 
be built ? 

Mr. Banner. Sixty-nine homes will be built in the area, and the 
rest of the area is devoted to parks and light industrial and warehouse 
use. 

I cite that as an example to lead to the conclusion which our cham- 
ber of commerce has stated, and that is progressive programs such 
as these have a very favorable effect on the business economy of Little 
Rock, and, in addition, are the sort of progressive actions cited by 
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the Arkansas Industrial Development Commission, and others, as 
making the city more attractive to new industry, as well as to in- 
dustry “already | sated here. 

Now, this is not an unusual example. Here was an instance of 
$600,000 in Federal grants in round figures, $300,000 in local grants, 
slums are cleared out, and $3 million of private investment with a 
better tax base becomes a part of our community, and this is happen- 
ing all over the United States, or beginning to happen, but the pro- 
gram must maintain the momentum it has or we will have again a 
long period of reestablishing this momentum. 

Now, I will ask John Searles, our vice president, and who is also 
executive director of the District of Columbia Land Redevelopment 
Agency, to show you some pictures, if we may take 2 or 3 minutes, 
of some of the actual clearance areas. 

Mr. Srartes. Thank you, Knox. 

I have, sirs, a couple of pictures of different cities to show what 
has gone forward in those cities which moved the fastest in this pro- 
gram. This is the Lake Meadows project in Chicago, which is one 
of the first to get started. It is about a $14 million project, and this 
is an actual picture of the construction which is underway there. 

Mr. Apponizio. When was the picture taken ¢ 

Mr. Seartes. This picture was taken, sir, about 2 years ago. There 
are several more buildings complete. I have a picture against the 
back wall showing the entire development, how it will look when it 
is entirely completed. 

Here is a project which will suffer from the cutting off of the fund, 
which is the Great Bunker Hill project in Los Angeles. It is a per- 
fectly beautiful development. 

Mr. Rarns. We heard all about that. We have seen that, John, 
in person. 

Mr. McDonoven. You mean that is the way it will look eventually ? 

Mr. Srartes. Yes, sir. 

Mr. McDonoven. They are having a lot of trouble with the prop- 
erty owners out there. 

Mr. Seartes. Here is the downtown of Norfolk showing how that 
is being torn up. 

Mr. McDonoven. Where ? 

Mr. Seartes. Norfolk, Va. There is an industrial development in 
the place of bad old housing and also a large housing development 
that is bringing new industry into the city of Norfolk. It is being 
done in conjunction with the Federal highway program. 

Here is the completed architect’s conception of the Chicago Lake 
Meadows project when that is completed, the one that I showed you 
a picture of about a year and a half ago. 

Mr. McDonouen. ‘That isn’t the back of the vards a 

Mr. Srares. No; this is along 33d Street to 38th Street, in the 
Michael Reese Hospital on the South Side. 

Mr. Lance. Closer to the lake. 

Mr. Searutes. We have a picture of the proposed Pi: aza project 
which has been cleared but no construction has taken place in St. Louis. 

Mr. Rarns. Is that St. Louis? 

Mr. Srarues. St. Louis, Mo. ; yes. 

Mr. Rarns. It has been cleared, and that is the way it will look? 
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Mr, Searzes. That is the way it will look. These buildings are 
superimposed on the cleared site. 

Mr. McDonovueu. Are those buildings built with private money / 

Mr. Srarues. Yes; entirely private funds. 

Mr. McDonoveu. In other words, the Government assistance on 
that program is the clearing of the site ¢ 

Mr. Seartes. Correct, sir. That is true of all these projects I have 
been showing you. Ac tually, this project is being financed by a group 
of almost a hundred businessmen that got together and formed : 
civic corporation in-the city of St. Louis. 

Now I have a picture here of Southwest Washington where we are 
right now to show you our own project. That is an aerial photo- 
graph so you can locate us, we are right here at the present time, and 
part of the Southwest. project—of course, the redevelopment will be 
your own office-building grounds. This is the total project when it 
is entirely finished, which will have houses for 5,000 families of vary- 
ing income groups, ranging from public housing on up to elevator 
apartments. This is the new Southwest Expressway that will go 
across F Street right down here, as part of the Federal highway 
program. 

Construction for that will begin in 2 or 3 months. Actually the 
construction in this section right here, where the area is cleared, will 
be going along simultaneously with our office building. 

Mr. McDonoven. What is that group of office buildings? 

Mr. Sraries. Those are new Federal office buildings under Public 
Law 150, special Lease Purchase Act for the Southwest. 

Mr. McDonoveu. It has been suspended / 

Mr. Searces. I think they were not suspended, I think only the 
other part of the lease pure hase were suspended, I don’t know what 
will happen to those. The sites aren't quite ready but we have pur- 
chased the sites for the office buildings which will be in conjunction 
with you. We purchased those about a month Ago. 

I have a picture of the new buildings which are just about to begin 
in about 3 or 4 months, if | could pass them around. These are the 
first projects to begin right here, and here is a picture of the projects 
in New York. They have all the projects that they have ever had 
allocations for, and several more on the boards, so they could move 
ahead very fast. 

So what really seems to have happened is a number of cities have 
moved ahead rapidly in this program, and certain others, particu- 
larly Boston and Baltimore, which are already to go are now brought 
to a halt by the lack of obligation authority on the part of the Hous- 
ing Administrator. 

Mr. Banner. Thank you, John. 

Our purpose in showing you this is that this program has pro- 
gressed. It has now re: ached a stage where it has demonstrated it 
can work, it can be effective in rebuilding our cities, but the point 
is this: About half of the program in the continental United States, 
both moneywise and projectwise, that is, number of projects in exe- 
cution, are in a handful of cities, and these cities are New York, 
Chicago, Philadelphia, Providence, Little Rock, Kansas City, Mo.., 
Baltimore, Norfolk, and W ashington. 

The bulk of the program, half of the program approximately in 
execution, actually in operation, is in these cities. But the most 
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encouraging thing is that there are over a hundred cities in the last 
couple of years that have gone into planning and are going to do 
something about their problems through the use of this program, and 
this is our concern, because those cities and the other cities of our 
country who are just beginning to recognize how they may use this 
program, and improve their cities, has gone up steadily. 

For example, the number of projects in execution in 1952 was 27, 44 
the following year, 70, 93, and, as of right now, 134. This describes 
the momentum that I have referred to. And the capital-grant authori- 
zations which went up at the rate of only around 50 or 60 million 
dollars a year at the early time—as I said during this past year the 
capital-grant authorizations have amounted to $274 million. So it is 
our belief that the communities that have been pioneers have demon- 
strated this program is feasible, it is helpful to our communities, to 
our cities, and that all cities should be able to take advantage of it. 
Yet those cities who are just coming in, and there are a number that 
have filed applications recently which cannot receive a capital-grant 
allocation until additional funds are made available. 

Mr. Rars. Our time is getting away. I appreciate the progress 
report, but I want to get down to brass tacks on what we can do for 

ou. 

Mr. Banner. All right, a minimum of $250 million in capital-grant 
allocations for each of the next 2 years. That isthe minimum. This 
is the most important part of our testimony. 

Mr. Apponizio. You would like to see more though, wouldn’t you? 

Mr. Banner. I would like to see more, though, because the obvious 
rate, $274 million the last calendar year—the obvious rate is higher 
than $250 million. 

Mr. Rarns. You say the bare minimum you could get by with would 
be $250 million. That was the figure mentioned in the President’s 
budget message. 

Mr. Banner. Yes. However, I have seen no administration bill yet 
which reflected what was in the President’s message. 

Mr. Rats. Well, those bills we understand have not been intro- 
duced, but likely will be introduced, I have been informed, this week. 
They are apparently having difficulty down there. 

Mr. Cole is coming back before this committee on the 15th of March, 
and has assured the committee he will have the full administration 
proposal on all of these items. 

Now, one or two other questions. 

Mr. Banner. All right, sir. 

Mr. Rarns. I didn’t understand about your not having any—you 
mentioned a figure there, and you said there was no appropriation for 
it. What does that have to do with? What part of the program is 
now out of money, is this the $250 million you are talking about ? 

Mr. Banner. Well, the agency is out of money. It had an authori- 
zation of $900 million. It has allocated $852 million, and has held the 
rest, the balance of $480 million in reserve to take care of contingencies, 
so it is out of money, in effect, although there is a hundred million 
dollars in the President’s discretionary fund. 

Mr. Ratns. They could activate? 

Mr. Banner. Yes, sir. 

Mr. Rarns. Has he done that? 

Mr. Banner. Not to my knowledge. I understand he has not. 
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Mr. Rains. Now, have you observed the budget to see whether these 
items are included in the budget or not, the necessary funds that you 
stated we are now out; are they in the budget or not ? 

Mr. Banner. The reason I gave the figures on the allocations, Mr. 
Chairman, is that these figures are not expenditures within that year. 
They are authorizations for expenditures in future years. 

Mr. Apponiz1o. Are you talking about the $250 million additional ? 

Mr. Banner. It is not an expenditure i in this year, but an authoriza- 
tion for capital grants to be made 3, 5, 7, and 10 years from now, but 
which is necessary for the program to proceed. 

Mr. McDonoven. Well, Mr. Banner, isn’t the problem a workable 
program with the city councils and the State and county officials that 
you have to deal with; that is where you are on dead center with a 
lot of these people, isn’t it? It isn’t a matter of lack of cooperation 
on the part of the Federal Government, it is a matter of lack of action 
by the local officials in many instances, isn’t it? 

Mr. Banner. There may be some instances in which this is the case. 
On the other hand 

Mr. McDonoveu. That is one of our problems in the Bunker Hill 
situation in Los Angeles. 

Mr. Banner. Well, the number of workable program certifications 
and recertifications has increased sharply in the last year and.a half, 
which indicates that this problem is being solved. 

Mr. McDonoven. On the certifications that have occurred in the 
last year has there been money to meet the demands of those certifica- 
tions? 

Mr. Banner. Well, not certification of money, as such; no money 
goes with the certification of the workable program. It makes the 
community eligible to a number of aids, one is to build low-rent public 
housing, another is to build 220 and 221 housing under FHA assistance, 
and another is capital grant allocation for actual clearance and 
renewal, 

McDonoveu. Well, is there money in the present budget, I 
don’t mean the one we are now considering, but in last year’s budget, 
to meet the demands of those certifications ? 

Mr. Banner. As I said a while ago, there are a number of applica- 
tions presently pending with HHFA or URA, which cannot be acted 
upon because there is no obligational authority left. It is expended. 
It isexhausted. This doesn’t mean an expenditure of funds this year, 
but an obligation of expenditures in later years as these projects 
develop. 

Mr. McDonoven. It is a commitment. 

Mr. Banner. That is correct, and it is commitment authority which 
is exhausted, 

Mr. Rarns. I see. 

One other question: On page 9 of your statement you say your 
association agrees that 10 percent of the housing should be for low- 
income families by way of public housing program. Now, without 
getting into a long, detailed discussion of public housing, which is not 
before this committee in its present consideration, do you know how 
many public housing units have been built under the act of 1956? 

Mr. Bannex. I believe some—under 1956 none have been put under 
construction, to the best of my knowledge, under the Housing Act of 
1956. There have been some loan and grant contracts executed. 
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Mr. Rains. Well, what do you think is the reason for the program’s 
failure to get going? 

Mr. Banner. I know that the time of the committee is short, and 
we have covered a number of the problems which occur both at the 
local and Federal level at length in this testimony. 

Mr. Rats. Is that in your statement / 

Mr. Banner. Yes; a number of the problems are included, including 
some of our specific suggestions for remedial legislation. 

Mr. Rains. Just one thing: Coming from a district that has many 
small towns in it, do you think that the requirement of a so-called 
workable program, do you think that has been a deterrent to small 
towns in this program or not ? 

Mr. Banner. Yes, sir; I feel sure that it has. I would like to say 
that the theory of the workable program is very fine, and administered 
understandingly it is good, but nonetheless you can’t administer the 
same way for ‘New York ( ‘ity that you do for Fairfax, for example. 

Mr. Rains. Well, I was thinking of a town in Alabama. 

Mr. banner. So unrealistic administration of the program can 
cause the delays to which you refer. 

Mr. Rarns. Our time is running out, gentlemen. We have a lot 
of good questions we would like to ask you, gentlemen. 

Mrs. Sullivan / 

Mrs. Sutiivan. I have one I would like to ask. 

Mr. Banner, on page 8 you talk about the problem of rehousing 
families displaced by slum clearance operations. As you know, last 
year we liberalized the FHA section 221 program which is supposed to 
provide privately owned housing for displaced families. I note that 
only a handful of section 221 loan applications have been made to 
FHA, and I wonder if you have any thoughts as to what is impeding 
this program ¢ 

Mr. Banner. Well, it is my understanding that as of the end of the 
year there was only 1 mortgage commitment outstanding on a new 
structure, and 15 on existing structures throughout the country. It 
has not yet achieved the purpose which the Congress intended. which 
many people hoped it would accomplish. Inthe North, I think the cost 
limitation has been a major factor, where $9,000 or $10,000 in a high 
cost: area—it is just impossible to achieve standard housing at that 
price. 

Mrs. Sutnivan. It just wasn’t realistic. 

Mr. Banner. The alternative is if you raise the price of the mort- 
gage you then are not really providing housing for families who 
generally are being displaced by slum clearance. It is a difficult prob- 
lem to solve, but it has not yet met with great success, I would say 
It isa very good question. 

Mrs. Sutitvan. Thank you very much. That is all. 

Mr. Rarns. Mr. Widnall. 

Mr. Wipnatt. Mr. Banner, I read on page 15 of your testimony sub- 
mitted for the record relating to the public housing problem, you say 
that substandard families are coming into public housing, those with 
very severe social problems, and that the normal family, the family 
that is self-sustaining in every way except in its ability to pay. is 
moving out. 

Accepting that at full face value, where are they moving to? 
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Mr. Banner. To slums or to housing in need of major rehabilita- 
tion, and the reason for it is set forth—and, if we may, we have an 
article in a recent issue of Journal of Housing, last month’s issue, deal- 
ing with the rent-income ratio. I believe copies have been furnished 
to all members of the committee, 

We point out that the normal pattern is as the income of the family 
goes up, the percentage of income the family pays for rent goes down. 
This is true in the private market, but it is not true in public housing 
because the rent goes up inflexibly as the income goes up, not a de- 
creasing ratio, so this means that a family as its income increasing has 
to pay a disproportionate amount of income for rent and ther efore it 
tends to move out even before it becomes ineligible and to go back to 
housing which is not desirable, 

(‘The article referred to is as follows :) 





{From Journal of Housing, January 1957] 
Rent-INCOME RatIO—SHOULD FoRMULA FOR PUBLIC Housinc Bre CHANGED? 


Chester Rapkin, research associate professor, Institute for Urban 
Studies, University of Pennsylvania, addressed himself to the above 
question last May at the annual conference of NAHRO’s Middle 
Atlantic Regional Council, His paper is published in full herewith. 

Dr. Rapkin first takes a look at what the general pattern of hous- 
ing expenditures to family income is; then comments on the basis 
on which the public housing ratio was set; then proposes five ways 
in which that ratio might be revised. Of the five uiternatives, he 
suggests that perhaps the most workable formula might be to raise 
income limits moderately; reduce rents moderately. But then he 
comments: “* * * perhaps we are ill advised to seek the solution 
of a complicated social problem by means of a mechanical device. 
It may be a propitious time now to reexamine the entire public 
housing formula, the problems it purports to solve, and the methods 
by which it strives to achieve its ends.” 


Recently there has been an increase in the rate of turnover and in the vacancy 
ratios of public housing developments. At the same time, there has been a pro- 
nounced decline in the number of new applicants. In light of these develop- 
ments, it has been proposed that the competitive position of public housing 
could be improved if the ratio of rent to income, which now stands at 20 percent, 
could be reduced to a lower figure. 

Any revision of the rent-income ratio for public housing developments in the 
United States is not to be undertaken lightly. Decisions on this matter will not 
only affect the budgets of over 400,000 families who reside in these developments, 
they will also alter the disposition of substantial amounts of public funds and 
seriously influence the future of a major public program. 

In approaching this question, three separate phases have been considered. 
First, there is an examination of various characteristics of the rent-income ratio 
for renters at all income levels, then an analysis of the ratio as it relates to 
public housing, fol'owed by a brief concluding section in which several additional 
questions are raised. 

RENT-INCOME FOLKLORE 


No discussion of the rent-income ratio can begin without a reference to the 
familiar belief that 1 month’s rent should approximate 1 week’s salary. It has 
never been quite clear to me whether this statement purports to be a statistical 
observation or whether it is a “folkloristic’ exhortation to husbandry. At any 
rate, 12 weeks salary for rent out of 52 weeks earnings yields a ratio of 23 per- 
cent—slightly in excess of 20 percent, a figure now cloaked with the dignity of 
the law. 

How this homily has survived in the minds of men, despite a century or more 
of statistical research on the patterns of consumption, is for others to determine. 
Long ago Schwabe propounded an economic law that states that rent expendi- 
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tures tend to rise with income, but at a slower rate. Hence the proportion of 
income spent on rent is not constant but declines, on the average, as income 
increases. 

STATISTICAL STUDIES 


Scores of statistical studies have corroborated the negatively sloped rent 
function. One of them, the survey of consumer expenditures conducted by the 
bureau of labor statistics in 1950, provides an illustration of this relationship. 
According to this study, the proportion of money income before taxes expended 
by urban consumers on housing and utilities declined from 47.4 percent for in- 
come groups under $1,000 to 15 percent for those earning between $3,000 and 
$3,999, and drifted down to 10.7 percent in the $7,500-$9,999 group. 

The rent-income function, regardless of its slope, can only have meaning if the 
average describes a behavior pattern that reflects a significant concentration 
around the central tendency in the distribution of rent expenditures (or rent 
ratios) in each income class. The housing census of 1950 provides data (see 
table I) that enable us to examine the extent of such concentration or dispersion 
in a tabulation of the percent of income spent on gross rent within each income 
class. (Gross rent is a computed figure that is comparable for all dwelling units, 
while contract rent is the amount paid by the tenant, which may or may not 
include utilities, services, or furniture.) 

The data show that in every class there is a strong tendency for families to 
cluster in certain rent-ratio brackets. In the group under $1,000, 83 percent spent 
more than 30 percent of their income on rent and roughly the same proportion of 
the income groups between $5,000 and $10,000 paid less than 15 percent of their 
income for rent. 

Thus within each income class there is concentration within certain rent-ratio 
intervals. At the same time, it is apparent that there is a considerable amount of 
dispersion, more in some income classes than in others. For example, according 
to the census, 3 percent of nonfarm families with incomes under $1,000 per year 
paid rents in excess of $75 a month, representing a rent-income ratio greater than 
100 percent (see table II). Diagonally across the statistical table, we find that 
1 out of 8 renter families with incomes between $7,000—$9,999 pay less than $30 
a month for rent, as do 6 percent of the renter families with incomes in excess of 
$10,000 a year. 

VARIATIONS : WHY? 


A number of factors help explain the variation in the amount spent on rem 
within each income class. It is difficult to rank their relative importance but 
that they are significant in aggregate is without question. The statistical correla- 
tion of rent and income based upon 1950 data yields a coefficient of .41, which 
means that income alone only explains one-sixth of the variations in rent ex- 
penditures. Thus to account for the major portion of the variation. we must look 
beyond income differences. 

The first factor of significance is the size of family. Within any income class, 
large families tend to allocate less for housing than smaller families. The heavy 
claims resulting from food and other prior expenditures make it necessary for 
large families to economize in housing. Since their space requirements are 
relatively larger, the smaller absolute rent expenditure results in housing quality 
standards substantially below those of the income group as a whole. 

By an ingenious juggling of four variables—income, rent, household size, and 
housing space—Louis Winnick has been able to show in a recently published 
study (The Distribution of Housing Space) that “at given income levels large 
families spend less on rent and obtain more rooms, but the increase in space is 
less than the increase in family size, resulting in higher densities.” 

The length of time that a family has been at a given income also influences its 
rent expenditures. There is a lag in the adjustment of consumer expenditures to a 
change in income and, in the case of housing, the delay appears to be larger than 
for most other commodities. Thus for families that have recently moved to a 
higher income bracket, the rent-income ratio is likely to be below the average, 
while the reverse tends to be true for families whose income has declined. 

Higher than average rent expenditures can be made by some families in each 
income group by virtue of their ability to draw upon accumulated assets. Other 
families, conversely, spend less than the average because of their need to repay 
debts: Thus the wealth position of a family also plays a role in explaining its 
housing outlays. 
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Then there is the simple fact that housing is more important to some families 
than to others. Many families are willing to restrict expenditures on other 
commodities in order to have what they consider to be a proper home, while others 
prefer to spend their incomes on automobiles or vacations, or to accumulate sav- 
ings. 

Any inalysis of the rent-income relationship for the Nation as a whole must take 
account of the significant variations among cities in the rent expenditures within 
any income class. These variations are dependent upon city size; on differences 
in the number and type of utilities included in rent; on relative location, which 
affects land values; and upon local customs. Table III presents median monthly 

rents in each of 3 income groups for 10 large cities. In the $1,000-$1,999 income 

class, median monthly rents ranged from $21 in Atlanta to $45 - Ww ashington, 
D. C.; in the $4,000-$4,999 group, rents spread from $32 to $53; and in the 
$7,000-$9,999 bracket, the low and high median rents were $41 and $64 respec- 
tively. 


TABLE 1.—Percent of nonfarm families and individuals in each income class 
having designated ratio of gross rent to income ; renter-occupied dwelling units 
in the United States: 1950 











Income in 1949 
Gross rent as percent of income o | sate “| ek. Oe ee ee eee ro ee see 
Less | $1,000- | $2,000- | $3,000- | $4,000- | $5,000- | $6,000- | $7,000 
than | $1,999 | $2,999 | $3,999 | $4,999 | $5,999 | $6,999 | $9,999 
| $1,000 | 
$1,000 | 
a ts | co | sane epciimitnian 
Less then 10 : | 1 5 | 8 | 12 | 21 32 } 43 57 
10 to 14 2 9 | is} 30] 41 43 | 38 31 
15 to 19 3 | 13 26 32 25 | 13 9 
20 to 29 | 10 30 | 35 29 il 7 r | 3 
30 percent or more : 83 | 43 | 13 | 4 2 LS 1 1 
b cigl kote ace en Soe kee pecan leas 
Total _-| 1100} 100 | 100 100 | ~ 100 | 100 | 100 | 100 
| 





May not add to 100 percent because of rounding. 


Source: U. §. Census of Housing: 1950 Volume II, Nonfarm Housing Characteristics. 
DEFINITIONS AND CONCEPTS 


In addition to the many factors that influence the rent-income ratio, the 
analysis of this measurement is complicated by ambiguities in the definitions of 
both rent and income. Rent has been taken variously to mean space rent, con- 
tract rent, gross rent, or total housing expenditures. For owner occupants, the 
problem is even more intricate. 

Many questions also arise regarding the proper or comparable definitions of 
income. Shall income be measured before or after personal taxes? Should in- 
come data be adjusted for changes in the general price level, especially when dif- 
ferent time periods are studied? Shall only money income be considered, with- 
out regard to income received in kind? If other than money income is per- 
mitted to enter the income data, the effect will be to reduce the slope of the func- 
tion, since lower income groups tend to have a higher proportion of nonmonetary 
income. 

Table IV presents a number of schedules, each of which represents a housing 
expenditure ratio. In the BLS study from which these data have been taken, 
disbursements for housing include rents for tenant-occupied dwellings, lodgings 
away from home, and current operation expenses for homeowners. Principal 
payments on mortgages are excluded. Housing expenditures have first been 
taken alone and then in combination with expenditures for fuel, light, refrigera- 
tion, and water. Income has been defined in two ways—as money income before 
and after taxes. To complicate the matter further, each of the two housing 
expenditure series has also been computed as a ratio of total consumer ex- 
penditure on the assumption that for most families expenditures tend to be more 
stable than income from year to year. 

On the basis of these calculations, the rent-income ratio can be shown to range 
from 34.7 to 7.2 percent, or from 19.3 to 11.9 percent, or from 50.9 to 10.0 percent, 
depending upo nthe definition that is chosen. The variation in definition has 
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the greatest influence in the lowest income range, where a twist of a tongue can 
shring the housing expenditure ratio from 50.9 to 19.3 percent. 

For the lower income groups, an additional conceptual problem is present. 
How shall rent received from a lodger be treated? Is it an addition to income, 
or is it a subtraction from rent? Take the case of a family that earns $200 per 
month and spends $40 of that amount for an apartment—-a rent-income ratio of 
20 percent. Permit the family to rent 1 of the rooms for $10 per month. If 
this amount is deducted from the rent, then the rent-income ratio drops to 15 
percent. But if $10 is added to income, then the rent ratio remains virtually un- 
changed, merely declining from 20 to 19 percent. 


TaBLe II.—Percent of nonfarm families and individuals in each income class 
having designated monthly contract rent; renter-occupied dwelling units in 
the United States: 1950 

[Income in 1949 


Less $1,000- | $2,000- | $3,000- |$4,000— |$5,000- |$6,000- |$7,000 $10,000 


Contract monthly rent | than $1,999 | $2,999 | $3,999 | $4,999 | $5,999 | $6,999 | $9,999 or 
$1,000 } |} more 

Less than $10 12 7 3 ] 1 (‘) } (1) 
$10 to $30 48 47 39 29 23 18 15 12 6 
$30 to $50 27 33 4] 15 43 39 85 30 16 
$50 to $75 9 il 14 1) 25 30 32 33 26 
$75 to $99 2 2 2 3 6 y 12 15 20 
$100 or more l l l 1 2 3 5 10 32 
Total 2 100 100 | 100 100 100 100 100 100 | 100 


1 Less than 0.5 percent 
2 May not add to 100 percent because of rounding. 


Source: U. 8. Census of Housing: 1950 Vol. II, Nonfarm Housing Characteristic 
LONG-TERM TRENDS 


In the budget of the average American family, it appears that housing’s com- 
petitive position has been losing ground over the years. For the Nation as a 
whole, housing expenditures have declined both as a percent of national income 
and as a proportion of total consumption expenditures, despite an average in- 
crease in real income of 2 to 3 percent a year since the early 1900’s. In 1909, $24 
out of every $100 spent by consumers went for housing; by 1930 the ratio had 
dropped to 19.5 percent ; in 1952 it stood at 14.6 percent. 

Moreover, the average value of a new dwelling unit (adjusted for changes in 
cost of construction) has shown a marked long-run decrease—a decrease that 
cannot be explained by any substantial gains in construction productivity. 

Housing expenditures have declined not only in relative terms but also in ab- 
solute per capita measures, at least during the last two decades. Thus, even 
when corrected for the reduction in average size of household, this decline is still 
visible. While a nation marked by a rising standard of living tends to spend a 
smaller proportion of its income on necessities, housing is the only necessity 
that has shown an absolute decline. This fact is even more startling when it is 
remembered that the house of today contains a large amount of equipment that 
was not present in the dwelling at the turn of the century or later. 

The downward displacement of housing in the consumers’ scale of preference 
is the result of families’ decisions to spend their incomes on refrigerators, tele- 
vision sets, automobiles, vacations, etc., instead of devoting their funds to in- 
creasing their housing standards. It has been found, for example, that family 
expenditure on automobile transportation equals or exceeds the amount spent on 
housing. 

In view of the complexity of the rent-income relationship, it would be extremely 
difficult to argue for a reduction in the public housing rent-income ratio on the 
basis of a comparison with existing ratios in the private housing market. The 
major conclusion that one draws from an analysis of the ratio is that no single 
figure presents a satisfactory summary of the relationship. In a minor way, 
this fact is recognized in the public housing formula, which exempts $100 of in- 
come for each child. 


e 
1e 
le 
y; 
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TasiLe II I.—Median monthly contract rent of renter occupants in 3 income classes 
in 10 selected metropolitan cities, 1950 


Income class 





City 

$1,000-$1,999 | $4,000-$4,999 | $7,000-$9,999 
tan toa cithns oo at oiatsienhte a iedalentmen enn Marana an® $21 $45 $56 
EE a se nkeetigure a8 te tnddoontutss ais wiieieaces ee eeoas 32 38 45 
Buffalo... .- Fecvincousbuhadadsccubiitashe bdeun th aseinewal 28 34 43 
Chicago a ee nr mare Gain ell ae ree 39 +4 5 
DG. «anne sc chin cpp te ey amma no acces eleneietatiaicitas deh ecient len tel 41 44 50 
Los Angeles. _.... ecblabube bis ose dulaineeene baton Seek tcee 40 49 61 
New York....-. isihlank aaktelia Sates Giteee 5M ee aoa 36 45 58 
Uh a a em 30 41 46 
eer UIE ls Ss cours ceca cs aoc ec eee sn cx ev amarante aaiieieei aman 24 32 41 
WD, TID o cacickdincdccchccsadbemeaheonttecdensnadtdee 45 53 64 





Source: U. 8. Census of Housing: 1950 Volume II, Nonfarm Housing Characteristics. 


Thus if we attempt to compare the 20 percent ratio with rent expenditures 
made in comparable income groups, we must first standardize our data for 
size of family and the many other variables previously discussed. Moreover, 
we must also correct the quality of unit. In the private market, a family may 
be paying a low rent for a dwelling in poor condition, a situation that cannot 
be contrasted with the rental of a public housing unit of more than adequate 
quality. But even after all of the local factors have been considered, geo- 
graphical differences will make it virtually impossible to draw an unequivocal 
conclusion for the Nation as a whole. 

It is more tenable to argue for the reduction on the basis of the long-term 
decline in the rent-income ratio in the private market. The public housing rent- 
income ratio has remained virtually unchanged since 1937, when the United 
States Housing Act was passed, while consumers at large seem to have reduced 
the percent of income spent on rent. It may be argued that this shift constitutes 


a structural change in consumption patterns that should be acknowledged in the 
administration of publie housing. 


POSSIBLE CHANGES 


The heart of the problem consists of examining the economic, legal, and social 
implications of a change in the ratio. Since there are various combinations of 
rent and income levels that reduce the rent-income ratio, each is presented and 
analyzed in turn. A reduction in the ratio can be achieved in the following 
ways: 

1. By reducing rent by permitting income levels to remain unchanged. 

2. By maintaining current rent but increasing income levels. 

3. By reducing rent and increasing income levels to points somewhere between 
items 1 and 2. 

4. By reducing both rent and income levels but reducing the latter to a greater 
extent than the former. 

5. By increasing both rent and income levels but increasing the latter to a 
greater extent than the former. 

1. Lower rent, maintain income levels.—Here are some of the possible conse- 
quences of lowering the rent without changing the income limit. 





89342—57——-31 
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TABLE IV.—Hapenditures for housing and for housing plus fuel and utilities as 
a percent of income before and after taxes and of total consumer expenditures 


for urban consumer units, 1950 











| Housing expenditures as a | Housing plus fuel and utilities 
percent of— as a percent of— 
Income class | | | 
| Income Income Total cur- | Income Income | Tota] cur- 
|} before | after | rent con- before | after rent eon- 
| taxes | taxes sumption | taxes | taxes | sumption 
| i | | 
Under $1,000____- ‘ 34.7 37.1 19.3 | 47.4 | 50.9 | 26.5 
$1,000 to $1,999 . | 18.3 18.9 16.7 24.4 25.2 | 22.3 
$2,000 to $2,999 ; wa i 12.7 13.4 12.6 iy 17.9 | 16.9 
$3,000 to $3,999 11.0 11.7 11.8 15.0 15.9 | 15.8 
$4,000 to $4,999-- eat 9.5 10,2 10.7 13.0 13.9 14.6 
$5,000 to $5,999 . o-| 9.0 9.8 10, 2 | 12.2 13.2 | 13.8 
$6,000 to $7,499 ‘ puncevt 8.6 9.4 10, 2 il.4 12.5 | 13.6 
$7,500 to $9,999 ¢ easel 8.0 | 8.9 10.4 | 10.7 11.9 14.0 
$10,000 and over__.. | 7.2 | 8.4 11.9 | 8.6 | 10.1 14.4 


Source: Survey of Consumer Expenditures in 1950, Bureau of Labor Statistics; data presented in Charac- 
teristics of Low-Income Population, etc., Joint Committee on the Economic Report, Washington, D. C., 
1955, pp. 35-36, 


It is not likely that there would be an appreciable increase in demand as a 
result of a rent deduction. The price elasticity of housing is extremely low, 
which means that even a large relative decrease in rents would only result in 
a small relative increase in the number of units demanded. 

A sharp reduction in revenue would be a virtual certainty under these cir- 
cumstances. For example, if the rent-income ration were reduced from 20 per- 
cent to 1624 percent, all existing rents would be cut by one-sixth and, in the ab- 
sence of any change in occupancy, gross revenue would shrink by one-sixth. A 
rise in occupancy could, of course, compensate for all or a part of the revenue 
loss, depending upon the occupancy ratio at the time of the rent reduction. 
If the existing occupancy ratio were in excess of 83% percent, then a reduc- 
tion in gross revenue would be inevitable. If the occupancy ratio were exactly 
8314 percent, then all vacant units would have to be rented if gross revenue 
were to be returned to its original level. If occupancy were less than 83% 
percent, then total] revenue could be increased if occupancy were augmented 
by one-fifth or more. But to improve gross revenue in this situation, it would 
be necessary for a 1624-percent decline in rent to induce a 20-percent rise in 
occupancy—a demand response that is totally inconsistent with the observed 
price elasticity in housing. 

Since it seems certain that gross revenues would decline under these condi- 
tions, an increasing proportion of the maximum annual Federal contribution 
would have to be used to compensate for the additional deficit. Although these 
annual contributions have always been less than the allowable amount, they 
have in fact been moving toward the maximum in recent years. Since 1949 this 
proportion has risen from 16 percent to 66 percent in 1954. 

The sharp increase in this ratio is due to the fact that capital costs are con- 
siderably larger, than the bond amortization period has been reduced from 60 to 
40 years, and that interest rates are higher for the housing constructed under 
the act of 1949 than under the original 1937 act. As units built under the 1949 
act become a larger proportion of the total, more and more of the maximum 
contributions will be paid. Several years ago it was estimated that the actual 
contribution would level off at approximately 75 percent of the maximum but 
it now appears that this figure was an underestimate. A number of cities have 
already reached the 90-percent mark and, in some, the ratio is expected to go even 
higher. 

Thus, there is a serious likelihood that a reduction in rent without any 
increase in the income limit would make it necessary to use the full maximum 
annual contribution. If gross revenues were too drastically reduced, the deficit 
might even exceed the maximum contribution. Under these circumstances, it 
would then be necessary to increase the maximum allowable Federal contri- 
bution to include a portion of the operating expenses. To do so would, in effect, 
constitute a major revision in the public housing formula, which limits the Fed- 
eral contribution to capital rather than operating subsidies. If operating costs 
are not to be subsidized, then these charges act as a floor below which aggregate 
rents cannot fall. 
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But even if the maximum annual contribution were not exceeded, an increase 
in the deficit would be refiected in a rise in the subsidy per unit. According to 
calculations made in 1953, the average annual contribution per dwelling was 
$22.57, or 40 percent of total economic cost, and for units built under the 1949 
act the annual contribution amounted to $26.90 per unit. The higher the sub- 
sidy per unit is permitted to rise the fewer units can be supported with any given 
amount of national resources. Since the housing needs of the lower-income 
groups are still enormous, it is proper to question the economy of increasing 
the subsidy for a group that is already satisfactorily housed in public dwellings. 

Just one more point. Payments in lieu of taxes are 10 percent of shelter rents. 
Any reduction in shelter rents not compensated by increased occupancy would 
diminish tax-equivalent payments to municipalities. Cities that have had large 
public housing programs would thus suffer a decline in municipal revenues with- 
out any concomitant reduction in costs. 

2. Maintain rent, increase income levels.—Increasing income limits without 
altering rent levels would result in a substantial increase in demand for public 
housing units. The present upper limits of income eligibility touch the dense 
sections of the income distribution, and a small increase in the income level 
would result in a large increase of the number of eligibles. In 1951 roughly 
10 percent of all persons with money income fell into each of the three $500 
income intervals, from $2,000 to $3,500, so that an increase in income limit of 
$100 would bring an additional 2 percent of the total population into the eligible 
group. 

Since the demand would increase, there is little doubt that occupancy and 
gross revenue would rise. The amount of the subsidy per unit would remain 
unchanged, or decline, and it is very likely that the ratio of payments to maxi- 
mum annual contributions would stabilize between 75 and 80 percent, reflecting 
the experience of the units built under the 1949 act. 

This picture is indeed a rosy one and the only cloud may be the fact that, to 
achieve the described result, it might be necessary to raise income limits to levels 
at which it would be undesirable to extend a public subsidy. At these levels, 
family income might be sufficient to acquire an adequate dwelling in the private 
market. 

3. Moderate reduction in rent, increase in income.—This change represents a 
compromise between alternatives 1 and 2. It simultaneously provides for a 
moderate reduction in rent and a tempered increase in income levels. Via this 
combination, the increase in demand and occupancy arising from the addition 
to the number of eligibles would compensate for the contraction in reevnue that 
would accompany the rent decline. Moreover, if the income limit were extended 
moderately, the chance of subsidizing a sector of the population that might be 
able to provide for its own needs is reduced. Carefully calculated, this com- 
bination may provide the most satisfactory alternative. 

4. Reduce both rent and income limits.—Quite obviously, both of these adjust- 
ments would be in the wrong direction, for they would bring about a simultaneous 
reduction in rent and occupancy. 

5. Increasing both rent and income.—In the situation in which rents would be 
increased, income limits would have to be raised appreciably if the rent-income 
ratio were to be reduced. Under these circumstances, it is questionable whether 
public housing would continue to serve its functions of providing low-rent dwell- 
ings to families in the lower sector of the income distribution. Moreover, if 
rents were raised too much, it would be impossible to maintain the statutory 
requirement of a 20-percent gap between the rents for public and private units. 
The problems raised by a substantial increase in income limits have been 
discussed earlier. 

CONCLUSION 


In the previous discussion, I have attempted to analyze the problem by assum- 
ing that basic price, income, and quantity relaionships operate within the pubic 
housing market as they do in the private housing sector. 

Let me now raise a disquieting question. Is public housing encountering a 
special type of consumer resistance that is not present in other sectors of the 
housing market? Has public housing lost its sex appeal? An analysis of recent 
admissions shows that roughly 60 percent of the new tenants pay the same or 
lower rents in public housing than they did in their previous slum quarters. 
Aside from the cases in which exorbitant rents were extracted from slum 
dwellers, this figure would seem to indicate that public housing must not only 
present a unit of superior quality but it must also be of lower rent before 
residents of substandard homes will seek admission. 








476 HOUSING ACT OF 1957 


Can it be that the public housing consumer has experienced growing resistance 
to the aspects of public housing about which our planners and sociologists cau- 
tioned us years ago? Does the potential public housing tenant find that the 
massive developments are too institutionalized and that they tend to segregate 
economic, social, and racial groups? Do potential public housing tenants or their 
adolescent children prefer the anonymity of the slum to the public badge of 
charity that may be associated in their minds with residence in low-rent housing? 

If there is an element of truth in this picture, then perhaps we are ill-advised 
to seek the solution of a complicated social problem by means of a mechanical 
device. It may be a propitious time now to reexamine the entire public housing 
formula, the problems it purports to solve, and the methods by which it strives 
to achieve its ends. 

Mr. Wipnatt. Isn’t it also true that a lot of those families have ex- 
perienced increases in income which have enabled them to purchase 
outside ? 

Mr. Banner. Some have and, of course, that is the theory under 
which our program operates, and that is true in many cases. 

Mr. Wipnatu. Well, if your recommendations as to reduction of 
the eligibility requirements, and the increase in exemptions were 
adopted, how much would that increase the cost of the Federal sub- 
sidy? Wouldn’t that materially increase the Federal subsidy ? 

Mr. Banner. It might. It needn’t increase it beyond what is pres- 
ently authorized, how ever, by the Housing Act of 1949, as amended. 

On the other hand, if these families who move involuntarily be- 
cause they cannot afford to pay this excessive amount of rent com- 
pared with their increased income, if they continued to stay with a 
lesser income ratio, then actually we would need no additional sub- 
sidy because you would have more families at those intermediate rents 
just below the level where they can go into the private market. 

Mr. Wipnatt. I have to admit I get pretty confused about this 
whole picture, Mr. Banner. You have just told us about a very fine 
redevelopment project that has taken place in Little Rock, Ark., 
where you expect to have additional ratables, the town will have the 
benefit of increased tax collection, and there will be an opportunity 
for 94 homes to be built. 

What happened to the people who were displaced from that area, 
did they go into slums? 

Mr. BANNER. No, sir; a few of them did, but for the most part 
they are in better housing, because those who were owners we helped 
buy property elsewhere, “and improve it, and get special assistance 
loans. There are only two in this entire area that had complete bath- 
rooms. 

After our relocation was completed 113 had bathrooms and 18 
of those were in public housing, the other 95 were in private housing 
but with complete bathrooms. 

Mr. Wipnatu. Would it be possible for any of the families that 
lived in that area to come back and occupy any of the houses built 
there ? 

Mr. Banner. They have first priority and one of the houses under 
construction is being built by a man and his family who lived in the 
area. So far we have sold 5 lots out of the 69 to residents of the 
area, and they have that priority. 

Mr. Wipnatt. What is the average cost going to be ? 

Mr. Banner. Those houses will range from $11,000 to $16 000, 


counting the land which is around $1,800. 
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Mr. Wipnatu. Thank you. 

Mr. Chairman, I would like to comment on something I did with 
my family yesterday, and I couldn’t help but think if we would be 
criticized if we came up with such a housing project. We went and 
oh’d and ah’d at Gunston Hall, and what a wonderful place it was, 
it was lighted with candles, it had no heat, it had no sanitary facilities, 
and just imagine if anybody in Congress today proposed building 
houses like that. 

Mr. Rats. That was in the yesteryear, a tradition only. 

Mr. Betts ? 

Mr. Brerrs. I want to ask one question only. 

You said there are about 600,000 new families each year. 

Mr. Banner. Between 600,000 and 700,000. 

Mr. Berrs. There were some 900,000 units built in 1956, and some 
people say we need 2 million a year. How can you reconcile those 
statements ? 

Mr. Banner. I believe the 1960 census will show a larger amount 
of substandard housing than existed in 1950 because of construction 
outside of zoning and building codes, and also because of obsolescence 
and deterioration, inspite of the fact that much bad housing is being 
torn down. 

The President’s study and all others indicate a bare minimum of 
$5 million that must be replaced. 

Mr. Berts. I understand that, but I don’t see any figures. You are 
the only one that has come up w ith any figures of 600 000 new families, 
and that doesn’t square up with a request for 2 million units. 

Mr. Banner. Sir, we are not requesting and expecting that 2 mil- 
lion will be achieved this next year, but it is a goal which is necessary 
over a period of a number of years in order that American families 
may be housed decently. 

Mr. Berts. I don’t see how you can make that statement for a num- 
ber of years when they say they need it next year. Mr. Shishiin said 
there was a need for 2 million units next year. 

Mr. Banner. Well, I am not familiar with his testimony. 

Mr. Brrrs. It is just all confusing to me when you say there are 
only 600,000 new families a year. 

Mr. Lanas. I think there is this: A lot of the housing needs stems 
from the fact that a lot of these people that are being displaced, peo- 
ple that are ill housed now, would be available to move into these new 
homes presently. 

Mr. Berts. Yes, but, of course, the family unit ceases to exist in a 
lot of cases, too. 

Mr. Lanee. Yes, but not at the rate in which they are forming, and 
actually in succeeding years I think you will find the rate of family 
formations will increase because of our tremendous population in- 
crease. 

Mr. Berrs. You mentioned single persons, too. What does that 
require? How much of a unit? You said there was a need for houses 
for single persons. I have just never run into that before. 

Mr. Banner. This is primarily the elderly, which would be an 
efficiency. 

Mr. Lanae. And there are a lot of single persons that live im the 
slum areas, and in other quarters, too, that have not available to them 
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units for single occupancy at reasonable prices that they can afford 
to pay. 

Mr. Wipnaty. Mr. Chairman, could I ask one more question: 
If you have families moving out of public housing, and back into the 
slums, why do they make the choice? Are the slums preferable to 
public housing ? 

Mr. Banner. Mr. Widnall, the family which has an income of $100 
a month, and pays $20 for shelter, either in the slums or in public 
housing, as its income goes up in private housing the amount that it 
pays goes down, either in the slum or substandard housing or mar- 
ginal housing. When its income goes up to $200 it doesn’t pay $40 
rent in private housing, but it does in public housing, because of this 
inflexible rent income ratio which is completely contrary to the rent 
income ratio that exists throughout the private market, and that is 
that the more money that you make, the less percentage of it that is 
paid for housing. 

Mr. Wwwnatx. The point you are making is the fact that the 
majority of these people who are moving out are people who have 
experienced increases in income since they have been in public housing, 
and therefore are paying now a larger percentage. 

Mr. Banner. The same percentage but a larger amount. 

Mr. Wipnat. They are paying a larger amount for their quarters 
than they did when they originally rented the premises. They are not 
actually moving out because families are ¢ oming in who are substand- 
ard that they cannot get along with. 

Mr. Banner. Well, that is a factor as pointed out in the testimony. 
That is one of several factors which is detailed in our written testi- 
mony. 

Mr. Ratrns. Gentlemen, I want to think you for coming. I wish we 
had much more time, and I think we are aware of your recommenda- 
tions, exactly what you have in mind. I know you know that this 
committee in the past 2 2 years spent a lot of time on the URA program. 

Personally, I am in accord with your views on the proposition. I 
wish we had time to discuss it further, but I thank all of you for 
coming. 

Mr. Banner. Mr. Chairman, I would like to say, if I may, that you 
are appreciated not only in Alabama but in Arkansas, and throughout 
the country, as is this housing subcommittee, which has studied and 
is studying this very difficult problem. and you have certainly our full 
support, and sympathy, and we would be glad to serve in any way we 
can this committee. 

Mr. Rarns. I appreciate that very much. Thank you, gentlemen. 

We have one more witness we are going to hear, gentlemen. We 
have 10 Congressmen coming to this committee this afternoon. We 
will hear one other witness. 

This gets to be a tremendous problem when you get into it. 

The next witness is Mr. Seaborn Collins and Mr. Miles Kennedy, of 
the American Legion. 

Gentlemen, I would like to apologize for keeping you waiting, but 
you can see our difficulty. We have more witnesses than we have time. 

We are glad to have you, and I understand, Mr. Collins, you want 
to go back to Arizona this afternoon. That is why I said we would 
hear you during the noon hour. 
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Mr. Couuins. To New Mexico, and on your birthday we are happy 
to wait. 


STATEMENTS OF SEABORN P. COLLINS, PAST NATIONAL COMMAN- 
DER, AND MILES KENNEDY, LEGISLATIVE DIRECTOR, AMERICAN 
LEGION 


Mr. Kennepy. I am Miles Kennedy, national legislative director of 
the American Legion. 

Appreciating the time element involved, I want to thank you for 
taking us on. I have with me Mr. Seaborn P. Collins, one of our past 
national commanders, who will testify on behalf of the American 
Legion, he being very well versed not only in housing but other 
problems. 

We also have with us Mr. Bertram Davis, a staff member, who is my 
legislative assistant. 

With your permission, I would like to have Mr. Collins proceed. 
He has a short statement we respectfully request be incorporated in 
the record in the interest of saving time, and with your permission, 
sir, Mr. Collins would like to hit the high spots of his statement and 
proceed in any way you or your associates desire. 

Mr. Rains. You may proceed, Mr. Collins. 

Mr. Coriins. Mr. Chairman, and members of the subcommittee, 
first let me say I appreciate this opportunity because the American 
Legion and the veterans of this country are vitally interested in the 
action which the Congress takes in connection with housing. 

Through the medium of the press, we understand various bills have 
been presented in both Houses of the Congress, and that there are two 
major proposals being considered for the benefit of veterans housing. 
The first of these proposals, of course, would be a direct loan program. 
The maximum amount that has ever been mentioned under a direct 
Joan program has been 20 percent or 25 percent of the national service 
life insurance fund. 

The American Legion has always been for a direct loan program, 
particularly in areas, or exclusiveily in areas, where conventional 
financing is not available. The thing that disturbs us more than any 
other one thing with this proposal is the fact that $1 billion is one- 
fifth of the money that was necessary in 1956 to provide housing for 
veterans and about one-sixth of the money that was required in 1955. 
What are we going to do about the four-fifths or the other five-sixths 
of the veterans who will need money for housing if we consolidate 
solely on a direct loan program. 

It is a big question that hasn’t been answered by anyone, and even 
many veterans, themselves, assume that $1 billion will solve the hous- 
ing needs for veterans; it is just a small portion of the total amount. 

The next thing that disturbs us far more than any other one thing is 
the consolidation of the VA home loan program within the FHA. 
First, we tried to analyze what was the reasoning behind this, maybe it 
was for economy, and if I may read just one portion of this, the es- 
tablishment within FHA of a loan program for veterans would be 
contrary to the philosophy which motivated Congress in 1944 to in- 
clude title III of the Servicemen’s Readjustment Act, and provide a 
Joan program for veterans. 
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Over the years since the creation of the loan guaranty program the 
suggestion has been advanced for consolidating all home loan in- 
surance and guaranty activities under the FHA. The American 
Legion has always been strongly opposed to any such program. There 
appears to be less valid reasons today for the merger than at any time 
since the inception of the loan guaranty program. We would favor 
an orderly termination of the eligibility period for World War IT 
veterans, and we believe that the time is now approaching when some 
phasing out of this program could be accomplished. 

There will, of course, ultimately be about 6 million Korean vet- 
erans who will be eligible for loan guaranty benefits, and undoubtedly 
a large percentage of them will decide to obtain GI loans. The pro- 
posal of transferring only the home loan guaranty functions could 
not conceivably result in the saving of any administrative e xpenses, 

I noted with a great deal of interest the testimony that we heard here 
this morning from different individuals wanting to transfer a phase 
of the home loan guaranty program. I think it is perhaps because of 
lack of knowledge of just what title ITI of the Servicemen’s Read- 
justment Act actually includes. If the VA retains the direct loan 
program, the farm and business loan program, and the servicing and 
claim functions on existing loans, it would still have to retain a large 
staff of personnel. If the FHA then took over the residential con- 
struction, certainly they would have to augment their staff in order 
to handle it. 

Now, then, that is the transferring of a portion of the program over. 
If you transferred the whole program over, then that agency would 
be dealing with a number of matters on which they have had no ex- 
perience. For example, the FHA has not made any direct loans, and 
perhaps even more important the FHA’s activity in the area where VA 
makes direct loans has been extremely limited. The FHA has nothing 
comparable to the VA farm loan program or the business loan pro- 
gram. Therefore, there would necessarily be a considerable period of 
testing and trial and error before the program could get under way. 

Perhaps the overwhelming objection the American Legion would 
have to the transferring of the functions to FHA would be the dif- 
ference in the basic philosophy of the two programs. 

Mr. Ratns. May I interrupt you there, Mr. Collins? I am as 
opposed to transferring VA to FHA as you are, and I have opposed it 
every time it has ever been mentioned. I am still against it. In fact, 
I am for continuing the VA program as is for another 5 years, but 
you seem to miss the point. 

What we are talking about is not transferring the VA loan program 
to FHA, we are simply saying that most people agree that if you 
don’t raise the interest rate that there won’t be any guaranteed loan 
program for the veterans. We are trying to find some other measure 
whereby a veteran can at least get a guaranteed loan, FHA loan with 
veteran preference, and that is the only purpose that we have here. 

What we want to know is what are we going to do if Congress does 
not raise the interest rate? That is the only thing before the commit- 
tee. We don’t want to take over the VA. 

Mr. Coriins. Well, misunderstood the testimony of the life in- 
surance companies, and others, this morning 
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Mr. Rarns. No, we are trying to find a way of doing something for 
the veteran that won’t be done for him if you don’t increase the interest 
rate. 

Mr. Cottins. So if you don’t increase the interest rate I think we all 
realize he will not be able to compete for the available funds. 

Mr. Rains. That is what we want you to talk about, what to do 
then. 

Mr. Corains. If you transfer it 

Mr. McDonoveu. No, not transfer it, just leave it the way it is and 
make loans at 5 percent instead of 414. 

Mr. Cottins. There is no answer to the problem except a direct 
subsidy if the interest rate is not increased. 

Mr. McDonoven. In other words, you mean that the direct-loan 
program should continue with additional appropriations by the Con- 
gress at 414 percent, so all GI loans from here on would be by direct 
Joan at 414 percent, or if you increase it to 5 then would you advocate 
a direct loan on a 5-percent basis, or would you say let them go ahead 
and get their money from the investment houses at a 5-percent mort- 
gage under the same guaranty as in FHA? 

We don’t favor consolidation of the two programs. We want to 
keep them separate. 

Mr. Rarns. Let me make it a little more clear. This is what we are 
concerned with. We are not trying to dispose of VA. Instead we are 
for it. We are just concerned because you are not getting any money 
in it. That is what our concern is, and that is why they are talking 
about the NSLI. We know it is not going to be much, but it is better 
than nothing. 

So we have said if Congress is going to leave the VA program 
standing—I don’t know whether they will, we will know that answer 
better day after tomorrow than we do today—but if they do, do not 
transfer VA but give veterans preference in FHA. A lot of veterans 
get FILA loans today, as you know. But this committee believes that 
a veteran ought to have a better break in FHA. 

You are not opposed to that ? 

Mr. Couns. If he got the break in FHA he would have his interest 
rate increased to 5 percent plus one-half of 1 percent insurance, which 
would be 1 percent increase, and we contended that the Administrator 
of veterans’ affairs should have the same authority to adjust interest 
rates as the FHA Administrator has. 

Mr. Ratns. This committee can’t raise the interest rate. That is 
under another committee. 

If Congress raises the interest rate we are through with the problem 
for the present. But I am trying to find out whether you would be 
opposed to a veteran getting a better break under an FHA than a 
nonveteran. 

Mr. Cotiins. No. 

Mr. Rarns. That is our problem. We think if you can’t get any 
money at 414 percent, and if it is not raised, then we should proceed 
in FHA—and that is all we have jurisdiction of, we don’t have juris- 
diction of the direct-loan program, we don’t have jurisdiction over the 
interest rate—we should proceed to try to give him as good a break 
for additional money and preferences as we can in FHA. 

Now, you don’t disagree with that, do you? 

Mr. Cor1ins. No, sir. 
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Mr. McDonoveu. Mr. Chairman, does this committee have jurisdic- 
tion over providing veterans preference under FHA loans? 

Mr. Rarns. Oh, yes, sir. 

Mr. McDonoveu. So although we do not have jurisdiction over the 
direct loan program that the Veterans Affairs Committee of the 
Congress has, nor do we have jurisdiction over the increase of the 
VA loan up to 5 percent, we do have jurisdiction over giving veterans 
preference under FHA loans which will compensate ‘for the lack of 
what that committee might do or the Congress might do concerning 
that. That is what we would like to know what you think this com- 
mittee should do to provide the deficiencies in the 414 percent and 
the lack of direct appropriation that we can put into this bill we are 
trying to write. 

Mr. Corttrns. Our committee when it met and discussed this prob- 
lem decided that rather than expand the direct loan program, pro- 
visions be made under FNMA, since you would have a 10 to 1 ratio 
in its ability to obtain money, to provide the necessary funds for 
buying GI mortgages. 

Mr. Rats. Now, of course, you know that Fannie May is under 
the jurisdiction of this committee, and that is part of our considera- 
tion is the operation of the Federal National Mortgage Association, 
but how in the world can we provide under FNMA Ay 9 percent mort- 
gages unless we make them direct loans when they are not in the 
market? That is what I can’t understand. 

Mr. Corrins. You cannot make provisions because Fannie May 
would not be able to sell debentures based on a 414 percent interest 

rate. We recommended some time ago that as a tempor ary measure, 
and because of the emergency that existed, that section 501 be placed 
under the Special Assistance Funds until Congress had had a chance 
to work out a permanent housing program. 

This. of course, is merely an emergency measure 

Mr. Rarns. Well, I think we now know where we are. Of course 
we cannot support a 414 percent GI interest rate. The special as- 
sistance fund you are talking about is the direct loan, it amounts to 
that, and it would require about $5 billion of Government money to 
support that special assistance fund at that ratio. 

Do you favor the raising of the GI interest rate from 414 percent 
to 5 percent ? 

Mr. Cotzins. Yes, sir; if it will make money available for GI home 
loans. 

Mr. Ratns. Now, there is only one other question, and it has to do 
with NSLI. Do you speak for the Legion when you say that? 

Mr. Corxrns. Our recommendation and the approval of the Na- 
tional Executive Committee was in these words: That the Admin- 
istrator of Veterans Affairs be given the same authority as the Ad- 
ministrator of FHA. We worded it that way so that he would have 
the flexibility of raising the interest rate. 

Mr. Rarns. Now, there is only one other question. It has to do 
with NSLI funds. I remember the American Legion opposed it 
before, and still opposes it. It is hard for me to figure out as to why, 
but I want to know the names and businesses and addresses of the 
Advisory Committee on Insurance in the American Legion who 
recommended against the NSLI. I understand there has been no 
decision of this at the convention level, no decision by the executive 
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committee, and that the commander operates on the advisory com- 
mittee’s recommendation, and I want to know who they are, what 
business they are in, and their addresses. 

Mr. Coxurns. I don’t have with me, Mr. Chairman, a list of the 
members. 

Mr. Ratns. Would you please send that to me, Mr. Kennedy ? 

Mr. Kennepy. Yes, that will be in your hands this afternoon, Mr. 
Chairman. 

I don’t know about all of the business affiliations. I have their 
names and addresses. 

Mr. Apponizi1o. Have all the different American Legion veterans’ 
organizations throughout the country taken a position on that? 

1 am a member of an American Legion post, and I don’t know of 
any action that my post took along those lines. 

Mr. Coxtrns. In connection with NSLI funds? 

Mr. Apponizio. Yes. 

Mr, Couirns. The American Legion officially has no policy in re- 
gard to the use of the NSLI funds. This is merely a recommenda- 
tion by a committee of 5 or 7 men, the chairman of whom is Milo 
Warner, a past national commander of Ohio. 

Mr. Apponizio. Mr. Collins, I must confess to you that the veterans 
I have talked to back in the State of New Jersey, and I assure you that 
I see a great many of them, when they understand what this program 
will do for them as veterans they are very much for it. 

Mr. Coturns. Well, the veterans from my home State of New Mexico 
are very much for it and, as I say, there is no policy. It will be taken 
up in May. 

Mr. McDonoven. Of course your veterans would. You are in the 
same market I am in, out in California. It is hard to get mortgage 
money, and we have got to pay 7, 8, and 10 points discount on mort- 
gage money, but, Mr. Collins, I see in your statement that you sub- 
mitted to the committee, and I presume that you are expressing the 
views of the American Legion, and you say on page 1, the simple truth 
of the matter is the Secretary of the Treasury has on hand IO U’s 
representing the funds which have been placed in the United States 
Treasury under the national service life insurance program. 

In order to use these so-called funds, it would be necessary for the 
United States Treasury to sell Treasury stock which they could very 
easily do. 

Now, you are the first one that said it could be done easily. Every- 
body else said it was hard to do. 

However, it is our position that this would be highly inflationary, because the 
amount necessary to finance the GI home loan program equivalent to that of 
1956 would take in excess of $5 billion. 

Now, that is the end of the quote in your statement. I should con- 

clude it by saying: 
Consequently, we do not feel that the use of the national service life insurance 
reserves Will be a solution to the present tight money market, but, rather, still 
further aggravate the management of the public debt which is of gigantic pro- 
portions at the present time. 

That is the end of your quote. 

Now, the legislation before this committee is to use 20 percent of 
the national service life insurance fund. If it is $6 billion, 20 percent 
would be $1,200,000,000. We propose that this money be used for 
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the purchase of GI mortgages, not at par, but an additional source 
of mortgage purchasing money which is at the present time very short, 
because all of the investment houses are putting their money into 
something that will pay them more than 41% percent or even more 
than 5 percent, that is the reason FHA is having trouble. 

But we would specifically set this money aside for the purchase of 

GI mortgages, not FHA mortgages, so that the veteran who is paying 
a premium on his policy is not ‘only insuring his life but he is also 
providing a fund where he can provide a means for the purchase of 
a mortgage on a home that he or his comrade wants to buy. 

Now, I think that it should have the support of the Legion for 
the reason that it is a cooperative helpful program for the Legion to 
support their own members in finding homes for themselves. Have 
you understood it that way ? 

Mr. Cottrns. Yes, sir. The American Legion cannot make a policy 
until either the national executive committee or the national conven- 
tion meets. This statement here which I intended to explain to you 
verbally is merely the wording of the recommendations of this insur- 
ance advisory committee and does not represent the policy of the 
American Legion. 

Mr. McDonoven. Then I think your statement ought to qualify 
that, because if this goes into the record it is going to be presumed 
by the Members of Congress that read the hearings that that is the 
Legion’s position. So this is merely your insurance committee’s 
recommendation ? 

Mr. Cotirs. That is it, and the Legion, itself, has no policy what- 
soever at the present time on the use of these funds. 

Mr. Rarns. I must leave for a very important long distance tele- 
phone call, Mr. Addonizio. 

(The complete statement of Mr. Collins is as follows :) 


STATEMENT OF SEARORN P. CoLiIns, PAST NATIONAL COMMANDER, THE AMERICAN 
LEGION, IN CONNECTION WitTH HEARINGS ON WAYS AND MEANS TO ASSURE AN 
ADEQUATE FLOW OF MORTGAGE CREDIT 


My name is Seaborn P. Collins. I am a past national commander of the Ameri- 
can Legion, and I wish to take this opportunity to thank you, Mr. Chairman, for 
inviting us to appear before your subcommittee to discuss the subject matter 
outlined in your letter addressed to our legislative director, Mr. Miles D. Ken- 
nedy, dated February 18, 1957. 

The American Legion is vitally interested in the action which is to be taken 
by your subcommittee and subsequently recommended to the Congress in con- 
nection with finding ways and means to assure an adequate flow of mortgage 
credit. On February 1, 1957, I testified before the House Veterans’ Affairs Com- 
mittee at which time I made certain recommendations to the committee to meet 
the emergency that now exists in the veterans’ housing market due to the critical 
shortage of available funds for veterans’ home loans. 

Directing our attention now to the specific topics upon which you requested 
our views, we should first like to discuss the use of the national service life 
insurance reserves as one of the solutions toward solving the present dilemma 
in which the present potential veteran home buyer finds himself. Several bills 
have been introduced in both the House and the Senate recommending the use 
of national service life insurance funds to finance GI home loans. As this sub- 
committee knows, actually no such funds exist. The simple truth of the matter 
is, the Secretary of the Treasury has on hand “IO U’s” representing the funds 
which have been placed in the United States Treasury under the national service 
life insurance program. In order to use these so-called funds, it would be neces- 
sary for the United States Treasury to sell Treasury stock which they could 
very easily do. However, it is our position that this would be a highly infla- 
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tionary measure because the amount necessary to finance a GI home loan pro- 
gram equivalent to that of 1956 would take in excess of $5 billion, Consequently, 
we do not feel that the use of the national service life insurance reserves will be 
a solution to the present tight money market, but rather will further aggravate 
the management of the public debt which is of gigantic proportions at the present 
time. 

The second topic we wish to discuss is the expansion of FNMA. We have 
already recommended to the Congress that there be an expansion of FNMA’s 
preferred stock to provide that agency with sufficient borrowing power in the 
private securities market to continue its secondary market operations in the 
required volume. We also recommended that section 501 of the Servicemen’s 
Readjustment Act of 1944 be made a part of the special assistance functions of 
FNMA. Naturally, if the interest rates were not increased to 5 percent on sec- 
tion 501 of the Servicemen’s Readjustment Act, FNMA could not sell debentures 
under this proposal without being subsidized by the United States Government. 
I might make clear, however, that the recommendation we made of placing sec- 
tion 501 of the Servicemen’s Readjustment Act under the special assistance func- 
tions of FNMA would only be an emergency measure until such time as perma- 
nent and satisfactory housing legislation is approved by the Congress. This 
recommendation, which includes expansion of FNMA preferred stock, a special 
assistance function of FNMA for GI loans, and an interest rate increase, is the 
only realistic answer which we can find to alleviate the present emergencies. 

Our position with respect to the voluntary home mortgage credit program is 
that we certainly have no objection to the extension of the voluntary home mort- 
gage credit program. However, in our opinion, it is not realistic to form the 
belief that this program could be extended and that private lenders would par- 
ticipate unless their investments in the program were geared to a realistic in- 
terest rate. 

On the subject of direct lending, the American Legion has always felt that 
the direct home loan program was an important function of the GI home loan 
program. It has been our policy, however, to insist that such funds only be 
used in areas where conventional financing was not readily available. 

In this connection it is interesting to note that the maximum amount which has 
been recommended in the numerous bills submitted in both the House and Senate 
have called for an amount not in excess of $1 billion, and the general opinion 
among many has been that this would completely handle the GI loan program. 
The truth is, however, that this is only one-fifth of the amount required for GI 
home loans in 1956 and one-seventh of the amount which was required in 1955. 
Therefore, it becomes obvious that this is not the answer to our present problem. 

The subject of discounts has always been a rather controversial subject and 
a distasteful one to moneylenders, such as leading life insurance companies who 
will not participate in making loans where excessive discounts are charged. Dis- 
counts are charged in a direct proportion to a fixed intevest rate and the cur- 
rent yield of money in an open market. For instance, on a 25 year loan a 4-point 
discount is equal to one-half percent interest. At the present time 5 percent 
FHA loans are demanding a 4 point discount which means that actually the 
current interest rate is 5% percent. GI loans at 4%4 percent interest are de- 
manding an & point discount. This brings them to par with the yield on FHA 
loans. It is our position that to limit these discounts by law would require 
a subsidy by the Government to insure a realistic yieid. If this were not done 
the loans would have no takers on the current mortgage market. We feel that 
without a realistic interest rate the practice of excessive discounts would deti- 
nitely have a tendency to destroy the GI appraisal system which we believe is the 
finest appraisal and inspection system ever devised. 

We now should like to give consideration to a subject of primary importance 
before your subcommittee today; namely, the general proposal to liberalize 
the FHA program. The American Legion is anxious to see any legislation passed 
which will enable more Americans to own their own homes. Furthermore, 
after there has been an orderly termination of the loan-guaranty program for 
World War II and Korean veterans it would be desirable to have a more liberal 
program in the FHA to effect a transition without undue disruption in the gen- 
eral economy. We recognize, of course, the support which has been given the 
residential construction and related activities by the GI loan program and the 
possible harmful consequences which may result from an abrupt termination. 
It is our further view that planning at this time would be desirable and your 
subcommittee is to be commended for its foresighted attitude. 
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There is, however, an overtone in certain of the proposals being advaneed which 
is disturbing the American Legion. It is our firm conviction that no program 
should be set up within the FHA to replace the GI loan program. The establish- 
ment within FHA of a loan program for veterans would be contrary to the 
philosophy which motivated Congress in 1944 to include in title III of the 
Servicemen’s Readjustment Act a loan program for veterans. Over the years 
since the creation of the loan-guaranty program the suggestion has been ad- 
vanced for consolidation of all home loan insurance and guaranty activities 
under the FHA. The American Legion has always been strongly opposed to any 
such proposals. There appears to be less valid reason today for the merger than 
at any time since the inception of the loan-guaranty program. We would favor 
an orderly termination of the eligibility period for World War II veterans and 
we believe that the time is now approaching when some phasing out of this 
program could be accomplished. There will, of course, ultimately be about 6 
million Korean veterans who will be eligible for loan-guaranty benefits and 
undoubtedly a large percentage of them will decide to obtain GI loans. The 
proposal of transferring only the home loan guaranty function could not con- 
ceivably result in the saving of any administrative expenses. If the VA retains 
the direct loan program, the farm and business loan programs and the servicing 
and claims functions on existing loans, it would have to retain a large staff of 
personnel. The FHA by assuming the veterans’ loan guaranty activity un- 
doubtedly would augment its staff considerably in order to process its increased 
workload. In all likelihood the total number of Government employees would 
be increased rather than reduced through a transfer of some of the functions 
out of the VA. 

If the entire program should be transferred to FHA, that Agency would be 
dealing with a number of matters on which they have no experience. For exam- 
ple, the FHA has not made any direct loans, and, perhaps more important, the 
FHA’s activity in the area where VA makes direct loans has been extremely 
limited. The FHA has nothing comparable to the VA farm loan or business 
loan programs. Therefore, there would necessarily be a considerable period of 
testing and trial and error before the program could get underway, and un- 
doubtedly many World War II veterans would find that their eligibility period 
had expired before FHA was able to put the program in full operation. 

Perhaps, the overwhelming objection which the American Legion would have 
to the transfer of all or any part of the function to FHA, would be the difference 
in the basic philosophies between the two agencies. The VA is concerned with 
administering a benefit to the veteran and gears all of its processing with this 
thought foremost in mind. It is carried through into the reasonable value 
requirement, the compliance, inspection, and construction complaint procedure, 
and in dealing with veterans who default on their loans due to temporary 
reverses. The FHA was created for the purpose of stimulating mortgage credit 
and to improve housing standards. While these are important objectives, they 
are not aimed specifically at the problem of what is best for the purchaser to 
the extent that the VA home loan guarantee program has been devised. 

Since it does not appear that there will be any saving, the obvious question 
to which we gave consideration is—why any consideration is being given to any 
such proposal at this time. We feel there can be only one plausible answer. The 
setting up of a veterans’ program in FHA would seem to be in lieu of authorizing 
the Administrator of Veterans’ Affairs to increase the interest rate on GI loans 
to 5 percent. It was our recommendation when we appeared before the House 
Veterans’ Committee on February 1, 1957 that the Congress provide the Adminis- 
trator of Veterans’ Affairs with the same authority to regulate interest rates on 
VA loans. which the FHA Administrator now exercises over FHA loans under 
the National Housing Act. But if the veterans’ loan program is authorized 
within FHA, the Congress will be increasing the interest rate on veterans’ loans 
to 5 percent, since that is the rate currently permissible on the FHA mortgages. 
As a matter of fact, the veteran would be paying 5% percent interest, since the 
FHA also charges an insurance premium of one-half percent. One of the sug- 
gestions advanced was, that tlie veteran be given a subsidy to the extent of the 
FHA insurance premium. If this is done, the amount which the Government 
would have to add to FHA’s insurance fund would exceed many times over the 
losses, which VA has sustained in its loan guarantee operation. The American 
Legion believes that the direct approach is best in solving problems of this 
nature and repeats its recommendation that the Administrator of Veterans’ 
Affairs be given the authority to adjust the interest rate on GI loans to that 
permissible on FHA insured mortgages. 
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Before leaving this subject there are a few further comments I should like to 
make. Periodically through the press and other media reference has been made 
to the duplication and the processing of requests for appraisals and inspections 
on bouses to be built and sold under the FHA insurance and VA guarantee pro- 
grams. I am sure, if a thorough study would be made of all the facts, the authors 
of such charges would be surprised at the small degree of duplication, especially 
when you consider the conditions and circumstances under which a builder is 
required to resort to much duplicate filing. Time has not permitted me to obtain 
the exact statistical comparison, but I doubt that more than 10 percent of last 
year’s housing starts were processed under the purported duplicated procedure. 

As you are aware, many builders do not have sufficient financial resources to 
start and continue the building operation. Normally, they must obtain interim 
construction financing, under which periodic advances are made by the lender 
as the job progresses during the various stages of construction. Many lenders 
to assure themselves before committing or making a construction loan require 
the builder to obtain an FHA dual commitment, (under which if the builder is 
unsuccessful in selling his property, he can obtain in his or his company’s name, 
a loan insured in an amount in excess of the construction loan) or a firm take 
out commitment for permanent financing under the VA program. 

The FHA does appraise for mortgage insurance and inspects the property. 
FHA inspection reports are accepted by VA, but due to the legislative require- 
ments of the GI loan law, VA is required to appraise in order to determine the 
reasonable value, or in other words, the maximum price the veteran should pay 
for the property. FHA appraisals do not meet this legislative requirement. 

It is our feeling that so long as we have builders who have limited financial 
sources and are willing to produce housing for the veterans market, the produc- 
tion facility arrangement under FHA, although it may cost the builder a few 
extra dollars, is a sound and useful benefit to such builders. 

This completes our statement, Mr. Chairman, and we again would like to 
extend our appreciation for the subcommittee’s invitation to express our views 
on this most important subject. 

Mr. Apponizi1o (presiding). Mr. Widnall ? 

Mr. Wipnatt. No questions. 

Mr. Apponizio. Mr. Betts. 

Mr. Berrts. Did I understand some time ago a witness testified here 
that there were sufficient funds in the VA to continue the direct loans 
program ? 

Mr. Corturns. That there were sufficient funds? 

Mr. Betrs. Do you understand that? 

Mr. Coruins. They have about $344 million, I believe, in their 
direct loan program. The program hasn’t been working for a multi- 
tude of reasons, and you can’t blame the VA for it, necessarily. It 
is because, in the first place, they have an unrealistic ceiling limit of 
$10,000. It is impossible for them to use these funds in most areas 
because houses cannot be built for $10,000. Builders cannot qualify 
for these direct loans in rural areas because they are unable to obtain 
commitments. In the second place, they are unable to meet FHA and 
VA subdivision requirements in a small rural community which are 
now required in order to build veterans’ homes for veterans, 

Mr. Berrs. It would seem to me if there is money available there, 
something could be done to facilitate lending rather than use these 
other funds; wouldn’t you think so? 

Mr. Corrins. Well, $344 million is the equivalent of 25,000 homes, 
and it is designated for rural areas, and we are hoping that something 
will be done by the Congress to facilitate these things, but I merely 
pointed out a few of the reasons why the money was not being put out. 

Mr. Apponizto. Mr. Collins, I have one more question and then we 
will adjourn. 

I noticed on page 3 of your statement that you take the position 
that it would be wrong to limit discount rates by law. Don’t you 
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think it would be helpful to the veteran directly and indirectly if 
the Administrator of the Veterans’ Administration, and the Com- 
missioner of FHA had the discretionary power to regulate these 
discounts within a range, a reasonable range ! 

Mr. Cottins. Discounts are in direct proportion to the yield, as I 
have pointed out here, of money in the open market. At the present 
time, in the Southw est on FH: \’s we are pay ing a 4-percent discount, 
which on a 25- year loan is the equivalent of one- -half of 1 percent. On 
GI’s at 414 percent, we are paying an 8-percent discount, which is the 
equivalent. of one point, bringing it up to par with FHA. If you 
limited discounts, then if the cost of money should go up, you would 
be in the same position you are in with GI loans today. There would 
just be no money available. 

To limit discounts, there would have to be atts Lc hed some provisions 
within Fannie May, or some other method, to take care of those loans 
when the time came. There is no question but what the discount 
problem is disturbing all of us, and it is a very controversial problem. 
We feel that the VA has one of the finest appraisal and inspection 
systems that there is, but we think that this discount, if it is con- 
tinued, is going to definitely have a tendency to ruin this system that 
has been built up. 

Mr. Apponizio. Thank you. 

If there are no more questions, the committee will stand adjourned 
until 2 o’clock this afternoon, and the first witness at that time will 
be James W. Hafey, assistant legislative director of the Amvets. 

(The material furnished by the Veterans of Foreign Wars of the 
United States is as follows :) 

VETERANS OF FOREIGN WARS OF THE UNITED STATES, 
Kansas City, Mo., March 11, 1957. 
Hon. ALBERT RAINS, 


Chairman, Subcommittee on Housing, Banking and Currency Committee, 
House of Representatives, Washington, D. C. 


DEAR Mr. Rarns: I appreciate this opportunity to present the written views, 
as I interpret them, of the Veterans of Foreign Wars of the United States for 
inclusion in the hearing record on some of the subjects under consideration by 
your committee. 

The legislative objectives of the Veterans of Foreign Wars are governed largely 
by resolutions adopted at our national conventions. 

The 57th Annual National Encampment of the Veterans of Foreign Wars, 
held in August 1956 in Dallas, Tex., adopted some resolutions pertaining to the 
veteran home-loan program and five of these resolutions are very pertinent to 
this hearing. A digest of each of the five resolutions reads as follows: 


VFW CONVENTION RESOLUTIONS 


(a) Extension to July 25, 1962, and/or until the need ceases to exist, of the 
authority to make, guarantee, and insure loans under title III of the Service- 
men’s Readjustment Act of 1944, as amended; 

(6) Extension to June 30, 1959, of the direct-loan program, and provision for 
the necessary funds; 

(c) Extension of home-loan provisions of the Servicemen’s Readjustment Act 
of 1944 to veterans of World War I and their widows; 

(d) That the Administrator of Veterans’ Affairs shall not refer any direct- 
loan application received by him subsequent to January 1, 1957, to the voluntary 
home mortgage credit program prior to the approval or rejection of such direct- 
loan application by the Administrator ; and 

(e) That the interest rate on loans guaranteed, insured, or made by the Vet- 
erans’ Administration shall not exceed 4 percent per annum. 
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On February 3-4, here in Washington, D. C., our combined national legislative 
and security committees met in joint session and pursuant to proper authority 
adopted the following position in behalf of the VFW: 

First, while the rollback to 4 percent may not be realistic, our organization is 
strongly opposed to any increase in the interest rate on GI loans beyond the 
present 41% percent. 

Second, favoring the liberalization of the Government direct-loan program 
beyend its present extent, but controlled and used only when private funds 
are not readily available in any area. 

Third, additional funds could be obtained by using 20 to 25 percent of NSLI 
reserve funds provided there are proper safeguards against loss to the policy- 
holders. 

Taking into consideration our national resolutions and committee mandates, 
we strongly urge that H. R. 4602 which, at this writing, is waiting to be brought 
up for consideration and vote on the floor of the House of Representatives, 
be enacted. This bill will increase the flow of money to a limited extent in 
those areas where GI mortgage money has disappeared from the market. At the 
same time, it holds the interest rate at the present 414 percent. 

If the GI interest rate is not increased by the Congress, several proposals have 
been suggested, such as permitting lower downpayments for veterans under the 
FHA program, or to have the Government pay the annual insurance premium 
for the veteran. In view of the lack of any specific authorization from our 
national convention or other national committees, I am without authority to offer 
any suggestions or views concerning these proposals. 

One solution which has been offered by some groups of the VFW has been 
to provide a tax exemption on a portion of the interest yield if the interest 
rate is to be established and continued at 4% percent. It is believed that such 
an exemption on 2% or 8 percent of the interest yield would serve the best 
interest of the veterans, the lenders, and the Government rather than either a 
boost in the interest rate or a wide-open direct-loan program. Tax exemption 
would mean, of course, the loss of some tax revenue to the Government but with 
the possibility of reduced Government spending which would appeal to many. 

Your committee, in trying to determine the proper course will, no doubt, give 
careful consideration to several questions. First, the Veterans of Foreign Wars 
would ask, “Does the present 4% percent interest rate reflect true costs of 
GI loans to veterans?” Secondly, “Just how widespread is the imposition of 
discounts on veterans’ home loans which result in an additional price or cost 
to the veteran?’ Third, “If the interest rate is increased, will this eradicate 
the present practice of discounts?” And, lastly, “Will a greatly expanded Goy- 
ernment direct-loan program be the proper alternative to the present type money 
market?” 

While we have advocated expansion of the direct-loan program, we have cau- 
tioned that it should not be extended to such an extent that it will kill the 
regular program, or contribute to an inflationary economy. 

The majority of the bills under consideration by your committee concern the 
FHA program. Since our organization has no mandates concerning these bills 
and the subject matter pertaining to the FHA program, I am reluctant to offer 
any Suggestions at the present time. In conclusion, may I again express our 
appreciation for this invitation and point out that our organization favors H. R. 
4602 as it was reported out of the Veterans’ Affairs Committee. 

Respectfully yours, 


Omar B, KetcuuM, Director. 





DIsABLED AMERICAN VETERANS, 
Washington, D. C., February 21, 1957. 
Hon. ALBERT RAINS, 
Chairman, Subcommittee on Housing of the Committee on Banking and 
Currency, House of Representatives, Washington, D. C. 

Dear Mr. Ratrns: Your letter of February 18, 1957, has been received and 
after careful consideration of the information it contained, the decision has 
been reached that the Disabled American Veterans will not appear during the 
hearings to be held over the period March 4 through March 13, 1957. Accordingly, 
it will be appreciated if you will cancel the arrangements for our appearance 
which had been tentatively scheduled for 2:30 p. m. on March 11, 1957. 

In order that you may know the DAV position on the subjects of veterans’ 
housing, the loan guaranty and direct loan programs, there is enclosed a copy 
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of my statement made to the House Committee on Veterans’ Affairs at a hearing 
held on February 6, 1957. You will also please find enclosed copies of resolutions 
numbered 69 and 157 approved at the 1956 national convention of this 
organization. 

Thanking you for your very informative letter and the opportunity afforded us 
for an expression of views relative to housing and its financing, I am 

Sincerely yours, 
OmeER W. CLARK, 
National Director of Legislation. 


STATEMENT OF OmER W. CLARK, NATIONAL DIRECTOR OF LEGISLATION, DISABLED 
AMERICAN VETERANS, VA LOAN GUARANTY PROGRAM 


Mr. Chairman and members of the committee, my name is Omer W. Clark and 
I am national director of legislation, Disabled American Veterans. This is my 
assistant, Mr. Elmer M. Freudenberger. 

The VA loan guaranty and direct loan situations resulting in the hearings 
now being conducted by your committee, with the veterans’ service organizations 
being afforded full opportunity to be heard, present some problems of major 
import which may be set forth as follows: 

(1) Should the Government get out of the loan guaranty and direct loan 
business upon the expiration of the present laws? 

(2) Whether or not the Congress allows the present laws to expire with- 
out extension, should the interest rate be increased to 5 percent and per- 
mitted to coincide with any future fluctuation of the FHA rate? 

(3) Should the Congress retain the present 414 percent interest rate and 
authorize a greatly increased VA direct loan program? 

(4) If this program (3) is the solution considered most desirable by the 
committee, should it be financed by permitting the NSLI fund to be used 
for the purpose up to 20 percent or 25 percent thereof, as proposed in a num- 
ber of bills now before your committee? 

(5) If the direct loan program should be enlarged in sufficient scope to 
meet the emergency, if such there be, and it is not believed feasible or ad- 
visable to use the NSLI fund for the purpose, how then should the Govern- 
ment best proceed to finance the program with the least possible damage to 
our national economy through inflation or otherwise? 

The Disabled American Veterans believes that the answer to question No. 1 
should be in the negative. By resolution approved at the 1956 national conven- 
tion, this organization went on record as favoring an extension of the loan pro- 
gram through June 30, 1962. The program for Korean veterans does not termi- 
nate, of course, until January 31, 1965. 

It is not believed that this Congress will raise the interest rate from 414 per- 
cent and, assuming this to be the case, the answer to question No. 3, above, be- 
comes all-important as an alternate course of action. 

With reference to item 3, the DAV sees considerable merit in such a proposal 
provided the financing plan is sound and not of a nature to seriously impair 
Government credit and unduly promote inflation to the great impairment of our 
national economic structure. 

It is believed that the use of the national service life insurance fund, or any 
substantial portion thereof, as suggested in question No. 4, carries with it impli- 
cations of such grave character as to militate against the adoption of the plan. 
In the first place, the national service life insurance fund should be considered 
inviolate with investment of such moneys limited to Government securities as the 
fund is now operated. Moreover, if the fund is “dipped into” for this purpose 
there would be many demands from innumerable quarters to use other parts of 
the fund for other causes, however worthy the objects may be, and the interests 
of the policyholders would thus be subordinated to the exigencies of the moment. 
Then, too, a use of the fund would require the selling of some Government securi- 
ties purchased with insurance money and this could be followed by a chain reac- 
tion of disturbing nature with a possible lessening of the standards now attach- 
ing to Government paper. The Disabled American Veterans must, therefore, 
record opposition to the allocation of any part of the national service life insur- 
ance fund for the purpose as contemplated in question No. 4. 

The answer to question No. 5, above, we believe, lies in the promulgation of a 
special Government bond issue, to be supplemented from time to time as may be 
necessary during the existence of the direct loan augmented program. It would 
not be the first time that the Government has issued bonds designed to cover a 
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special situation. For example, the World War I veterans’ adjusted compensa- 
tion (bonus) was finally paid off by means of bonds issued under the authority 
of the act of January 27, 1936. The payments were to be made in United States 
registered bonds in $50 denominations, or in cash for any amount under $50. The 
bonds were dated June 15, 1936, with a maturation date of June 15, 1945, carrying 
interest at 3 percent. 

The issuance of bonds in connection with an enlarged direct loan program 
should involve little or no loss to the Government in the final analysis. What- 
ever the current rate of interest is required to find a ready market such interest 
would undoubtedly be substantially less than the 4144 percent charged to the 
veteran borrower, and, with a small number of defaults, as shown in past 
history, the interest differential should be more than adequate to liquidate any 
losses. The bonds could be for 20 and 30 years and with such distant maturity 
date in addition to the safety of principal reflected in Government issues these 
factors would surely make the bonds a most attractive investment. The infla- 
tionary effect of the bonds should be quite small, if not negligible, and the millions 
of veterans who could qualify but so far have not negotiated loans for homes, 
businesses, and farms, would have renewed opportunities to participate in the 
program to the great advantage of themselves, their families, and the Nation 
they served so well in times of war and national emergency. 

In conclusion, we desire to express our thanks and appreciation for your 
courteous attention to our views and to assure you of our cooperation at all 
times in resolving matters affecting those in whom we are mutually interested. 


RESOLUTION No. 157—ExTENSION or GI LOAN PROGRAM 


Whereas it is well recognized that the GI home and farm loan program has 
been of tremendous value to our veterans, and 

Whereas it is without doubt that this has contributed to the stability of our 
economy, and 

Whereas many thousands of World War II veterans have not had the oppor- 
tunity to apply and use their GI-loan privileges: Now, therefore, be it 

Resolved, That this 35th annual convention of the Disabled American Veterans 
urge the Congress to extend the GI-loan program beyond its expiration date of 
June 1957 to June 1962 ; and be it further 

Resolved, That the Disabled American Veterans do everything possible to 
advise our Congressmen and the Senators of this resolution to seek their sup- 
port in this extension of the GI-loan program. 





RESOLUTION No, 69—VA Direct LOAN PROGRAM 


Whereas the Veterans’ Administration is not now authorized to grant and 
approve a direct GI home loan until an application is first processed through an 
organization known as the Voluntary Home Mortgage Credit Program, as provided 
in title VI of the Federal Housing Act of 1954, and 

Whereas few such loans are obtained through such program, and the VA, in 
most cases, must wait many months after the Voluntary Home Mortgage Credit 
Committee has failed to arrange a loan with private lenders before the VA can 
take action on a loan application, and 

Whereas most lenders obtained by the Voluntary Home Mortgage Credit 
Committee have failed to arrange a loan with private lenders before the VA 
can take action on a loan application, and 

Whereas most lenders obtained by the Voluntary Home Mortgage Credit 
Committee have introduced fees, discounts, and other charges, which adds a 
substantially higher expense to veterans for loans under such program thar 
would apply under the VA direct loan program as initially operated, and 

Whereas lenders obtained by the Voluntary Home Mortgage Credit Committee 
have generally demanded downpayments for property in excess of the minimum 
VA requirements as a condition for such loans, and 

Whereas veterans are frequently denied the benefits of a GI loan to which 
they are otherwise entitled because of the operation of the Voluntary Home 
Mortgage Credit Program, and they received better services under the VA direct 
loan program prior to the inception of the Voluntary Home Mortgage Credit 
Program more than a year ago: Now, therefore, be it 
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Resolved, That the Disabled American Veterans recommends that the Vol- 
untary Home Mortgage Credit Program be abolished and that copies of this reso- 
lution be sent to Mr. H. V. Higley, Administrator of Veterans’ Affairs, each 
Member of the Congress, and Hon. Olin E. Teague, chairman of the House 
Committee on Veterans’ Affairs, House of Representatives, Washington, D. C. 





BrooKLyn Councit—KINnes CouNtTY, DEPARTMENT OF New York, 
VETERANS OF FOREIGN WARS OF THE UNITED STATES, 
Brooklyn N. Y., March 5, 1957. 
Hon. ALBERT RAINS, 
House of Representatives, 
Washington D. C. 

DEAR CONGRESSMAN Rartns: From reading a United Press report this morning 
I learned that you are heading the banking subcommittee investigating the Na- 
tion’s housing mortgage problems. 

I am taking the liberty of enclosing herewith a copy of a telegram sent to Vet- 
erans’ Administrator Harvey V. Higley, together with a press release to our 
metropolitan newspapers to be published on Wednesday, March 6, 1957. 

As county commander of Brooklyn Council—Kings County Veterans of Foreign 
Wars, I am vitally interested in alleviating the distressed mortgage situation in 
Brooklyn where we have close to a million veterans, many of whom are waiting 
to buy their own homes but cannot obtain VA mortgage funds. 

The help of your committee in having the VA use surplus national service life 
insurance funds for direct VA loans to veterans at 414 percent would be greatly 
appreciated by the veterans of this country and particularly the veterans of 
Brooklyn’s VE'W posts. 

Sincerely, 
LEON J. ELTERMAN, 
County Commander. 


MaAkcH 4, 1957. 
Harvey V. HIctLey, 
Administrator, Veterans Administration, 
Washington, D. C. 


No doubt you are aware of the financial situation in Greater New York area due 
to the refusal of savings banks to make Veterans’ Administration loans at 4% 
percent unless rates are raised to 5 percent. Wish to point out that millions of 
dollars are idle in national service life insurance funds. Request that you con- 
sider making direct VA loans at 4% percent out of the surplus NSLI funds to help 
out the thousands of veterans waiting to purchase their own homes. Such 
advances would increase building in Brooklyn and Long Island areas and create 
many new jobs. 

LEON J. ELTERMAN, 
County Commander, Brooklyn Council, VFW. 





BrooKkLtyn Councit-Kineos County V. F. W., BRooKLYN, N. Y., LEON J. ELTERMAN, 
COUNTY COMMANDER 


County Commander Leon J. Elterman of Brooklyn council, Veterans of For- 
eign Wars, last night telegraphed Harvey V. Higley, Administrator of the Vet- 
erans’ Administration, demanding that the direct loan program now under 
way in many western communities be introduced in the Greater New York area. 

Pointing out that the city’s savings banks have practically called a moratorium 
on the issuance of VA mortgage loans to former GI’s. County Commander 
Elterman cited the threats of the Brooklyn bankers that no more VA mort- 
gages will be issued until the Government will boost mortgage rates to 5 per- 
cent. 

“There are thousands of World War II veterans who have struggled during the 
past 10 years after their discharge to accumulate funds to place a downpayment 
on their dream home,” Commander Elterman stated, “But now caught in the 
bankers’ squeeze, he is unable to finance the future payments because of the 
savings bank refusal to make loans at the statutory 414 percent.” 
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Elterman then pointed out in his message to the VA director that millions 
of dollars are lying idle in the coffers of the Veterans’ Administration from 
national service life insurance premiums. If only 25 percent of these surplus 
funds were advanced as direct loan to worthy veterans at the statutory 4% 
percent the building expansion program in the Brooklyn and Long Island area 
would increase to such an extent that additional jobs would provide increased 
tax revenues to the Government. 

As a result of an investigation by Brooklyn’s VFW county commander rep- 
resenting 75 posts, it appears that only 22 percent of the eligible veterans of 
World War II have availed themselves of the home loan program under the 
G. I. Veterans’ Bill of Rights, approximately 4 million out of 24 million. Less 
than 1 percent of these loans were in default, Commander Elterman indicated. 
With this splendid record, far above the record of conventional mortgage loans, 
Commander Elterman asked the VA to invest the surplus moneys of the G. I. 
insurance funds as a secure investment, not only from a financial point of view 
but also as an investment in the future of America. 

(Whereupon, at 12:55 p. m., a recess was taken until 2 p. m. of the 
same day.) 


AFTERNOON SESSION 


Mr. Rarns. The committee will be in order. 

We must attempt to run as near on schedule as we can, and that 
means starting on time. 

Mr. Hafey, your position is assistant legislative director of the 
AMVETS, is that correct? 

Mr. Harry. Yes, sir. 

Mr. Rains. What kind of statement do you have. Is it a very long 
statement? 

Mr. Harry. No, it is quite a brief statement. 

Mr. Ratns. Very well, you may proceed. 


STATEMENT OF JAMES W. HAFEY, ASSISTANT LEGISLATIVE 
DIRECTOR, AMVETS 


Mr. Harry. Mr. Chairman and members of the committee, first, 
I would like to congratulate the chairman on his birthday and wish 
him many, many more. 

Mr. Rains. I have had too many birthdays already. I appreciate 
your congratulations very much though. 

Mr. Harry. We appreciate and welcome this opportunity to pre- 
sent the views of AMVETS on the mortgage money problems cur- 
rently being considered by this committee. 

We are fully cognizant of the many problems confronting this 
committee and the entire Congress with respect to the present stag- 
nant mortgage money situation, but we are even more cognizant of 
the committee’s keen awareness of the problem and its great desire to 
report a measure that will bring some relief to this area. 

As you are well aware, hearings on the interest-rate increase and 
other phases of the Veterans’ Administration loan program have 
recently been completed by the House Committee on Veterans’ A ffairs. 
At that time, AMVETS representatives testified and urged the reten- 
tion of the present 414-percent interest rate, a position dictated by 
unanimous vote of our national executive committee at a meeting held 
in Washington, D. C., on November 17, 1956. 

We maintain this position with the full realization that many wit- 
nesses, including Veterans’ Administration and Treasury Department 
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officials, mortgage bankers and lenders and other groups have appeared 
before this committee and the Veterans’ Affairs Committee, and have 
asserted that the present 414 percent is not a competitive interest 
rate on the present market, and that corrective action is indicated 
in order to make the Veterans’ Administration loan program attrac- 
tive to lenders. 

It is generally conceded that even an increase to 5 percent will 
not necessarily relieve the present stricken mortgage market, and 
many experts in the field of banking and finance have been outspoken 
in affirming this statement. We will recall testimony before the House 
Veterans’ Affairs Committee in 1953, when the matter of raising 
interest rates to 4144 percent was being considered. At that time, 
lenders, appearing before the committee, gave assurances that ample 
mortgage money would be available if the interest rate was increased. 
If those assurances were forthcoming today, our position on the pro- 
posed increase might be a different one. We, furthermore, are of 
the opinion that, by increasing the interest rate to 5 percent and 
thereby placing it in a more competitive position with the FHA and 
the going rate, we would subject it to the pressure for additional 
increases in order to keep it competitive. 

Another major consideration dictating our opposition to an increase 
to 4 percent is the fact that many veterans have already entered into 
contracts to purchase homes with the stipulation that, if the interest 
rate goes up to 5 percent, they will agree to final settlement at that 
rate. According to Veterans’ Administration figures, at the end of 
December 31, 1956, 91,000 veterans were in this category. I would 
like to quote, in this connection, the example we presented to the Com- 
mittee on Veterans’ Affairs, pointing out the effect of this increase 
on this group of veterans: 

* * * Assuming then, the average commitment to be $12,000 and the term to 
be 25 years, an increase to 5 percent would immediately increase monthly pay- 
ments per veteran from $66.71 to $70.16. Multiplying this increase by the number 
of veterans affected and projecting it further, we find the immediate and direct 
effect would be to saddle 91,000 veterans with an increase in the amount neces- 
sary to amortize their loans of more than $314 million per year. AMVETS 
seriously question whether the nebulous advantage of an increase to 5 percent will 
negate the obvious breach of faith with these 91,000 veterans. 

There is one additional feature that we think is worthy of mention 
in relation to the current money shortage. At the present time, those 
groups concerned with lending money are waiting to see what action 
is taken by the Congress with respect to the interest rate. Should the 
Congress, finally and conclusively, reject the administration proposal 
for an increase in the interest rate, we are confident that a flow of 
money into mortgage market will be observed. _ , 

It is generally agreed that one cause of the “tight money” situation 
has been the tremendous industrial expansion in recent years, during 
which time vast sums of money were siphoned off for commercial 
construction at attractive yields. Recent reports indicate that in- 
dustrial expansion has, to some extent, leveled off and investors and 
lenders are beginning to receive repayments on these loans, thereby 
making additional funds available for reinvestment. 

We recognize that some emergent measures should be taken to 
stimulate activity in the home loan program. In testimony presented 
to the House Committee on Veterans’ Affairs, we recommended that 
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the committee consider the five following steps in relation to the 
direct loan program: 

(1) Extend the provision making funds available for direct loans 
for one additional year to coincide with the extension of World War 
II veterans, of the loan-guaranty program. 

(2) Cause legislation to be enacted that will mandate the Veterans’ 
Administration to use the $300 million appropriation available under 
this program. 

(3) Increase the ceiling on direct loans from its present $10,000 
to $12,500. 

(4) Study the possibility of granting authority to the Adminis- 
trator to make advance commitments to builders as well as veterans 
and to provide authority to create a better opportunity for veterans 
in small towns and rural areas to purchase a new home. 

(5) Study existing areas declared eligible for direct loans and in- 
clude those small cities and towns where participation by veterans has 
been negligible. 

H. R. 4602, as reported by the Veterans’ Affairs Committee recently, 
embraces provisions similar to our suggestion. Your support of this 
measure when it reaches the House floor is earnestly solicited. 

We recommend, as an alternative to raising the interest rate, that 
the FHA program be liberalized and the downpayments reduced. 
Such a measure would, in our opinion, have several desirable effects. 
It would provide an opportunity for those 5 million veterans, who 
have already made use of their GI loan and whose families have grown, 
to purchase a better and larger home because of lower downpayments 
and longer terms. It will enable those veterans who do not avail 
themselves of the GI loan benefits, an opportunity to purchase a good 
home under conditions that they can afford. Further, this proposed 
legislation will assist, in the purchase of a home, that group of vet- 
erans who have entered the service after January 31, 1955. As you 
are aware, men are still being drafted into military service, and we 
think it only fair that some consideration should be given to their 
readjustment problems. 

I want to express the appreciation of AMVETS to the chairman 
and members of this committee for moving so promptly in this session 
to the consideration of problems related to construction of housing 
and the lack of mortgage money. The task which confronts this com- 
mittee in its effort to inject renewed vigor into the housing program 
isan unenviable one. We are confident, however, that this committee 
will recommend legislation directed to resolving the many complex 
problems surrounding the stagnant housing situation. 

Thank you, sir. 

Mr. Ratns. Well, Mr. Hafey, that is a good statement. I hope we 
will be able to live up to your expectations as far as the duty and obli- 
gations and responsibilities of this committee, and about all I can tell 
you is we are going to do our best to do it. 

Mr. Harry. I am sure you are, sir. 

Mr. Rarns. One or two things, on page 5. As you are aware men 
are still being drafted into the military service and we think it only 
fair that some consideration be given to their readjustment problems. 
These exact figures I am not too sure about, so I would like to correct 
the record if I am wrong, but I am told some 22,000 people per year 
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are now being discharged from the military services at the end of their 
draft period, and the great portion of those men are married. They 
have no rights under the GI bill. They are looking for a home and 
have been in the Army 2 years and have no money with which to buy, 
some have suggested that regardless of what happens on the interest 
rate, that we should give some special provision in FHA for these 
men. 

Do you agree with that? I am talking about those that are being 
drafted principally and are not under the GI bill. 

Mr. Harry. Yes, sir, I believe that it would be an assistance to that 
group of veterans to have an opportunity to purchase a home with a 
reasonable downpayment, and liberalizing of the FHA would accom- 
plish that, sir. 

Mr. Rarns. If we recommend such legislation of liberalizing the 
downpayment that you have referred to, do you think we should write 
a veterans’ preference in the FHA program? In other words, give 
the veteran a better break on it than we will say the average civilian 
now gets on it? 

Mr. Harey. In answer to that question, sir, I would say this: Gen- 
erally, we favor an across-the-board liberalization of the FHA to 
cover everyone including those veterans that I have mentioned; 
namely, the group that have already used their GI World War II 
and Korean veterans who have not, and the group that were drafted 
after January 31, 1955. I think it would be of assistance if, incor- 
ported in the liberalization of FHA, certain provisions could be made 
for veterans who have not yet used their GI loan. I refer to some 
type of a certificate of reasonable value which might be included in the 
liberalization of the FHA. 

Mr. Rais. What would you think about the waiving of the insur- 
ance premium ? 

Mr. Harry. I was also going to mention that one, sir, waive the 
insurance premium, or have the Administrator assume that obligation. 

Mr. Rarns. Now you would not do that, of course, for a GI who has 
already utilized his entitlement ? 

Mr. Harey. No, sir. 

Mr. Rarns. You would make him like everybody else. It would be 
only for those who have not. 

Mr. Harry. That is correct. 

Mr. Rays. Now I have noted your recommendations with refer- 
ence to your testimony before the Veterans’ Affairs Committee, and I 
note also from the reading of the bill that the Veterans’ Affairs Com- 
mittee took most of your recommendations into the bill; did they not? 

Mr. Harey. Yes. 

Mr. Ratns. Well, I am voicing my own personal sentiments when 
I say this: I think that is a very good bill and so told Mr. Teague and 
hope it passes. 

Mr. Apponizi1o. Mr. Chairman, will the gentleman yield? 

Mr. Ratns. Mr. Addonizio. 

Mr. Apponizio. Mr. Hafey, on page 3 of your statement, you say 
that one cause of the tight money situation has been the flow of money 
into industrial expansion, particularly in recent years. I was won- 
dering whether you had any facts or figures to substantiate the re- 
marks which you made. 
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Mr. Harey. Mr. Addonizio, from what we could discover from 
reading recent published reports, we are led to believe that there has 
been to some extent a leveling off in this tremendously rapid commer- 
cial construction and we think if it does level off, as it now appears 
that it will do, then perhaps some of this money will be channeled into 
the mortgage market. 

Mr. Apponiz1o. You have nothing concrete in the way of any fig- 
ures to show that there has been a leveling off of this money going 
into industrial expansion ? 

Mr. Harey. I believe tht our office has some figures and I will try 
to obtain them for you. 

Mr. Apponiz10. I would be interested in seeing them and I am sure 
that the committee would. Perhaps if you can get some figures like 
that you may submit them for the record, if that.is permissible. 

(The additional data requested above is as follows :) 


AMVETS NATIONAL HEADQUARTERS, 
Washington, D. C., March 20, 1957. 
Hon. ALBERT RAINS, 
Chairman, Subcommittee on Housing of the House Committee on Banking 
and Currency, House of Representatives, Washington, D. C. 

My Dear Mr. Rartns: On March 11, 1957, I testified on behalf of AMVETS 
before your Subcommittee on Housing. In my testimony, I made the following 
statement in connection with the present shortage of mortgage money : 

“It is generally agreed that one cause of the ‘tight money’ situation has been 
the tremendous industrial expansion in recent years, during which time vast 
sums of money were siphoned off for commercial construction at attractive yields. 
Recent reports indicate that industrial expansion has, to some extent, leveled off 
and investors and lenders are beginning to receive repayments on these loans, 
thereby making additional funds available for reinvestment.” 

The committee requested that I submit, for the record, additional information 
and specific figures to substantiate this contention. In this letter I have at- 
tempted to comply with the committee’s request. 

The U. 8S. News & World Report, in its issue, dated March 22, 1957, under the 
title of “Trends of American Business,” makes the following statement: 

“Important straws in the wind come from two recent Government surveys. 
Significance of both is that they indicate that, whatever dip may be in store for 
business activity, the decline will be moderate this year. These surveys indicate 
that business spending for plant and equipment will stay close to current levels 
through September, and that consumer outlays probably will hold at recent 
highs. Government spending, we know, is on the rise. So the conclusion is that 
1957, on the whole, will be another good business year.” 

“Point to note in both samplings, however, is that no upsurge is in sight. 
Boom, in brief, is seen as topping out. Business survey was made jointly by 
Commerce Department and the Securities and Exchange Commission. Con- 
sumers were sampled by Survey Research Center, University of Michigan, for 
Federal Reserve.” 

The Securities and Exchange Commission, in its release No. 1441, dated 
March 14, 1957, relates its findings as a result of a survey recently completed. It 
states: 

“The survey, conducted in late January and February, indicates that plant and 
equipment expenditures are expected to be at about the same seasonally ad- 
justed rate in the first and second halves of 1957. Realization of these programs 
would mean the maintenance of business capital investment at the peak reached 
at the beginning of this year, following the large advance throughout 1955 and 
1956. During this period, the seasonally adjusted annual rate of plant and 
equipment investment moved up to $37 billion from $254 billion in the initial 
quarter to 1955,” 

The significant thing to note in connection with these figures is that the season- 
ally adjusted annual rate of plant and equipment investment in the initial quarter 
of 1955 was approximately $25 billion. During 1956, $35 billion was invested by 
business firms. Spending for plant and equipment this year will total ap- 
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proximately $37 billion. These figures, therefore, reveal a definite leveling off 
during 1957 from the previous two years of tremendously rapid expansion. 
Trusting that this information will be of assistance to the committee, I re- 
main, 
Sincerely yours, 


JAMES W. HaFEy, 
Assistant National Service-Legislative Director. 


Mr. Rarns. Dr. Talle. 

Mr. Tarte. Mr. Chairman. Thank you for your statement, Mr. 
Hafey. I will forego interrogation. 

Mr. Rarys. Mrs. Sullivan. 

Mrs. Suttivan. I have no questions. 

Mr. Ratns. Mr. McDonough. 

Mr. McDonoven. I think you made a very good statement, Mr. 
Hafey. Did you refer to the national service life insurance fund in 
your statement? 

Mr. Harey. No, sir; I did not. 

Mr. McDonoven. What is your organization’s view on that? This 
is the opinion of the AMVETS organization ? 

Mr. Harry. Yes, sir. 

Mr. McDonovenu. Not your own? 

Mr. Harry. That is right. 

Mr. McDonoven. What is the AMVETS opinion on national serv- 
ice life insurance? 

Mr. Harry. In connection with the national service life insurance 
fund our organization has taken no position with regard to the use 
of that fund for mortgages. 

Mr. McDonoveu. That is all, Mr. Chairman. 

Mr. Rarns. Mr. Betts. 

Mr. Beets. If there was a direct loan program it would require 
about $6 billion per year; isn’t that right? Now would you be in favor 
of an appropriation of that amount? 

Mr. Harry. I believe in asking that question, Mr. Betts, you are 
referring to the national service “life insurance fund in an indirect 
manner. 

Mr. Berrs. In an indirect manner. Anything that would require 
direct lending in the veterans’ program would require about a $6- 
billion fund. 

Mr. Harey. Yes, sir. Since our organization has not taken a posi- 
tion in connection with the use of the national service life insurance 
fund, I do not feel free to commit on that specific phase of it. How- 
ever, sir, I would mention in answering your question that I per- 
sonally would not be in favor of a direct Government appropriation 
of that amount to take care of the entire mortgage problem. 

Mr. Berrs. Your organization did comment on changing the rate, 
though; is that right? 

Mr. Harry. Yes, sir; we are against the increase to 5 percent. 

Mr. Berrts. That was the action of your executive committee. 

Mr. Harry. Yes, sir. 

Mr. Rarns. Any further questions? 

Thank you very much, Mr. Hafey, for your appearance. We ap- 
preciate your views. 

Mr. Harry. Thank you, Mr. Chairman. 
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Mr. Ratrns. It is our honor to have with us now some of our col- 
Jeagues who are to testify. I see seated over here with us our colleague 
from California, Mr. Hiestand. 

We will call you first as a witness, Mr. Hiestand. We are delighted 
to have you and I think you know that this committee will be in- 
terested in hearing your views. Are you going to discuss any par- 
ticular phase? 


STATEMENT OF HON. EDGAR HIESTAND, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF CALIFORNIA 


Mr. Hrestanp. My statement will be brief. It has to do with the 
bill that I introduced, House Joint Resolution 231. 

Mr. Ratns. Is that the Fannie May bill? 

Mr. Hiesranp. Yes. 

Mr. Ratns. All right, that is very pertinent. 

Mr. Hrestanp. However, that was introduced, and perhaps one 
can see from a glance, at the suggestion of a very distressed part of 
our community, the builders’ group. But it was a rather more broad 
bill, and it seemed very logical. However, as the committee well 
knows, we have had committee action ‘since then and we have had 
testimony on phases of these matters since then, so instead of dis- 
cussing the bill as it was introduced, I wish to suggest that the bill 
be considered as withdrawn as such. I do this for the reason that 
although we introduced it providing, for instance, for an increase 
in the Treasury subscription to the Fannie May to $250, which would 
provide $214 billion beneath allowance, the testimony before the 
committee both by President Bachman and Admiral Cole stated defi- 
nitely that $100 million, and therefore $1 billion, would be adequate 
for an indefinite period, feeling that the turnover would get us over 
the hump. 

Since they have since testified to that effect, I see no point in push- 
ing my bill, but I felt that I should come before you and register my 
confidence in their judgment in that regard. The other parts of the 
bill you have considered and will be considering from time to time. 
For instance, section 302 B, it removes the $15,000 limit, no doubt you 
are considering that and I favor it, there are a few other things but 
I felt I should take just this minute or two and not take too much 
of the committee’s time but simply to withdraw the bill as it is, 
because you have each one of the features incorporated in your 
discussions. 

Mr. Rarns. Thank you very much. 

Let me ask you one question, Mr. Hiestand. What is your particu- 
Jar area of California? 

Mr. Hresranp. The northern two-thirds of Los Angeles County. 

Mr. Rains. And Mr. McDouough, your colleague is also on the 
committee. You are in Los Angeles proper ? 

Mr. McDonoven. The city. 

Mr. Rarns. What is the major town in your area ? 

Mr. Hresranp. It includes a number of the so-called foothills cities, 
parts of Pasadena, Monrovia, Sierra Madre, and so forth, about two- 
thirds of the San Fernando Valley which is in the city of Los Angeles, 
plus the city of San Fernando, plus the Antelope Valley, which is 
entirely north, the communities of Lancaster, Palmdale, and so forth. 
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Mr. Rains. What are the pressures for mortgage credit in your par- 
ticular area, Mr. Hiestand ¢ 

Mr. Hiestanp. Well, they are very heavy, because the growth is 

henomenal. It is very difficult even to conceive it unless you see it. 

arge builders are building very, very rapidly and have. The houses 
are sold before completed and occupied almost before the paint is on, 
and the experience has been rather good over the years. The down- 
payments were very small, and most of us would have said, “Well, that 
is a poor credit risk,” but it has not proven so. 

Mr. Rains. Well, that is true really, pretty much generally of the 
FHA and VA program. It might at first look like a stretched out 
deal, but the repayments on both of them have been very good. 

Mr. Hiestanp. The pride of ownership has been outstanding and 
the owners have put a lot of added things into it and it has been a sound 
program. 

Mr. Rarns. What about discounts in your area now under the pres- 
ent setup ? 

Mr. Hiestanp. Pretty much as the rest of the country, perhaps a 
little more severe, but that is one of the big reasons why the builders 
are so anvious to have this thing straightened out. They are unani- 
mous, of course, in favor of the adjustment of VA rate. 

Mr. Rats. All right, one other question without trying to figure 
out what your future course may be on this committee. Do you think 
that, in the light of the pressure for discounts—and recognizing them 
as I am sure you do and I do, that you cannot, we will say, outlaw dis- 
counts completely in the free market—do you think this committee 
should or should not make some recommendation in legislation to give 
to the Administrator or somebody, or else to Fannie May, an area in 
which it can control discounts from top to bottom, taking into con- 
sideration geographic conditions, the worth of the mortgage, and so 
on, without trying to set a percentage, but giving some ‘authority to 
regulate discounts ? 

Mr. Hrestanp. To make it an administrative matter rather than 
spell it out in the long: 
Mr. Rats. Yes. 

Mr. Hrestanp. I favor such a matter. 

Mr. Rarys. I appreciate your coming before us. 

Gentlemen, you may have the witness. 

Mr. Tate. Mr. Chairman. Thank you for your testimony, Mr. 
Hiestand. You made some reference to ceilings, I believe, lifting of 
ceilings from $12,000 to $15,000; is that right? 

Mr. Hrestanp. That is right, the recommendation is that it be re- 
moved. 

Mr. Ratns. Removal of ceilings? 

Mr. Hiestanp. That is correct, leave it in the hands of the Admin- 
istrator. 

Mr. Tate. I was going to ask you what you would consider a work- 
able ceiling in your distr ict, but if you ask that they be removed there 
would be no purpose in asking that question. 

Mr. Rarns. Mrs. Sullivan. 

Mrs. Sutiivan. No questions. 

Mr. Ratns. Mr. McDonough. 
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Mr. McDonoven. I appreciate your coming before the committee, 
Mr. Hiestand. For the information of the committee, Mr. Hiestand 
is a litle bit modest about his responsibility to the housing industry. 
I think outside of Mr. Joe Holt’s district, which is a large part of the 
San Fernando Valley, Mr. Hiestad’s congressional district has more 
new building that has been built in the last 3 to 5 years, and new subdi- 
visions in it, than any other congressional district in Los Angeles 
County. The Antelope Valley that he refers to was a vast open desert 
area for years, and it has bloomed out into 2 or 3 cities of—I do not 
know what Lancaster has now; it must have 20,000 people in it. 

Mr. Hiesranp. More than that. 

Mr. McDonoven. 20,000 people, I would say, in the last 3 or 4 years. 
Palmdale is growing, and houses to accommodate those people have 
been built in the last 3 or 4 years. 

As contrasted to my district—I have no subdivisions, no tracts open 
in my district at all; mine is all built up; the people are moving away 
from my district into his district and some of the others around it. 

The discount problem is, that if the builders have homes built now 
and have not sold them, they cannot realize anything on them at all 
unless they take a discount that is a sacrifice of the profit they have 
in the project. There are others that have practically lost as much 
profit as they got out of the tracts they built in the last 3 or 4 years, in 
the last several months, because of the tight money situation. It is 
very severe, and as the committee heard, Mr. Heers, who operates 
in the Riverside district, that is south of Mr. Hiestand’s district, he 
was offered—and the fellow said he was doing him a favor—to buy 
his mortgages at 85. 

Mr. Rats. Before I get to Mr. Betts, I want to ask you one other 
thing. ‘This is not directly in line with the inquiry, but it is a matter 
of importance before our committee. 

In areas such as yours, Mr. Hiestand, where people are moving out, 
I assume these are municipalities you refer to, they are organized into 
municipalities. Are your cities and towns having difficulty in getting 
facilities, I mean sewers, water, and all of the things that go with 
the city, out to these projects that are being built; is that working 
any hardship? 

Mr. Hrestanp. There is difficulty, because of the rapid growth. 
However, it is being pretty well met. 

Mr. Rarns. Who is meeting it now? 

Mr. Hiestanp. A high percentage of that territory is under county 
supervision, unincorporated, and the county board of supervisors, 
of which the distinguished gentleman on your left used to be a mem- 
ber, is very active and is doing an increasingly efficient job. 

Mr. Rains. Throughout the country, as you well know, in places 
where the towns are all built up, and they have to go way out in the 
suburbs to find land, it is putting increasing pressure on the cities 
and towns to get these facilities, and if the project builder is re- 
quired to pay the cost, naturally it is reflected in the cost that the GI 
or FHA owner finally has to pay. I feel that it is one of the 
duties of this committee, to try to help find solutions to those problems. 

Mr. McDonoven. I do not want to prolong the time Hate, Mr. 
Chairman, but in answer to that question, the requirement for a tract 
builder, if he buys raw land and subdivides it, before he can get 
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authorization to sell, he must provide out of his own funds streets, 
sewers, and storm drains and other public facilities. So he does not 
even have the authority to sell unless he provides these facilities in 
his original permit to the county board of supervisors. 

Mr. Ratns. Mr. Betts. 

Mr. Berts. I have no questions. 

Mr. Ratns. Thank you, Mr. Hiestand, for appearing before us. 

Mr. Hrestanp. Mr. Chairman, will you indulge me one other 
thought, not apropos of this particular bill, but a problem which is 
very sharp in the Antelope Valley, in the area of Lancaster and Palm- 
dale. 

Where the growth has been very, very rapid we have been able to 
get FHA approval on certain large groups of properties. However, 
in the community of Palmdale there are 4 aircraft companies assem- 
zling jet planes. They have to have help. They are advertising 
frantically and they are getting people there but they have to pay 
them a per diem allowance, a frightfully expensive thing unless they 
‘an house them there. These people are not in shape to buy right 
away. ‘They do need rental property. We in our act of 1954 termi- 
nated the old title 9. That would have solved the situation. I have 
tried very hard to get the FHA to find out if there was not some part 
of the law where they could make possible rental property there. 
The 207, would seem not acceptable because at present that area is 
rated as a one-industry area. However, the growth of the city is 
pouring right over the mountains and within 3 to 5 years there will 
be other, beyond any doubt, markets for rental property. Now we 
have several builders who have the property, have purchased the 
property and are ready to go, just pending FHA or other guaranty 
for multiples, that is to say 2 and 3 units, groups of 100 and 200 
units each, ready to go, they are greatly needed. The companies will 
guarantee those properties being filled for 3 years. 

Mr. Rains. Mr. Hiestand, it would interest you to know that in the 
housing bill last year, when we met it in conference, there was a 
provision of the sort you mentioned, and it was discussed aloud in 
the conference. Knowing of this problem, Senator Monroney got in 
touch with me and tomorrow there will appear before this committee 
a witness from Oklahoma to discuss the same problem you are re- 
ferring to. We are aware of that problem and we will see what we 
can do. 

Mr. Hrestanp. Thank you very much, 

Mr. McDonoveu. I think your problem is similar to the problem 
that the Government has assumed a responsibility for, in impacted 
areas due to defense production where we supply funds for schools, 
where we have an impacted area due to defense contracts, we ought 
to supply some additional means for homes. It is just as vital. — 

Mr. Hrestanp. It may be a sliding modification of section 207. 

Mr. Rats. There was a special bill passed last year close to what 
you are talking about in which we gave 100-percent loans, if you will 
remember, to the areas like Redstone, for research and development, 
and that is limited to Government installations. The aircraft com- 
pany is a Government installation and would not apply. But I think 
the old title 9 is along the line that you are thinking about. 

We will see what we can do for you. 

Mr. Hiestanp. Thank you very much. 


- 
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Mr. Rains. Our next witness is another one of our colleagues on 
the Banking and Currency Committee, the Honorable Floyd Breed- 
ing. 

Come around, Mr. Breeding, we are glad to have you. 


STATEMENT OF HON. J. FLOYD BREEDING, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF KANSAS 


Mr. Breepinc. Thank you, Mr. Chairman, I am very happy to be 
able to bring to the attention of this distinguished Subcommittee on 
Housing letters I have received from constituents who have asked me 
to see that their voices are heard. 

Mr. Ratns. We will be glad to hear what you have to say. 

Mr. Breepine. I have only recently returned from visiting in my 
district where I had the opportunity to talk with one of my good 
friends in Liberal, Kans. This gentleman told me that he has built 
some 30 to 40 houses in the communities of Elkhart and Hugoton and 
lost more than $30,000 this past year. He blames it all on the present 
practice of discounting loans. 

I would like to submit to this subcommittee the letters I have pre- 
viously mentioned. In two instances I am requesting that their 
names be withheld. They deal entirely with home financing in my 
district as it is affected by interest rates and discounting loans by the 
various Government eeding agencies. 

Mr. Rarns. Would you like to leave the letters with the committee ? 
We will see them and return them to you. 

Mr. Breepina. I would like to. I would also like to leave all of the 
material I have with me in regard to these letters, especially the 
first, second, third, and fourth letters which do come from my district, 
and one from outside my district. 

Mr. Rains. Are most of them complaining about the high dis- 
counts ? 

Mr. Breepine. Yes, and some of them are talking about the increase 
in interest rates from 414 percent to 5 percent. They are reluctant, and 
so would I be to increase interest rates to GI’s but they think per- 
haps that would be the solution to offset these discounts. 

In some instances they make the remark that perhaps there should 
be some legislation in regard to a minimum of discounts on the 
paper. 

Mr. Rarns. You heard me ask Mr. Hiestand a question a moment 
ago about the possibility of putting into this bill a section in which 
we would give the Administrator authority to regulate the discounts 
based on geographical area, and so forth. Would you favor that 
kind of regulation ? 

Mr. Breeprna. I certainly would. I listened to that question with 
interest, and I thought that it might be the solution to part of the 
trouble. 

Mr. Ratns. Mr. Breeding, of course one of the big questions that 
your constituents and mine, and everybody else, has is the avail- 
ability of mortgage credit to get these homes. Would you favor 
a liberalization of downpayment, by that I mean to lower the amounts 
of downpayments so more people could get into the program or not? 

Mr. Breeprne. Well, I would think so. I am a little reluctant to 
say that we should increase interest rates, but I think 
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Mr. Rats. [I am reluctant to do so, also. I don’t know what will be 
the result over here on Wednesday, but you do agree and I am sure 
your constituents do that we need more mortgage credit available, and 
we ought to do something to curb excessive discounts. 

Mr. Breeptne. Yes. I would like to make this remark, Mr. Chair- 
man. In all of the correspondence I have received I have yet to hear 
from a GI or a home buyer in regard to this problem. All of my 
letters have come from builders and contractors. 

Mr. Rarns. I think it is an interesting comment to make to the 
members of the committee, that very few members of Congress have 
received letters from veterans commenting on the 5 percent interest 
rate. I have heard of very few. The greatest complaint is about 
the nonavailability of the money; isn’t that correct ? 

Mr. Breeprne. That is right. 

Mr. Rarns. Any questions, gentlemen ? 

Leave those letters with the staff and we will be glad to study them 
and return them to you. 

Mr. Breepinc. Thank you very much. 

(The correspondence referred to is as follows:) 


L. B. Hancock, INC., 
Dodge City, Kans., December 12, 1956. 
Hon. FRANK CARLSON, 
United States Senate, Washington, D. C. 

DgEAR SENATOR CARLSON: Thank you for your letter of December 10 with copy 
of letter to you from Albert Cole dated December 7. 

It does not, in the least, change my thinking with reference to FNMA oper- 
ations. I am just as confident today as I was when the first price sheet.of FNMA 
was issued, that the prices established by FNMA have been mostly responsible 
for the heavy discount on FHA insured and VA guaranteed loans. So long as 
FNMA sets a precedence of lower prices, why are the larger concerns going to 
do anything but follow that pattern? We all know that everyone looks up to a 
Government agency and takes the attitude that if such an agency can do such 
and such, we can do it too. I am not unaware of the general tight money 
situation, and again I refer you to the frozen interest rates of FHA and VA 
and the inconsistencies in the VA appraisal system. 

I have tried to impress upon everyone that the “little fellow” is the one who 
was, and would be, hurt the worst. His throat is now cut and until something 
is done to improve the situation, he will continue bleeding. So far as our little 
operations are concerned, we can only do what others have been doing for many 
months and that is to discontinue building for the low and middle income 
bracket people, and go to the higher priced property where FHA and GI loans 
are not a factor. 

I am not sure that we will even continue our loan operations as I haven’t 
built up enough courage to tell what few builders are left in the business the 
price that we can actually pay for aloan. I am also not unaware of the increase 
in the FHA interest rate effective December 4 but that was so long past due 
that little or no good will be accomplished, and so far as this area is concerned, 
we are almost where we were immediately after the rate was increased to 414 
percent. 

There will be no more GI loans whatever until something is done to improve 
the present situation. 

Very truly yours, 
L. B. Hancock, President. 


Mr. Rarns. Is Judge Lanham here? 

Is Congressman Bennett here, of Florida? 

Bill Ayres, of Ohio? He told me he was coming. I don’t see him. 
Congressman Porter. 

Mr. Porter. Yes, sir. 

Mr. Rarns. Come around, Mr. Porter. 
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STATEMENT OF HON. CHARLES 0. PORTER, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF OREGON 


Mr. Porter. Mr. Chairman, considering the district I come from, 
I approach the housing problem of this Nation perhaps somewhat 
differently from some of the rest of you gentlemen, although the main 
purpose of this committee—— 

Mr. Ratns. What is your district? 

Mr. Porter. My district is the Fourth District of Oregon, which 
cuts more timber than any other district in the country. This tight 
money situation which has affected the housing situation in this coun- 
try affects the economy of my district very much because 80 cents 
out of every dollar we get into the district—those we don’t just trade 
around with each other—comes from timber products, and this present 
situation has resulted in a real economic downturn in my district. In 
fact, my own election was affected in part because it was thought that 
the man I ran against wasn’t sufficiently concerned with the economic 
problems. 

I don’t want to get into that because the main thing, of course, that 
you are interested in is what we are interested in, an adequate house- 
ing program which will mean people can get the houses they need. 

I do have a prepared statement. I would just like to make a few 
remarks to the committee, answer any questions the committee may 
have, and then have permission to file my statement, which includes 
a summary of a bill I have introduced on this subject. 

Mr. Rains. We will be glad for you to do that. 

Mr. Porter. Of course, I don’t need to tell this committee about the 
50 million people Senator Sparkman found were living in overcrowded 
of substandard housing. There is no question about the need for some 
2 million units a year to keep up the housing needs of this Nation. 
Therefore, I make no apology for my own adherence to the support of 
some housing bill in this session of Congress where the need is so great 
and cetrainly my motivation is not just one of a Congressman. looking 
after the economic interests of his district, and nothing else. 

I am sure I don’t need to labor that point here. But the solution 
that I have recommended, and has been recommended by persons 
a good deal more learned than I, centers on several things. My bill, 
H. R. 4281, filed February 14, 1957, has about four main points which 
I want to go over briefly. 

First of all, I would like to increase FHA to $30,000 from $20,000. 
decrease downpayments and then, as for middle-income housing, I 
want to set up a cooperative housing administration, so people in non- 
profit groups could get together and have cooperative ownership. 
Then I want to have direct loans up to $10,000 with up to 30 years 
to pay back and, finally, for iow-rent public housing, instead of this 
35,000 each year we have authorized to be built in fiscal 1957 and fiseal 
1958, release for construction 810,000 low-rent units under the Housing 
Act of 1949. ' 

I have filed, as I say, a summary of that bill with my statement‘. 

(The complete statement of Mr. Porter is as follows :) 


893842—57 33 
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STATEMENT By Hon. CHARLES O. PORTER, FOURTH DISTRICT, OREGON 


Mr. Chairman, I greatly appreciate the opportunity of appearing before this 
subcommittee to speak on a subject which is of such timely importance to the 
people of my district, a district which cuts more timber than any other con- 
gressional district in the Nation. As you may know, the economic situation in 
the area I represent is not bright: As was pointed out to me in a letter which 
I received last Friday from Mr. A. F. Hartung, international president of the 
International Woodworkers of America, “The economy of the Pacific Northwest 
is dependent on the lumbering industry and this economy is becoming more 
depressed with each passing day.” 

Mr. Hartung goes on to state that: 

“Production at the mills is off about 10 percent and many workers are either 
completely unemployed or working only part time. Even more disturbing, how- 
ever, is the fact that the order files of the industry are down in the neighborhood 
of 15 percent at a time of the year when normally they would be showing definite 
signs of pickup for spring buying. Since the order figures are usually for a 
period 3 months in advance of mill fulfillment, you can see that the retail buyers 
apparently don’t expect any pickup in construction before June and nobody knows 
what’s going to take place after that. 

“Northwest plywood plants have announced sharp production cutbacks in a 
move aimed to hold the products’ present price line. The following is a list of 
plywood plants that are definitely going on a shorter workweek and others are 
sure to follow: Coquille Plywood, 5 plants of the U. 8. Plywood Co., 6 Simpson 
Logging Co. mills, 2 of the 4 Long-Bell divisions of the International Paper Co. 

“Chief cause of the industry’s troubled condition is the continued lag in demand 
from the construction industry. Normally we find a spring buying pickup for 
home building about this time of year but there is no indication that this is 
going to materialize. 

“We understand that the Eisenhower administration is about to propose a 
significant change in Government-backed housing programs. However, if our 
information is correct, we would not receive any benefit from this until July 
1958. Something will have to be done long before this time if the economy of the 
Northwest is not to be further crippled in the months immediately ahead. 

“It is quite apparent that the ‘tight money’ policy bas been a device to divert 
money from home mortgages to lending at much higher interest rate on such 
things as automobiles, home appliances, large industrial construction programs, 
and the like. Home builders and prospective home buyers are having a case 
of jitters and the psychological effect is having its toll on the lumber industry. 

“The real desire of people to buy homes has not ceased. They have been 
scared out of the market assuming that money for financing is unobtainable. 

“It is high time the present administration adopted some method of encour- 
aging home lending institutions to advance the necessary money to meet the 
demands for new homes that the wage earner in the $4,000 to $10,000 bracket is 
interested in building or buying. 

“We know that you are well aware of the situation in the Northwest and are 
sympathetic to finding proper remedies for the same. We send you this letter 
only for the purpose of assuring you that the situation gives every indication of 
becoming more, rather than less, serious and that the urgency for quick action 
is acute.” 

Gentlemen, this letter is typical of the correspondence I have been receiving 
from Oregon and especially from my district which has been as you can see, very 
hard hit by the depressed market for home building. It is my contention that 
this is an artificial depression, brought about by misguided monetary policies 
and failure to make available by direct Government loan and other means suffi- 
cient mortgage loans money to supply the demand. And there most certainly 
is an unmet demand. 

I would like to point out that America is a nation of homeowners. Never 
before in our history has this statement been more significant than today when 
59 percent of all nonfarm dwellings are owner occupied. In 1940 only 41 percent 
of our families owned their own homes, in 1950 the figure was 51. Yes, we are 
a nation of homeowners and we are a nation of young homeowners. The Fed- 
eral Reserve Board’s Consumer Finance Surveys indicate that the most striking 
increases in homeownership have been among the families headed by persons 35 
to 44 years of age. 

The growth in the number of owner-occupied homes from 17 million in 1948 to 
26 million in 1956 has been sparked to a large extent by the ambition of young 
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people to achieve homeownership early in their careers. If to this ambition we 
add the rising standard of living in this country, we have a tremendous potential 
for making this truly a land of proud homeowners, enjoying wholesome family 
living with stable, solid community roots—qualities well suited to the perpetua- 
tion of our dynamically expanding economy. 

In 1954 Fortune, one of the leading business magazines, predicted “the housing 
market—barring war or depression—now holds promise of providing the great 
United States ‘growth situation’ of the 1950’s and 1960's.” The magazine further 
predicted that housing was “the only one of the Nation’s four largest markets 
(the others are food, clothing, and water): that today has strong potentialities 
for growing faster than the economy as a whole.” Although the 1956 level of 
residential construction building was not as high as expected, the 2 years since 
1954 appear to have verified this potentiality of the house-building industry to 
contribute to a high level of production and employment. 

The home building industry is truly one of our basic industries. It has played 
an important part in the improvement of the country’s living standards, and 
the impact of all activities of the construction industry on the growth and 
stability of our economy cannot be over-estimated. Directly or indirectly the 
home construction industry affects every segment of the economy. Each year 
the industry pours into the economy billions of eapital funds; annually it con- 
tributes to the demand for consumer durable goods. 

American family budgets have been shifting in recent years to place more 
emrhasis on the purchase of household appliances and furniture—thus stimu- 
lating the production of consumer goods industries. Furniture, appliances, 
radios, television sets, electric freezers, refrigerators, washers, driers, and other 
consumer durable goods have claimed a growing proportion of the rising middle- 
income group’s dollar. 

The security which accompanies homeownership has been a potent factor in 
this increased demand of consumers for more and more of the comforts and 
eonveniences of living which are embodied in the many labor-saving appliances 
now used in the modern home. I am inclined to agree with those who have said 
that the American consumer was the core of the great 1955 prosperity. About 
45 percent of all spending units or almost 25 million spending units reported 
buying one or more items of furniture or a major household appliance during 
1955. The high level of consumer spending during 1956 has helped to convince 
many businessmen that the economy is healthy, has spurred investment of capital 
in plant expansion and has increased the availability of consumer credit. 
(About one-half of all purchases of major consumer durable goods are financed 
by installment credit.) 

This great mass of “consumer plant and equipment” in the form of consumers’ 
durables, automobiles and new housing is becoming increasingly important to 
the welfare of the economy. Statistics indicate that (in current dollars) private 
holdings of consumer durables in 1952 were valued at $141.5 billion and the value 
of residential structures was $247.7 billion, a total of $389.2 billion. During the 
years 1953, 1954, and 1955 consumers expended approximately $171.8 million on 
consumer durable goods and new homes, thereby continuing to increase the value 
of “consumer plant and equipment.” A particularly encouraging fact is that 
these increased consumer expenditures were widely distributed among groups 
of the population. 

There is another segment of our country’s economy to whom the home-building 
industry is of vital importance—that is the lumber industry. 


HOUSING AND THE LUMBER INDUSTRY 


I want to emphasize the extreme significance of the lumber industry to an 
entire national economy. Five of the most important needs of mankind— 
shelter, fuel, clothing, food, and transportation—can be met. in some degree by 
our forests and their products. 

Not the least of these is shelter. Great quantities of boards, house timbers, 
millwork in special shapes, moldings, door frames, fences, and other wood 
products are needed each year to house our growing population and to furnish 
the modern home so much in demand today. More than 70 percent of the lumber 
used annually in this country goes into the construction of homes and industrial 
buildings. Consumption of lumber in 1955 totaled 43 billion board-feet; 1956 
consumption was somewhat lower—approximately 39.8 billion board-feet. 

According to the specialists in the lumber business in the year just ended 
there was plenty of almost everything except money. The lack of financing for 
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home construction was in the opinion of these experts, the most important factor 
in the lumber picture for 1956. Softwood producers and hardwood flooring 
manufacturers were the hardest hit by the 1956 decline in housing starts. Soft- 
wood shipments lagged about 1 percent behind the year’s production and new 
orders were 2 percent below output. Hardwood shipments and new orders were 
5 percent lower than the 1956 production. 

The impact of the decline in housing starts on the lumber industry was not 
as depressing as it might have been because of the trend toward larger and better 
quality homes and the increased use of wood in a variety of ways. The new 
homes of 1956 utilized new wood in paneling, kitchen cabinets, and windows, as 
well as in decorative trim and exterior finish. Even in the modestly priced 
house, builders added wood paneling and wood kitchen cabinets to effect a custom 
look. 

While hardwood flooring shipments were on the downward trend during the 
past year, the furniture market continued to demand good hardwoods. This 
reflects the increased consumer interest in furniture designed for modern living 
in new homes of modern design. Thus, while the reduction in home building 
has had its impact upon the lumber industry, other factors, including industrial 
construction, have partially offset these effects. 

The prospect of more off-site prefabrication in home building, the continued 
trend toward larger and better quality housing, the home improvement and 
neighborhood conservation programs; the possibility of more liberalized housing 
credit policies, and the impetus to building which arose from the new Federal 
highway program; bid fair to keep the lumber industry on an even keel in the 
year ahead. 

Most housing experts agree that an average of approximately 2 million new 
houses per year are needed to maintain a housing inventory which will adequately 
supply our increasing population and replace the houses demolished through the 
slum-clearance program, or through fire and other destructive forces. In 1955 
American home builders placed 1.3 million nonfarm dwellings under construc- 
tion ; in 1956 housing starts approximately 1.1 million. Reductions in the hous- 
ing inventory through demolition, fire, flood, and hurricane damage have been 
estimated at from 200,000 to 300,000 annually. The number of new nonfarm 
dwellings started has exceeded the number of new household formations in 
recent years, but the extent to which this has augmented the total housing stock 
cannot be accurately determined. There is one thing that is certain, however; 
there is a continuing demand for homes and surplus habitable housing is 
a continuing demand for homes and surplus habitable housing is infinitesimal, if 
not nonexistent. 

VALUES OF HOMEOWNERSHIP 


Since the removal of most recent rent controls, the increase in rental costs 
has been more pronounced than the increase in home values. According to the 
1955 survey of consumer finances, while the median value of homes increased 
approximately 25 percent, median monthly rent increased 35 percent from 
the early part of 1949 to 1955. This is not the entire picture because the com- 
parative costs of renting as opposed to owning are not very clear. It appears 
that price and other financial, as well as sentimental, considerations favor own- 
ing rather than renting homes. 

For many, the purchase of a home is a savings investment which might not 
otherwise occur. For the low- and middie-income families, the purchase of a 
home is also an investment in family security. The prestige and sentimental 
satisfactions which accompany homeownership are not possible for most of the 
people who rent. Today homeownership represents a share in this country’s 
rising standard of living—and every family who desires a share in this higher 
standard of living is entitled to buy a share through the purchase of a home, if 
it so desires. 

But despite the apparent ability of American families who are enjoying full 
employment and adequate incomes to afford high-quality housing, this housing 
is not available to them. In the first place, the rising cost of construction has 
caused an increase in the value of new homes for sale and in the selling prices 
of existing homes. In the second place, there has been a diminishing availability 
of mortgage funds. ‘There are few homes being built today which are within 
the reach of families with incomes helow $5,000. The few homes which are 
being built to sell in the range of from $8,000 to $12,000 offer little choice in 
design or location and many are too small for wholesome family living. ‘There 
is a large and continuing demand for more good housing for the average American 


family. 
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One of the avenues to homeownership which is open to the family with an 
annual inceme of less than. $5,000 is cooperative housing. It is my hope that 
Congress will further strengthen the Housing Act provisions to encourage good 
housing at lower cost and lower monthly carrying charges through cooperative 
housing. 

It is my firm belief, however, that the greatest problem facing the homebuilding 
industry and the most important factor affecting the availability of homes to 
low- and middle-income families is the lack of sufficient mortgage funds. 

The Federal Housing Administration took action in the fall of 1956 to ease 
the restrictions on the housing market. Lowering downpayments on homes 
selling at $9,000 or less: increasing the borrowing power of savings and loan 
associations of the Federal Home Loan Bank Board; and liberalizing the opera- 
tions of Fannie May (the Federal National Mortgage Association) were steps 
in the right direction but no accurate appraisal can be made of the results at this 
time. It does not appear to have brought about a marked increase in funds. 

There are those who have looked askance at the new, more liberal mortgage 
patterns which have been developing over the past several years. But to my 
mind, the evidence overwhelmingly proves that this system of home financing 
has been soundly based. The conflict currently waging over whether credit 
should be further liberalized is one of the most important issues to be settled in 
this present session of Congress. I for one intend to propose that more mort- 
gage funds be made available. I am in full agreement with a statement which 
appeared in a recent news release of a national real-estate association : 

“Opportunity for homeownership has been definitely restricted by the growing 
shortage of money for the insured mortgage program, It is important now that 
the public, with the highest earnings in history and with the highest level of 
employment we have ever known, not be discouraged in entering into sound 
homeownership programs.” 

A prosperous and stable building industry is essential to the economy of the 
entire country. We cannot have a “stable building industry” if adequate supplies 
of mortgage funds are not available. The supply of funds for investment in 
mortgages depends upon the flow of savings, alternative opportunities for in- 
vesting funds, and on the general condition of credit and capital markets. The 
large demands for credit over the past 2 years have caused an appreciable tighten- 
ing of the money market; and there has been a high level of competition for 
investment of funds—thus pushing up the price of money. 

At the same time that the demand for home mortgage funds has been 
increasing, delinquency rates have been at a minimum. Lenders report excellent 
experience with loans. This experience, coupled with increased secondary market 
operations, appears to me to represent confidence in the safety of investments 
in mortgages. 

The recent formation of the Investors Central Management Corp.—an organi- 
zation of mortgage companies—is further proof of the safety of mortgage invest- 
ments. Traditionally, pension funds have been placed in low-yielding bonds 
instead of into mortgages with higher yields, because of service costs. The 
Investors Central Management Corp. has been organized to solve the special 
servicing problems in order to encourage the investment of more pension funds 
in mortgages. Surely, if private mortgage companies consider the mortgage 
market safe for such investments, Federal pension funds should also be available 
to increase the supply of mortgage funds. This, to my mind, is one of the most 
logical avenues for increasing the supply of mortgage money. 

The present magnitude of mortgage debt is the cause of much apprehension. 
But homeowners have met their payments; institutions, including banks, have 
been eagerly investing in mortgages; and the Government has not suffered any 
appreciable loss on its mortgage insurance program. Therefore, the fears 
expressed over expansion of the mortgage debt, while not unwise or untimely, 
appear to me to be somewhat out of proportion to the possible advantageous 
effect on general economic prosperity. Important as the building industry is 
to our economy, I do not believe that additional expansion of the mortgage 
market will cause an economic setback. During the entire postwar period, 
industries have gone through periods of recession without seriously damaging 
the country’s economic prosperity. Caution is without a doubt in order—but 
too much caution may bring about the very result most feared by the cantious— 
a precipitous depression in the home-building industry and a disastrous effect 
upon the country’s economic prosperity. 

Home building is dependent upon credit for its existence. If more mortgage 
funds are available, our inventory of existing homes can more readily be recon- 
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ditioned for sales to the family with limited means and more new homes will be 
available for all those who wish to purchase. 

Mr. Chairman, I want to thank you for permitting me to appear here before 
this subcommittee this afternoon, and I would like to ask your permission to 
have included in my testimony the following analysis of my bill, H. R. 4821, 
which I introduced on February 14, 1957. It is my hope that this bill, either 
in its present form or in a modified form, or some other similar piece of legisla- 
tion containing the major portion of this bill’s important provisions, will be 
reported out favorably by the committee. 


BrikF SUMMARY OF THE MAJOR PROVISIONS OF H. R. 4821, 85rH CONGRESS, 1sT 
SESSION 


The major purposes of this bill are to amend the National Housing Act to 
extend and improve existing housing programs, to establish new programs to 
meet special housing needs, and to provide for a considerable increase in the 
funds available for mortgage loans to home builders. 


SECTION 2—SALES HOUSING MORTGAGE INSURANCE 


(a) The purpose of this subsection is to amend the National Housing Act by 
giving special treatment to one-family dwellings under the FHA loan provisions. 
The effect would be to increase the maximum mortgage amount to be insured 
by the FHA and to decrease the required downpayment. It would increase the 
mortgage loan insurance provision from a maximum of $20,000 on a single-family 
residence to $30,000 and decrease the required downpayment as shown on the 
table included in this section. 

(6b) This part of the section would decrease the FHA loan rate from 5 percent 
to 4% percent, bringing the rate into line with current rates on veterans’ loans. 


SECTION 3 MIDDLE INCOME HOUSING 


The purpose of this section is to provide a means whereby housing of sound 
standards of design, construction, livability, and size for adequate family life, 
in well-planned, integrated, residential neighborhoods, can be produced and made 
available for families of moderate income. 

“Family of moderate income” is defined in the bill as any family of two or 
more persons within the estimated middle one-third, according to total money 
income from all sources, of all such families in the locality or metropolitan area 
where the housing project is to be located. 

The section sets up a Cooperative Housing Administration, headed by a Cooper- 
ative Housing Administrator appointed by the President. It would be a con- 
stituent agency of the Housing and Home Finance Agency. The bill also would 
create the “National Mortgage Corporation for Housing Cooperatives,” whose 
board of five directors would be appointed by the Commissioner of the Coopera- 
tive Housing Administration. The Corporation would be empowered to make 
loans to eligible borrowers for the purpose of financing the development of hous- 
ing projects. In order to be eligible, the borrowers would have to be certified 
by tne Commissioner as a nonprofit cooperative ownership housing corporation 
or a private nonprofit corporation under certain standards and restrictions set 
forth in detail in the bill. The Commissioner would be directed to furnish 
technical advice and assistance in the organization of such nonprofit bodies and 
also to provide assistance in the planning, design, financing, construction, and man- 
agement of such projects until such time as this advice and assistance is no 
longer reqnired by the project management. Other provisions of this section 
would set up the methods of providing capital for loans to finance these housing 
projects and also sets up certain safeguards involving construction and financing, 
and details the powers and operations of the National Mortgage Corporation for 
Housing Cooperatives and the Cooperative Housing Administration. 

This program wonld replace present inadequate programs for middle-income 
housing. 

SECTION 4—SUPPLEMENTAL DIRECT HOUSING LOANS 


This section would amend the National Housing Act by authorizing the Com- 
missioner to make direct loans to eligible borrowers up to $10,000 in original prin- 
cipal amount. HEligibility includes satisfactory credit risk, payments in relation 
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to income, inability to obtain a loan from private sources at or below the rate set 
by the Commissioner, or under the GI bill or the Farm Tenant Act, or present 
FHA provisions, and that the property involved meets certain standards. The 
loans would mature in not more than 30 years. 


SECTION 5——-LOW-RENT PUBLIC HOUSING 


The purpose of this section is to release for immediate or future construction 
as needed the 810,000 low-rent public housing units authorized by the Housing 
Act of 1949. Present law allows contracts to be entered into for the construction 
of only 35,000 of these units in fiscal year 1957 and 35,000 units in fiscal year 
1958. 


SECTION 6—SUPPLEMENTAL DIRECT LOANS TO VETERANS 


This section of the bill would— 

(1) Make direct supplemental veterans’ loans available in urban areas as well 
as in rural areas. 

(2) Direct the Administrator not to submit loan applications to private lenders 
until action on the loan is taken by the Veterans’ Administration. Present prac- 
tice in many localities is to submit each application to a board of local lenders 
for “approval” before transmission to the VA. 

(3) Make available $1 billion for direct loans to veterans. 


SECTION 7—-MORTGAGES CONSTITUTING LEGAL INVESTMENTS 


This is an extremely important provision of the bill. Its effect as law would 
be to make first mortgage loans insured by the National Housing Act or 
guaranteed by the GI bill “legal investments.” This means that officers who con- 
trol trust funds or other public funds of the United States Government would be 
euthorized to invest part or all of such funds in these mortgages. This would, 
of course, make a tremendous reservoir of money available for loans to eligible 
borrowers, a reservoir which does not now exist. Among the funds affected 
would be the great reserves now held in the trust funds of the Social Security 
Administration and by the Veterans’ Administration through its national service 
life insurance operation. The overall effect would be the correction of the present 
“tight money” situation in the home loan field, a general increase in borrowing 
for home construction, and a resultant upsurge in the use of lumber and lumber 
products. 

Mr. Ratns. What is your main town, Mr. Porter? 

Mr. Porrer. Eugene, Oreg. 

Mr. Rats. I have never had the privilege of being out there, and 
[ have difficulty in getting in my mind where that is. Is that on the far 
Pacific Coast ¢ 

Mr. Porrer. Mr. Chairman, my district is in the southwestern corner 
of Oregon. Eugene, the principal town, is 90 miles—probably 70, as 
the crow files, from the Pacific Ocean. 

Mr. Rains. What kind of lumber do you have? 

Mr. Porrer. Douglas fir, primarily. 

Mr. Ratns. And you say 80 percent of the economics of your district 
is wrapped up in lumber ¢ 

Mr. Porter. Eighty cents out of every dollar. 

Mr. Ras. We had a retail lumberman appearing before this com- 
mittee the other day, and he didn’t seem to be too much concerned. He 
seemed to think the lumber business was pretty good. How about it 
at the grassroots level, at the sawmill level, is it pretty good there or 
not ¢ 

Mr. Porter. In the first part of my statement, Mr. Chairman, I 
incorporated a letter which I received yesterday from Mr. A. L. Har- 
tung, president, International Woodworkers of America, and he cites 
plants closing up, people out of work. He says even more disturbing is 
the fact that production in mills is off 10 percent, and many workers are 
completely unemployed or working only part time. 
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Parenthetically, let me say we have seasonal layotts. February is 
the worst month every year, but it is worse this year than it has been 
for a long time. Even more disturbing is the fact that the order 
files of the industry are down in the neighborhood of 15 percent at-a 
time of the year when normally they would be showi ing definite signs 
of pickup for spring buying. 

Since the order figures are usually for a period 3 months in advance 
of mill fulfillment, you can see that the retail buyers apparently don’t 
expect any pickup in construction before June, and nobody knows 
what is going to take place after that. They are very disturbed, and 
I would like to have the chairman’s permission to make available other 
correspondence which I did not bring along, but in view of the chair- 
man’s question, may be helpful to the committee. 

Mr. Rains. If you will submit some of your correspondence to the 
staff we will select some of it that may be appropriate in the record. 
We don't like to burden it with all of it. We would like to know the 
situation at the sawmill and woodcutting and lumber cutting level, 
because, after all, it is the criteria of the lack of 1 or 2 things: Either 
people don’t want houses, and don’t need them, which I don’t believe, 
or else there is not sufficient money available with which to finance 
them. 

Mr. Porrer. I might say your latter theory is the one that the 
people out there who have looked into this have adopted and believe in. 

Mr. Rarns. Thank you very much. 

Any questions ? 

Mr. Tate. Mr. Chairman. 

Mr. Rains. Dr. Talle. 

Mr. Taute. I understand, Mr. Porter, that there is an ample supply 
of lumber. 

Mr. Porter. Yes, there is. 

Mr. Tate. In other words, the Jumber cutting and lumber milling 
business is depressed ? 

Mr. Porrrr. Yes, chiefly that is due to the fact that the bigger com- 
panies have established sustained-vield programs, not as perfectly as 
we would like, and also that the Forest Service and Bureau of Land 
Management are definitely on sustained yield, so we do have programs 
which ; give us an awful lot of lumber to draw on for any housing pro- 
gram we can finance. 

Mr. Tatie. What effect has that situation had on the prices of 
lumber ? 

Mr. Porrer. You mean the fact that there is sustained yield, does 
that affect the price of lumber ? 

Mr. Tauxe. The fact that there is a surplus; in other words, sales 
have dropped, haven't they ? 

Mr. Porter. The surplus results from the fact that we aren’t getting 
the orders. I don’t know that I understand the question. 

Mr. Ratns. Hasthe price of lumber dropped, though, that is what he 
is asking. 

Mr. Porter. Yes, the price of lumber has dropped. 

Mr. Taute. It has gone down? 

Mr. Porrer. Yes, it is substantially down. I was just talking with 
the Bureau of Land Management chief from my district the other 
day, and he was commenting about how their sales prices had gone 
down. 


een 
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Mr. Tauir. You are not aware of any new zoning regulations which 
might require, say, brick to be used instead of lumber, so that wouldn’t 
enter into the picture, would it ? 

Mr. Porrer. I am not familiar with any substantial effect that such 
in response to slowing up of sales. 

Mr. Tate. I am not, either. I would think prices would go down 
in response to showing up of sales. 

Mr. McDonoveu. Will the gentleman yield at that point ¢ 

Mr. Tate. I have finished. Thank you, Mr. Porter. 

Mr. Rarns. Mr. McDonough. 

Mr. McDonoven. Insofar as prices going down is concerned, pro- 
duction is what you are speaking about ; is that down ? 

Mr. Porrer. Yes. 

Mr. McDonoveu. In other words, if they don’t cut the tree they 
don’t change the price of the lumber unless it is cut and ready to 
deliver ? 

Mr. Porter. That is correct, Mr. McDonough. Prices are down, 
also. Production and prices are down. 

Mr. McDonovueu. You mean the inventory they have on hand they 
are selling for less money than they did before ? 

Mr. Porter. They can’t get the money they used to, But they don’t 
cut. There is a point where there is no point in going into business. 

Mr. McDonoveu. Is that largely Weyerhauser oper ation up there ? 

Mr. Porter. That is just one of the large companies. There are 
Oregon Pacific, United States Plywood, and many other big ones. 
The big operators have the bulk of the market. The small operator 
has definitely been put to the wall by the present situation, more so 
than ever before. 

Mr. McDonoucu. What is your unemployment record up there ? 

Mr. Porrer. Unemployment eased off somewhat during February 
but the short month brought unemployment benefits of $4, 102,215 ), only 
5 percent less than in January and the fourth highest month’s ‘total 
in 19 years. Local offices estimated 55,200 persons actively aes 
jobs, a drop of 8,300 in 28 days but 3,300 higher than a year ago. 
Claims were continuing at the rate of about 35 000 a week tie nes arly 
100,000 covered workers who have filed initial claims. First payments 
have been made to over 60,000 since the start of the benefit year last 
July, while more than 1,500 have drawn maximum annual amounts 

Mr. McDonoven. What about the, housing projects, is there a de- 
mand for houses, individuals want to buy houses, and they are not 
there for them ? 

Mr. Porrer. Yes, sir: we share that with the rest of the country. 
There is a shortage of money which people want but cannot get. 
Banks cannot supply it. It isn’t available. 

Mr. McDonoven. Do you know the average amount of discounts 
of mor tgages in Oregon ? 

Mr. Prrrer. I don’t know the amount. I know it is a practice 
because that is the only way they can get the money, by going along 
with discounts, but I do not know how many points have “been given, 
or what is necessary. 

Mr. McDonoven. Now, in the financing of the lumber operations 
when things are going along at full blast, is it eastern money that 
finances the lumber business, or do they have capital to operate 
themselves ? 
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Mr. Porter. I don’t think I can answer that. It is both. Most 
of the financing in the lumber busines outside of the huge firms that 
supply their own funds and have an integrated outfit, Pope & Talbott, 
Long-Bell, they finance their own operations, but the others are 
financed largely through brokers who operate as bankers as well us 
sellers. 

Mr. McDonoven. Well, we are not attempting to help them in this 
legislation, of course. It would only be indirectly by helping the 
housing industry. 

Mr. Porter. I think that isa separate situation ; yes, sir. 

Mr. McDonoven. But you do believe that there is a demand for 
housing not satisfied in the State of Oregon ? 

Mr. Porter. I certainly do; yes, sir. 

Mr. McDonoven. And it is not being met because of the tight 
money situation, the high discounts, and the lack of mortgage money 
to finance tract development ? 

Mr. Porter. That is correct. 

Mr. McDonoven. Have you any opinion—you have heard some of 
the testimony here, and the bills before the Congress on the use of the 
national life insurance fund as a means of financing —— 

Mr. Porrrr. Mr. McDonough, my bill goes further than that. The 
provision in my bill makes it possible for any of these trust. funds, 
including social security, to invest in Government supported mort- 
gages, which would make a considerably larger sum available than 
any proposal T know of. 

Mr. McDonoven. Do you limit the amount of money in the fund 
that may be used for that purpose ? 

Mr. Porter. No, this is merely an authorization for the funds to so 
invest. I had an exchange of correspondence with Dan Throop 
Smith, which the committee may be interested in, the Deputy Secre- 
tary of the Treasury, where he pointed out if this were done it would 
be inflationary because the Government would have to go some place 
else and get the money to put in bonds. If the money went into these 
mortgages the Government would have to seek elsewhere for their 
money. 

I am quite willing to face up to that possibility, and if to that extent 
it is inflationary it seems to me it is one of the risks which must be 
taken in view of the seriousness of the present problem. 

Mr. McDonoven. That is all,Mr. Chairman. 

Mr. Rarns. Mr. Betts. 

Mr. Berts. No questions. 

Mr. Ratns. Dr. Talle has one more question. 

Mr. Tair. Yes. 

I have seen your magnificent Douglas-fir trees, Mr. Porter. They 
certainly were a sight to see, and the West has the redwood forests 
too. 

I wanted to ask you inasmuch as I am very much interested in 
forestry, when cutting is done is an attempt made to replant as you 
cut? 

Mr. Porter. Well, of course, Mr. Talle, it depends on whose land it 
is, but when it is Government’s land, under these programs of sustained 
vield which are very strictly enforced by the United States Forest 
Service, they do. They replant and they take care of their land. 
Under some private cutting they don’t do it as much as we would like. 


HOUSING ACT OF 1957 515 


As I say, some of the larger companies are beginning to do that more 
and more, but we still have a long way to go before we can say we are 
actually doing what the Europeans have been doing for a long time, 
using everything. About a third of the tree is wasted now, that is an- 
other problem, but it is concerned with conservation and perpetuation 
of these forests. We are using about two-thirds of the tree. The rest 
we are burning up at the show, the site, as they call it, or at the mill. 

We are not using as much as we should, but we do ‘have tremendous 
tree planting programs going on. I fear not nearly as much as we 
should be doing, on lands outside of the Government holdings, but it 
is a problem we are aware of, a problem which we hope to overcome. 

Mr. Tauie. You agree with me that scientific forestry is a very 
important aspect of conservation ¢ 

Mr. Porrer. Yes, sir; 100 percent. 

Mr. Tatre. Thank you. 

Mr. Rats. Thank you, Mr. Porter. We are glad you came before 
our committee. 

I see our old-time friend and good friend, Judge Lanham, back 
there. The judge has a little statement about a segment of the bill I 
am also vitally interested in. 


STATEMENT OF HON. HENDERSON LANHAM, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF GEORGIA 


Mr. Lannam. I would much rather you had said longtime friend 
than oldtime friend. That hits the spot. 

Mr. Rats. I have a birthday today and I know how you feel. 

Mr, Lanuam. Mr, Chairman, members of the committee, you are 
generous to permit me to come before you and talk to you about a 
bill that I have introduced, but which I hope will simply be made : 
part of whatever housing bill you report. 

I have a written statement which I will submit for the record. I 
may read a paragraph or two, and then we might discuss the problem, 
Mr. Chairman. 

Mr. Rarns. You may proceed in any way you desire, Judge. 

(The ¢ omplete statement of Mr. Lanham is as follows :) 


Mr. Chairman, you and members of the committee are generous in giving me 
this time to discuss with you H. R. 4798, which I recently introduced. This bill 
would amend title 5 of the National Housing Act, as amended, by adding thereto 
a new paragraph numbered section 517, as follows: 

“With respect to any mortgage insured under Section @08 of the National 
Housing Act and assigned to the Commissioner by reason of default, the Com- 
missioner is empowered, in his discretion, to make a determination, pursuant to 
such rules and regulations as he may prescribe, as to the maximum mortgage 
amount that the property will reasonably carry, and to adjust and reduce the 
inortgage amount pursuant to his determination in order to avoid the necessity 
for foreclosure and acquisition or sale of the property: Provided, however, That 
this section shall be applicable only in those cases in which the original owners, 
sponsors or parties in interest are still the owners of the property subject to the 
said mortgage, and that only one such adjustment can be made with respect to 
any particular mortgage.” 

If the committee should think it wise, the foregoing provisions could be made 
applicable to any project mortgage. The language could, of course, be broadened 
to include mortgages under other sections of the act, for instance, 207, 213 
which deals with management, and 803, prior to 1955, and 908. 

It will be noticed that the bill applies only to mortgages assigned to the FHA 
Commissioner because of the difficulty of issuing debentures to private mortga- 
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gees for the partial loss sustained by mortgage adjustment in the case of insured 
mortgages. 

The reference to rules and regulations prescribed by the Commissioner per- 
mits administrative disqualification of those who made “windfall” profits, 
those who neglected the maintenance and thereby brought on their own diffi- 
culties, and those who in other ways proved to be unceeperative with the FHA 
or unwise in the management of the project. Your committee might think it 
would be better if these restrictions were actually written into the bill itself. 
It contemplates a current valuation of the property in the light of rents that can 
be obtained in the market and a revision downward of the mortgage to a debt 
the income can service with adequate provision for continuing maintenance, 
normal operating expense, and appropriate contribution to a reserve fund for 
replacement of capital items. 

The net result, of course, would be to resolve the loss to FHA without the 
necessity for foreclosure and resale proceedings. It contemplates that this 
concession would be available only to original owners and is limited to one such 
adjustment. In any such procedure as is here proposed, there would naturally 
arise possible inequities and there could be opened up the possibility of either an 
imposition or favoritism. In order to avoid such situations, the committee might 
think it wise to divide the suggested section into subsections, one of which might 
provide for a board or commission to make the determination as to the pro- 
priety of making an adjustment, and the amount thereof. 

All of us are fully aware of the fact that under title 608 of the Housing Act 
there were many who took advantage of it to make huge “windfall” profits. The 
amendment to the act that I am proposing would, of course, not apply to any 
such person or persons. While there were many abuses of title 608, there were 
many occasions where at the urging of the FHA and others administering the 
National Housing Act, people built apartment housing units which when a slight 
recession came could not be rented at the rental proposed at the time the agree- 
ment was entered into by the FHA and the persons building the apartments. 
Two constituents of mine, Mr. L. N. Shahan, Jr., onetime president of one of 
Rome, Ga.’s largest banks, and Tom Willingham, a prominent attorney of that 
city, under pressure from the FHA officials of the regional office in Atlanta, 
built in Rome, a city of between 40 and 50 thousand people, 72, 2-bedroom units. 
It was expected that these units could be rented for $82.50 a month. However, 
when the building was completed, the units could not be rented for more than 
$72.50. Even at this rental many of the units stayed vacant so that eventually 
with the approval of the Housing officials in Washington, the rental was reduced 
to $62.50 a month. Of course, the payments of principal and interest could not be 
met from these low rentals and gradually the amount due the mortgagee became 
unmanageable. Eventually the mortgagee was paid off with debentures and the 
mortgage was transferred to the Commissioner. And the title remains there to 
date. 

Mr. Shahan and Mr. Willingham have made a noble effort to pay the indebted- 
ness, have given of their time and energy toward keeping the units rented, 
and have made several trips to Washington and have found the housing people 
quite cooperative in an effort to help them save the project. These men devoted 
5 or 6 acres of very valuable land on what is now the 4lane Martha Berry 
Highway between Rome and Chattanooga, Tenn. 

Recently there was much industrial development and activity in the Rome area 
and for the past year or two the units have been rented at $72.50 a month and 
until quite recently all the units were occupied. Now there is a slight slump 
and there are about 20 vacancies in the buildings. 

The upshot of the whole matter is that it has become apparent that the Govern- 
ment must either take the units over and operate them or must foreclose and sell 
them for whatever price the units will bring. In a sense this would be quite 
unfair to these men who have acted in good faith at all times and who have made 
such a valiant effort to fulfill their obligation to the housing authorities. Since 
in some way the water must be wrung out of the project and the capital indebted- 
ness put upon a basis that can be served by the rent, it seems to me that this 
should be done so as to preserve for the men who acted in good faith in this 
matter whatever equity there might be after the readjustment of the indebted- 
ness. If the property is sold at publie sale, these men may be unable to finance 
the property and thus be unable to purchase it. 

I am sure that at least some other people acting in good faith have found 
themselves in the same condition as these gentlemen from my home city. I 
believe, Mr. Rains, that in your own city there is a unit that has been in trouble, 
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though probably not to the extent of my constituents. If something along the 
line proposed in my bill and this statement could be incorporated in whatever 
housing bill is reported this year, it would please me very much and, I believe, 
do equity to those persons who were persuaded to build apartments under this 
section of the law at a time when housing was so badly needed. 

Mr. Lanuam. This bill would amend title V of the National Hous- 
ing Act, as amended, by adding thereto a new paragraph numbered 
section 517, as follows: 

With respect to any mortgage insured under section 608 of the National Hous- 
ing Act and assigned to the Commissioner by reason of default, the Commissioner 
is empowered, in his discretion, to make a determination, pursuant to such rules 
and regulations as he may prescribe, as to the maximum mortgage amount that 
the property will reasonably carry, and to adjust and reduce the mortgage 
amount pursuant to bis determination in order to avoid the necessity for fore- 
closure and acquisition or sale of the property : Provided, however, That this sec- 
tion shall be applicable only in those cases in which the original owners, sponsors, 
or parties in interest are still the owners of the property subject to the said 
mortgage, and that only one such adjustment can be made with respect to any 
particular mortgage. 

Now, as we all know, section 608 of the Housing Act was terribly 
abused. There were many abuses of it, many windfall profits made. 
On the other hand, there were people who were persuaded by the re- 
gional officers of our housing authorities to go into this program at a 
time when housing was badly needed. Sometimes they overbuilt, and 
were not able to rent the apartments, or the housing, or the units at 
the amount set up when the overall plan was entered into between the 
housing authorities through the FHA and the sponsors of the housing. 

Now, in my home city of Rome, Ga., a city of from forty to fifty 
thousand people, after the law was passed, after 608 was adopted, the 
office in Atlanta, the regional FHA office, sent somebody up to Rome, 
and he met with a number of people there and urged that housing be 
built—two of my close personal friends, men of integrity, one of them 
at, the time was president of one of the largest banks in the city, the 
other was and is a prominent attorney. They had some very valuable 
land out at the edge of the city; the land, of course, is much more 
valuable now even.than it was at that time. 

They entered into an agreement with the FHA to build 72 units. 
As a matter of fact, they ought to have built about half that number 
of units because in a town of that size, the people as a rule do not like 
apartment living, but prefer separate houses; but at any rate they 
were encouraged to build these units. 

After they built the units, which were set up to rent at $82.50 a 
month, they found that they couldn’t possibly rent them for that price. 
They had to reduce the rental to $72.50. Even at that rental at that 
time it was impossible to rent any large number of the units. They 
were eventually forced to reduce the rental to $62.50. 

They then began to fill the units and when a great deal of industrial 
development took place in the city they were finally able to raise the 
rent again to $72.50 and for about 18 months or 2 years to keep the 
building occupied with maybe 1 or 2 vacancies that occurred from 
time to time. 

21) PF an co 4 tO% 1 » »4 y . te © > 
_ But, of course, at the lower inc ome it was utterly impossible for that 
income to service the mortgage. They had made several trips to Wash- 
ington. he housing people have cooperated splendidly with them, 
and have tried to help them to work out some way of saving the units. 
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They have put in this valuable land. They have also given their time 
and efforts, and they have worried a great deal about the whole 
proposition. 

Now, we are up against this problem: Finally, the mortgagee was 
paid off with debentures, and the mortgage is now in the Commis- 
sioner—the title to the mortgage. Now, ‘this proposed bill would per- 
mit the Commissioner, under ‘Tegulations that he would promulgate 
in cases like this where the parties acted in good faith, and where it is 
found that under the original program it is ‘utterly impossible for the 
rentals to pay the prince ipal and the interest, and for the maintenance 
of the units, to reduce the mortgage principal rather than to foreclose 
and sell the units. In that way these people who have acted in good 
faith and have tried to provide housing at a time when the Govern- 
ment needed it, might be able to buy the property in at a sale. On the 
other hand, with money tight like it is now they probably couldn't 
finance it, and this property “would go to somebody who had done noth- 
ing to promote housing, and these people would lose all that they 
have put into it in the way of time, energy, and money. 

Mr. Rains. The Government would also lose there. There would 
be foreclosure. 

Mr. Lanuam. Yes; it would. You have to squeeze the water out 
somehow, and it seems it would be wiser to give the Commissioner the 
right to do as this bill would provide and determine the mortgage 
value of the property and try to arrange it so that the present owners, 
the men who sponsored it, could save the property. 

Mr. McDonoven. W ould you disqualify the original builders on the 
hid if the Commissioner offered it for public sale ? 

Mr. Lanuam. I don’t know what would happen. 

Mr. McDonovuen. Suppose the Commissioner would offer it for pub- 
lic bid, and the high bid was lower than the original cost, would you 
disqualify the fellow that first built the project in the bidding? 

Mr. Lanuam. No. We want to give the Commissioner the right to 
determine the value of the property and reduce the mortgage by that 
amount rather than to sell it. 

Mr. McDonouen. You said a moment ago that the Government in- 
vited these people or encouraged these people to build these projects. 

Mr. Lanuam. They did. 

Mr. McDonovex. When you say that, who do you mean by the 
Government ? 

Mr. Lannam. The FHA, the regional office from Atlanta sent an 
agent to Rome and had a public meeting in which he urged that the 
people there enter into this program 608. 

Mr. Apponizio. There aren’t many cases like that that you know of 
throughout the country; this is more or less an isolated one, isn’t it ¢ 
This is rather unique. I though most people who were in 608 program 
made a lot of money, at least from the new spaper reports. 

Mr, Lanuam. That is what I said to begin with, they made a lot of 
money, lots of them, windfall profits, but there w as nothing like that in 
this case, and a few ‘other cases. I believe the chairman has in his own 
city a housing unit that probably isn’t in quite as bad condition as this, 
but is in distress. 

Mr. Rarns. Throughout the country there are a great many under 
this kind of circumstance, and this is not an effort to get a giveaway. 
This is an effort to save the Government money and to save these 
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buildings from falling into the hands of sharpies who want to come 
in and buy it for nothing, and kick out the people who have gone 
along with it. 

Now, I was interested in noting, and I thought it ought to be in 
your bill, before I get to a further discussion of it, a statement that 
anybody ‘who had a windfall profit could not have this kind of con- 
sideration. In my own city, and in many cases I know of this kind 
of situation. 

Shall they go through the wringer by foreclosure, at a loss and a 
sacrifice both to the Government and to the original sponsors who got 
the money out of them, and it should be limited to that ? 

Not only is that true, but the bill the judge has here does not 
direct—I want you to keep this in dna icon not direct the Com- 
missioner to do this, it simply says he may by promulgation take this 
into consideration in trying to work out what is a hard situation; 
isn’t that correct, Judge ¢ 

Mr. Lanuam. Yes; and then probably there should be written into 
the bill a provision such as you suggest, that no one who had gotten 
a windfall profit would be permitted to benefit from this bill. There 
are several provisions, as I have set out in my formal statement that 
probably should be included in the bill if it is made a part of your 
regular housing bill. 

Now, it might even be necessary to relieve the commissioner from 
any pressure or any suggestion that he might do something wrong 
about it. There might be a commission of certain officials in the 
housing department ‘to say in any particular case whether it meets 
the requirements set forth either by the regulations or in the law, 
if you see fit to write those requir ements into the law. 

Mr. McDonoven. Well, hasn’t the situation in Rome, Ga., changed 
since the original building of this project to the extent that those 
rents are how ‘higher than $62. 50? 

Mr. Lannam. Yes, they are now $72.50. 

Mr. McDonouecn. But they can’t stand a price of $82 50? 

Mr. Lannam. No, and they won’t pay out even at $72.50. 

Mr. Rarns. But if time went on and it was in the hands of the 
Commissioner instead of foreclosing and wringing the profit. out, 
the progress might take care of a sufficient amount to finally amortize 
the mortgage; isn’t that correct ? 

Mr. Lanuam. We thought that might happen, but it is perfectly 
apparent now that it cannot be done, and the Commissioner has gone 
atone and has permitted them not to set aside the reserve for repairs, 
and at one time I think actually lowered the interest rate, but then 
deciding that that was unwise, at the end of that period they refused 
to lower the interest rate, but they have permitted them to pay the 
interest and the taxes, but pay nothing on the principal. 

Well, now, that is the situation it is in now. 

Yes, there was a boom in the town for a year or two, and the apart- 
ments were rented fully, and they got $72.50 a month, but even at that 
they simply cannot pay out. 

Mr. Rarns. Mr. Addonizio. 

Mr. Apponizi1o, Judge, your proposal would limit it only to 608’s, 
wouldn’t it? 
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Mr. Lannam. That is right. There are other sections that might be 
included. Some of you may know of cases like this under some other 
section of the bill. 

Mr. Apponizio. That is what I was going to ask you about, as to the 
rest of the rental housing program, whether you think it would be 
advisable to extend it into that. 

Mr. Rarns. Well, as long as it is permissive and not directive, I 
don’t see how there could be : any great difficulty with it. 

Mr. Lanuam. That is right, and as long as you hedge it about so 
these people who did make money out of this deal couldn't have the 
benefit, those who made unjust profits. I think it is wiser to try to 
wring it out so as to let the people who have given their time and their 
money to it get some benefit rather than let some fly-by-night come and 
buy the property in. The Government will lose either way. 

Mr. McDonoven. Who are we bailing out in this instance with this 
type of legislation, the original builders? 

Mr. Lanuam. Innocent builders. 

Mr. McDonoueu. The original builders? 

Mr. Lannam. Yes. 

Mr. Apponizio. And the Government would benefit from this, too. 

Mr. Lanuam. Surely, because the Government will have to take a 
loss one way or the other. 

Mr. McDonoven. You mean on the insurance on the loan ? 

Mr. Lanuam. They have the title to the property now, and they 
have either got to sell the mortgage or they have to sell the property. 

Mr. McDonoven. Wouldn't we be est: iblishing a precedent here of 
insuring builders against loss if by misjudging the situation at the 
invitation of FHA they went into the building of such an investment ? 

Now, what we are going to say about the fellow who built around 
defense plants that. needed housing, or around Army camps that 
needed housing, and then the Government moves the Army camp to 
some other location ? 

I had a situation like that in California, and the Government did 
nothing for these people. Then they turned around and moved the 
camp to another location and left these people holding the sack. 

Mr. Rains. Did the Government foreclose in that instance ? 

Mr. McDonoven. I don’t know what they finally did. 

Mr. Lanuam. You might want to include that section, military 
housing, under this bill. 

Mr. Mc Donoven. What I am getting at is this could be construed as 
the Government taking action to insure against loss. 

Mr. Lanuam. I don’t think you could say that. 

Mr. McDonover. How could you say that. 

Mr. McDonoven. How could you conceive other wise, because we 
are bailing out the original builder in this sense. 

Mr. Lanuam. That is the only one we should bail out, if he re- 
sponded to the Government’s plea to build housing, and the Govern- 
ment is going to take the loss anyhow, why shouldn’t they be favored 
rather than some person that has had nothing to do with it all. 

Mr. McDonoveu. But he had no assurance that if he built he was 
going to get the full rate on the rental. All he did was respond to the 
request of the Government. 

Mr. Lanuam. That is right. 
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Mr. Rains. The truth is, the point that you are talking about, bail- 
ing out, the Government now owns this property. It is in the hands of 
the Commissioner. It isa question of whether the Government should 
proceed to lose its shirt to some fellow who maybe comes down from 
some place else, or he cuts these people off. It is a matter of discretion 
with the Commissioner. This gives him the authority to do or not to. 
This doesn’t direct him to do anything. It is merely permissive. 

Mr. Berrs. It is based upon whether or not he finds the Government 
encouraged the building. 

Mr. Rats. Well, whether or not he finds the Government in better 
shape by doing this. 

Mr. Appvonizio. You don’t want the Commissioner to operate the 
project. 

Mr. McDonoveu. He has to operate the project 

Mr. Rais. If he forecloses. 

Mr. McDonougu. I guess he has to operate the project now. 

Mr. Rarns. He has certain leeway he can give now to those people, 
sponsors, which they do do in numerous instances throughout the 
country. They are doing it now. 

Mr. McDonoven. What do we do with a foreclosure on an FHA 
loan. We have insured the loan, guaranteed it, and there is a default. 
What happens to that property ¢ 

Mr. Rarns. Many times the FHA sells it back for more money than 
they have got in it; that is what usually happens to it. But in this 
instance, the Commissioner would have permission to determine—he 
could do it either w ay he wanted to, say I am going to foreclose it or 
I will string along with these people and see if we can work it out. 

Mr. McDonoven. You mean the legislation the judge is proposing ? 

Mr. Rarn. Yes. 

Mr. Lanuam. Yes, sir. 

Mr. McDonoven. Does he have permission now to dispose of it by 
public auction ¢ 

Mr. Rains. I think his only permission now would be to put it up 
for sale. 

Mr. McDonouen. Well, I would be opposed to that. 

Mr. Lannam. He would have to foreclose the mortgage. 

Mr. Rains. This would give him another step. Thank you very 
much, Judge. We apprec iate your coming. 

Mr. Lanna. Thank you very much. 

Mr. Rarns. Dr. Talle. 

Mr. Tatite. What was the nature of the short-lived boom ? 

Mr. Lanuam. I beg your pardon ? 

Mr. Tate. What was the nature of the short-lived boom in Rome, 
Ga. 

Mr. Lanuam. The General Electric people built a plant there and 
there was a pulpmill built there and the Georgia Power Co. built a 
plant. The city has been growing rapidly. But during that period 
there were lots of people who came there just to build the new plants, 
for a year or 18 months, and in a city of that size you can rent those 
apartments temporarily, but permanently the people just don’t like to 
rent apartments as a rule. They want separate housing. That is 
what we have gotten into there and that is what these boys were up 
against. 
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Mr. Tate. In other words, they are multiunit dwellings. 

Mr. Lannam. Yes,sir. There are 72 units in 3 or 4 separate build- 
ings, regular apartment buildings. 

Mr. Tate. Thank you. 

Mr. Lannam. Thank you very much, Mr. Chairman. 

Mr. Rais. Our next witness is C ongressman Olin Teague of Texas. 

Come around and be seated, please. 


STATEMENT OF HON. OLIN E. TEAGUE, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF TEXAS 


Mr. Treacur. Mr. Chairman, I appreciate the opportunity of ap- 
pearing before your subcommittee to discuss my bills, H. R. 2583 and 
H. R. 2584. These bills propose a liberalization of the downpayment 
schedule on FHA insured loans. I introduced a bill late in the last 
session of the Congress that was identical to H. R. 2583. Unfortu- 
nately, that bill was introduced so late that it was not possible to secure 
consideration last Congress. Since that time, I understand that con- 
siderable support for legislation of this type has developed in the 
building and lending industries. The administration has also en- 
dorsed the plan to liberalize FHA. I will not attempt to describe the 
position of building and lending groups at this time, since I assume 
that witnesses of these industries have made their position known to 
the committee during these hearings. 

I note that the committee now has before it H. R. 5611, which I 
understand is the administration’s bill, introduced to carry out the 
recommendations of the President in his budget message that down- 
payments in the FHA program be liber ‘alized. I believe the admin- 
istration’s bill is a step in the right direction; however, I believe it is 
deficient in two respects. I believe its downpayment requirements 
should be lowered and I think that the ceiling on loans should be 
raised from $20,000 to $30,000. 

Mr. Chairman, my see billie. H. R, 2583 and H. R. 2584, are slightly 
different. They are very similar in their requirements for minimum 
downpayments. They differ with regard to the required procedure 
for appraisals. I first introduced H. R. 2583, which I think is the 
better of the two bills, and later introduced H. R. 2584 because there 
was some objection to H. R, 2583. I wanted to get both proposals 
before the Congress and the committee. 

Under H. R. 2583, the schedule of minimum downpayments is 
based on the reasonable value of the property or the price paid by the 
mortgagor, whichever is the less. This means that FHA would be 
required to find the reasonable market value of the property and that 
insurance could not be issued on a loan where a purchaser pays more 
than the reasonable value. However, if the price paid by the purchaser 
was less than the appraised price, dow npayments would be computed 
on the lesser amount. 

Under the Veterans’ Administration program, such a system is in 
effect. The home buyer is not permitted to pay more than the reason- 
able value established by the Veterans’ Administration. We have 
guaranteed over $40 billion in loans under this program and I am 
convinced that it is to the best interest of the Government and the 
purchaser. I do not believe that it works any undue hardship on the 
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builder and it certainly should offer additional protection to the lender. 
Over a period of 10 years, the Veterans’ Administration has refined 
its system of appraisals and apparently its appraisal system is working 
very well. I questioned witnesses appearing before the Veterans’ 
Affairs Committee on this point several weeks ago. In response to 
my question as to the adequacy of the VA appraisal system, Mr. Sea- 
born Collins, of the American Legion and a builder in Las Cruces, 
N. Mex., made the following statement : 

Let me comment on this appraisal system of the Veterans’ Administration. I 
think it is one of the finest in the country. I think it is one of the best in the 
country. 

In response to the same question, Mr. George Goodyear, president, 
National Association of Home Builders, made the following statement: 

I would say that it would be more accurate than that (5 percent), because 
you see VA appraisers have had a great deal of experience and have a great 
backlog of appraisals to fall back on, and I think they are about as accurate as 
you can get them and I think they are very conscientious. 

There are two reasons why I believe that the use of a maximum 
reasonable value in computing loan ratio is necessary. Both the pur- 
chaser and the Federal Government need the protection of an appraisal 
establishing maximum reasonable value. It seems to me that it is 
entirely inconsistent to create very stringent credit requirements for 
the purchaser and deny him a loan on the basis that his income is less 
than that. fixed by the administering agency and yet, on the other 
hand, permit him to pay several thousand dollars more for a house 
than its actual reasonable value established by competent appraisers. 
This sort of thing is happening every day under the present FHA 
system. 

The other reason that I believe loan ratio based on maximum rea- 
sonable value is necessary is that this is the only way that Congress 

can actually control the program. If you permit the home buyer to 

pay any amount in excess of the appraised value which he is willing 
to pay, you have a device by which FHA can regulate the amount of 
downpayment required to purchase a home simply by adjusting its 
appraisal. 

I know that you are aware that the VA and FHA both approve a 
great many of the projects built throughout the United States. The 
VA establishes a reasonable value on the property and FHA finds 
its long-term loan value. I have had innumerable cases called to my 
attention where it apparently served some purpose of FHA to con- 
sistently overappraise in relation to VA. In other instances, they have 
underappraised the VA by a substantial percentage. In the latter 
case, the homeowner is required to make a large cash downpayment 
before he can obtain a loan. Let me give you examples of how this 
sort of thing can work. 

Under my bill, H. R. 2583, a veteran obtaining a $12,000 loan would 
be required to pay | $300 and closing costs, which would probably be 
un additional $300. Under H. R. 2583, he would not be permitted to 
obtain an insured loan if the price of the house exceeded the : appraised 
value of the house. Under the present FHA system, which is retained 
in H. R. 5611, the veteran would be required to pay the minimum 
downpayment specified in the schedule and closing costs. If FHA 
chose to appraise the house at $11,000, he would be required to pay 
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an additional $1,000, making a total of $1,300 downpayment plus 
closing costs. In other words, the downpayment required of the 
homeowner would be subject to the appraisal of FHA. The result 
would be that by administrative action it would be possible at any 
time to circumvent the intent of Congress and superimpose down- 
payments on the home purchaser notwithstanding the intent of the 
law. All that would be necessary would be or ders from the Housing 
and Home Fivance Agency to tighten housing credit. The word 
could be passed to F HA appraisers to make conservative appraisals. 
The result would be that the homeowner would be required to pay the 
downpayment specified by law, pay closing costs, and, in addition, 
would pay the difference between the appr aised price and the purchase 
price of the property. I do not believe that it is wise to leave this 
important question open to administrative manipulation. If that is 
the objective to be obtained, I think we had just as well enact a law 
giving the President authority to control housing credit and let it 
go at that. I urge that this point be be given most careful consid- 
eration by the committee and I hope that you will look with favor 
on H, R. 2583. 

I would like to discuss the downpayment schedule established in 
H, R. 2583 and H. R. 2584. They are slightly different, but yet they 
are so similar that I will not refer to each separately. They start 
at $200 on a $10,000 loan and go to about $5,000 on a $30,000 loan. 
These rates were selected arbitrarily and there is no earthly way to 
prove they are more desirable than some other reasonably similar 
schedule. I note that my colleague, Mr. Ayres of Ohio, has intro- 
duced H. R. 3602, which is similar to the bills which I have intro- 
duced, however, it is a little more liberal in the upper price ranges. 
I am outlining below a detailed comparison of the present law, present 
requirements, and the two bills I have introduced : 


Downpayment 


Loan 
Present law Present re- H. R. 2583 H. R. 2584 
quirement 
$10,000 $700 $970 $200 | $200 
$12,000 iach ‘ 1, 200 1, 510 300 | 360 
$15,000 | 1, 950 2, 320 750 600 
$16,000__- ; 200 2, 590 750 RAD 
$18,000 2 700 3, 130 1, 260 1, 350 
$20,000 3, 200 3, 670 1, 800 1, 850 
$22,000__ - 2, 420 2, 750 
25,000 } 3, 750 4, 200 
seh eee “ 4, 500 », 200 





I believe the objective to be sought is the lowest downpayment. pos- 
sible consistent with sound underwriting principles. The FHA pro- 
gram has only one justification for existence and that is to serve the 
home buyer. It was not designed as a subsidy for the lending indus- 
try nor was it created to benefit, builders. 

“We have had 10 years’ experience with the veterans’ loan program 
where the guaranty on the loan is gratuitous, and the losses under 
that program have been eight- tenths of 1 percent. Under that pro- 
vram, we have guaranteed loans in the principal amount exceeding 
$40 billion. Certainly this experience indicates that a lower down- 
payment in itself does not create an excessive amount of risk. [Last 
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year, the Veterans’ Affairs Committee undertook a study of the de- 


faults and foreclosures under the veterans’ program. Before this 
study was completed, I assumed that a relationship between down- 
payments and losses to the Government would be disclosed. This 
was'not true. Only two definite trends were apparent as a result of 
the study. One was that the lower the price of the property, the 
greater possibility of loss and, conversely, the more expensive the 
property, the less the loss. We found no relationship between per- 
centage of downpayment and loss, and neither was there any signifi- 
cant distribution of loss between old and new property. If anything 
was proved by the survey, it was that the greater risk occurs in very 
low-priced properties. 

I have noted that there has ben considerable discussion in recent 
months concerning the insurance premium system of FHA. I was 
interested in an article which appeared in House and Home magazine 
in February 1957 which referred to a book entitled “The Mutual 
Mortgage Insurance Fund,” by Ernest M. Fisher. This article 
pointed: out that durmg the first 20 years of the FHA program, total 
losses added up to only $2,968,293 on 5,282 properties taken over and 
resold. During that time, FHA built up reserves and surpluses to 
meet its losses totaling $215,757,547.95. This is more than 64 times 
its losses. The article stated that $52,621,898 of this surplus is ear- 
marked for ultimate refund and the other $163,135,649 is uncommitted 
and can be used as a revolving reserve on future losses. It was pointed 
out that if the system was changed from premium payments of one- 
half percent a year on the declining balance to a single premium of 
about 4 percent paid in advance, the FHA would accumulate about 
the same reserve and would have the premium during the first years 


of the mortgage when it was needed most. House and Home maga- 


zine took sample reactions from mortgage bankers throughout the 
Nation as to the desirability of a system of a single prepaid and 
capitalized premium of 2 percent. The magazine article stated that 
“ majority of the top bankers think FHA should substitute a pre- 
— and capitalized premiuin of 2 percent for its present system. 

VA has experienced about $30 million in losses under the VA pro- 
gram, which has guaranteed $40 billion. A prepaid premium of 1 
percent under the VA program would have produced a reserve of 
$400 million. A 2-percent prepaid premium would have produced 
S800 million. Certainly our experience to date indicates that such 
a fund would be adequate to meet losses, even under very unusual 
circumstances. I am not advocating at this time a reduction in the 
premium charged to homeowners for their FHA insurance, but I do 
believe that the premium is excessive for the benefit which FHA home- 
owners have received. I think that we should enact one of these bills 
to give the homeowner more favorable financing terms for the money 
he is paying to insure the lender against risk. 

From time to time the question “has been raised as to why I exhibited 
so much personal interest in modification of the FHA loan program. 
‘There have been some feelings that since the Veterans’ Affairs Com- 
mittee has jurisdiction over the Veterans’ Administration home-loan 
program, its members should naturally foster a perpetuation of the 
veterans’ home-loan program. I do not think that prolonging the Vet- 
erans’ Administration program after it has accomplished its objective 
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is in the best interest of either the veteran or the Nation as a whole. 
The veterans housing program was created in 1944 as part of the 
Servicemen’s Readjustment Act. The housing program was intended 
to aid servicemen returning from World War II in obtaining a home 
under favorable financing terms. It was intended to help servicemen 
compete on the highly competitive housing market which existed fol- 
lowing World War Il. Five million veterans have taken adv: antage 
of the program and I think it is obvious that its readjustment purpose 
has been served. The housing program for Korean veterans has 
several years to run and it would be very difficult to argue that the 
housing problem for these veterans is nearly as difficult as that which 
confronted World War II veterans. After these programs have 
served their basic purpose, that of readjusting the returning war vet- 
eran, there is no justification for continuing them. Cert: Linky there is 
no justification in continuing them on the basis that they are needed 
as a subsidy for the home building industry or the general economic 
health of the Nation. This is not to say that the home- building indus- 
try does not need a sound and permanent program and that home 
building is not extremely important to the Nation’s economic health. 
Both of these conclusions are obvious, but I am saying that these 
objectives should not be accomplished in the guise of helping veterans. 
The veteran market is declining and despite the clamor we are hear- 
ing for an increase in interest rate, many of the forward-looking 
leaders of the home-building industry recognize that the industry 
cannot continue to look to the veterans’ program for support. These 
programs should be ended as scheduled and a workable housing pro- 
gram for all citizens should replace them. More than 5 million vet- 
erans have obtained a home under the veterans’ program. Many of 
these houses were small and the veteran’s family has grown. Many 
veterans have had to sell their homes because of transfers in occupa- 
tion. These veterans will have housing problems in the future and 
will need help. Twenty-five percent of the houses on which Veterans’ 
Administration has a guaranty outstanding are occupied by someone 
other than the original veteran purchaser. Many of the 10 million 
veterans of World War IT, who are no longer faced with a readjust- 
ment problem, may ultimately improve their financial circumstances 
or otherwise enter the home market at. some time in the future. These 
veterans need help in buying houses, not as part of a en etone 
problem, but as simply another citizen seeking to house his family. 
In addition to these groups, we are discharging about 600,000 men 
each year from the armed services who are not legally classified as 
veterans. These men were drafted or entered the service under the 
compulsion of the draft. ‘These individuals have no eligibility at all 
under the veterans’ home-loan program and they will be needing 
homes. I believe that the housing needs of all groups can be met. on a 
very reasonable basis through a liberalized FHA program. In addi- 
tion, such a program would be available to all of the families of the 
Nation, regardless of military service, and such a program would 
provide a basis for long-range planning in the home-building industry. 
I hope that a liberalized FHA program can be enacted promptly. 
The veterans’ loan-guaranty program for World War II veterans 
is scheduled to expire on July 25, 1958. You will recall that. it 
was originally scheduled to expire on July 25, 1957. We extended 
it 1 year to provide an adjustment period. Even if this committee 
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proceeds promptly to favorably report a bill, it will be midsummer 
before it can be enacted into law. Some additional time will be re- 

uired for FHA to place the program in operation. This would mean 
that the liberalized FHA program would not be operative until the 
later part of the year. That is the time that the building industry 
needs a firm basis for planning its program for 1957. If we expect 
to assist the building industry in an orderly transition from the vet- 
erans’ housing program to a general housing program designed to 
care for veterans and nonveterans alike, we should act now. 

The action of the Banking and Currency Committee on this issue 
has a very important bearing on a problem confronting the Veterans’ 
Affairs Committee. You are, of course, aware of the demands for 
an interest-rate increase on VA-guaranteed loans from 414 to 5 per- 
cent. One of the reasons that the Committee on Veterans’ Affairs 
rejected the proposed rate increase was the fact that there are several 
hundred million dollars in outstanding commitments at 414 percent. 
Houses are now being offered for sale in the larger cities of the United 
States with low downpayments and 25- or 30-year loans at 414 per- 
cent. Many veterans have a firm sales contract for the purchase of 
one of these houses but will lose the benefit of the 414-percent loan 
if the rate is increased, since practically all contracts have escalator 
clauses. The Committee on Veterans’ Affairs is most reluctant to see 
this group of veterans penalized. If we can proceed quickly with 
a liberalized FHA program, those veterans who have not committed 
themselves to purchase a home at 414 percent can buy a home under 
FHA with a low downpayment at the 5-percent rate without penaliz- 
ing those veterans fortunate enough to secure a 414-percent 
commitment. 

Thank you, Mr. Chairman. 

Mr. Rarns. Thank you for your very fine statement. 

I see that our next witness is Mr. Ayres, of Ohio. Come around, 
Mr. Ayres. Mr. Ayres, we are delighted to have you before our com- 
mittee. 

Mr. Ayres. Thank you, Mr. Chairman. 

Mr. Rains. You may proceed as you see fit. 


STATEMENT OF HON. WILLIAM AYRES, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF OHIO 


Mr. Ayres. You know, I am the ranking Republican on the Sub- 
committee for Veterans’ Housing on the Veterans’ Affairs Committee. 

Mr. Chairman, I appreciate your giving me the opportunity to 
testify on the bill I introduced, H. R. 3602, which would liberalize 
the FHA program. However, I must admit that I think my testi- 
mony would be a little premature today on the bill. I think perhaps 
[ should wait to see what happens Wednesday when H. R. 4602 which 
is a bill dealing with veterans’ housing will be on the floor. 

Mr. Rarns. Can you look in your crystal ball and tell us on the com- 
mittee what is going to happen so we won’t have to be worried about 
that ? 

Mr. Ayres. No, I can’t, Mr. Chairman, but I will be glad to state 
what I hope will happen and that is that we will be able to pass the 
bill, H. R. 4602, which extends and expands to some degree the direct 
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loan program. It increases the maximum amount that a direct loan 
is eligible from $10,000 to $12,500. It also makes it possible for a 
builder to get a prior commitment in a direct loan area for 10 homes. 
I feel confident that this will be 

Mr. McDonoven. What is the amount of the authorization ‘ 

Mr. Ayres. $150 million. I feel confident it will bring about vet- 
erans’ housing in the rural communities. I propose to offer an amend- 
ment raising ‘the authority of the President to increase the rate from 
41% to 5 percent if he sees fit. If the bill passes as it is now written, 
leaving the rate at 414 percent, the direct loan money probably will be 
all gone within 30 days, because the voluntary home-credit mortgage 
people will not be able to place any of these loans at 414 percent. So 
actually then all you will have to work with is the amount appropri- 
ated for the direct loan program directly. 

Mr. McDonoveu. What about the authorization for loans that is 
not used and is available at the present time / 

Mr. Ayres. Well, that will be available. There will be about $400 
millon. 

Mr. McDonovenu. That hasn’t been used / 

Mr. Ayres. No; that would be the total amount available. In other 
words if the direct loan program was not supplemented by the volun- 
tary home credit mortgage people, you could build 40,000 $10,000 
homes or you would have $400 million worth of mortgage money 
available directly from the Government. However, the bill as it is 
now written, and as long as the interest rate on guaranteed loans 
remains at 414 percent, there isn’t going to be any money to speak of 
available for the veteran buyer in the city areas. 

Now since we got into this and since our hearings have been com- 
pleted, I have received communications from the leading lenders of 
the country, insurance companies, savings and loan associations, small 
lenders and large lenders, stating that they will de finitely get into 
the field again as they have been in the past if the rate is a realistic 
5 percent. 

I have one telegram here which is typical, from the savings and loan 
people, signed by the executive manager of the National Savings and 
Loan League. Here is what he has to say on it: 





If Congress would approve increase on GI interest rate to 5 percent, you may 
be assured that at least one-half million dollars in savings and loan funds would 
immediately become available for lending in the immediate future for veterans’ 


home loans. The principal rate of 414 percent is unrealistic because the mort- 
gage market is beyond that point. As a consequence, home loans are not being 
made on the GI program basis. Savings and loans business which has always 
heavily supported GI loan program is prepared to renew its full interest in that 
program with a realistic interest rate. Increase to 5 percent will immediately 
bring back large number of lenders back into active participation in the program. 

The insurance companies have made the same statements and, as I 
say, many of the banks and smaller independent lending institutions. 
Now if the House in its wisdom W ednesday—at least in my judg- 
ment—should agree that it is better to have a realistic interest rate 
and make it possible for the veteran to get a home than to have an 
unrealistic interest rate and make it practically impossible for him 
to get a home, then I don’t think there will be any need for liberalizing 
the FHA program until we face the facts at the time when the GI 
program is phased out. 

Mr. Ratns. A year from now. 
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Mr. Ayres. That is right; as you gentlemen know, the World War IT 
boys will be ineligible after July of 1958. That is they must have an 
application i in by that time. 

Mr. Ratns. What about liberalization for all of these boys now get- 
ting out of the draft service, should we do anything for them or not. 
T hey are not under GI. They are just ordinary civilians under FHA. 
There might be a good many of those. 

Mr. Ayres. There are, Mr. Chairman, in fact there are approxi- 
mately 64,000 veterans being discharged each month now who have no 
benefits whatsoever under the Serviceman’s Readjustment Act. Those 
are the boys who went in after January of 1955. Our whole family 
pattern seems to be changing also with the men in service. Twenty- 
five percent of these men that are being discharged or approximately 
16,000 each month are married. They represent around 11,500 kids 
with an average age of almost 3 years. Now those men are being 
discharged. With our economy as it is, they have jobs to go to but 
they haven't been able to save any money by trying to live vat Army 

camps at the prices they have had to pay there. 

Now within the next 6 to 7 months when you have nearly a hundred 
thousand of these men that have been discharged and no money to 
make a downpayment, I think, Mr. Chairman, that you and your com- 
mittee are going to have to consider making some provisions under 
FHA for them or the Veterans’ Affairs Committee are going to have 
to make some provisions to cover them under the guaranteed loan 
program. 

Otherwise, these men are not going to be able to get into homes 
because as I say, many of them are coming out of the service actually 
in debt, and having borrowed to maintain and eke out an existence 
at. some of the prices they have charged near these Army bases and 
military establishments. 

Mr. Rains. Those figures you gave are quite amazing to me. I 
thought the figure was 25,000 a month. I just picked it up. Is that 
a correct figure of 64,000 ? 

Mr. Ayres. Sixty-four thousand per month, 25 percent—it may 
vary a few percentage points, Mr. Chairman—are married. 

Mr. McDonoven. Those men are 2-year tour of duty ! 

Mr. Ayres. That is right. They are the men, Congressman Mc- 
Donough, that went in, as I say, after the date of January 1955. 

Mr. Rarns. T hey were still drafted, there is no question about that. 

Mr. Ayres. That is right. Now there are a few of those men who 
would be eligible under the GI bill because they were in prior to Jan- 
uary of 1955. 

Mr. Apponiz10, They are not taking men into the service that 
quickly, now, at the rate of 64,000 a month. 

Mr. Ayres. No; it is not quite that high. But boys going in now, 
many of them are going in under the Reserve program, which is dif- 
ferent. It would be a temporary provision, so it might be feasible 
for our committee rather than your committee to handle it. 

Mr. Rarns. But it isa problem, though, to be looked into. 

Mr. Ayres. That is right. You have an awful lot of boys—well, 
take myself, for instance. I was entitled to all of the benefits under 
the GI bill and I never got shot at. I was never out of the States. 
You have approximately 5 million veterans who fall in that category 
that still got all of the benefits under the GI bill. 
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Well, now, the boy who went in in January, you have taken 2 years 
out of his life any way you look at it, but he gets discharged, as I say 
now with his wife and family and there are not any benefits, none 
whatsoever available to him. The only benefit he can possibly have 
is if he was injured during his tour of duty and then he comes under 
only 80 percent of what the man gets for disability who was injured 
while we were supposedly at a state of war. 

Mr. McDonovucn. What about the World War II veteran and the 
Korean veteran, suppose he is the same veteran that served in both 
wars, he does not get any more benefit than if he served in one war. 

Mr. Ayres. He only gets one entitlement. 

Mr. McDonoveu. And the theory of the GI bill of rights which 
included all of his benefits, which we also provide for the Korean 
veteran—— 

Mr. Ayres. That is right; the Korean veteran still has until 1965 
to use his. 

Mr. McDonoven. The theory of the GI bill of rights was the man 
who served at time of war, he was in the armed services when we were 
at war with some other nation, so that these men that are coming out 
that have served a 2-year tour of duty are in a different category 
insofar as that is concerned. 

Mr. Ayres. Yes; there wasn’t any likelihood of their being sent 
into an area where they might be shot at, but, as I said, Congressman, 
there were nearly 5 million in World War II who served less than 214 
years who also were never in any danger. 

Mr. Rarys. Bill, let’s ask you the hard question. If the House does 
not go along with your viewpoint—of course, we don’t know—do you 
think this committee then—or would you admit that the GI guarantee 
program is almost out of the window and that we should do some 
liberalization in FHA as a court of last resort for veterans who have 
not used their entitlements ? 

Mr. Ayres. Well, there are a lot of veterans, Mr. Chairman, who 
have planned to buy a new home this year after what we did in the 
last session by extending the program and setting up a deadline. They 
have indicated their expectations to that deadline. Now, there has 
not been any mortgage money available to speak of for the last 6 
months. My mail indicates that the veteran is more interested in get- 
ting mortgage money than he is in arguing about the rate of interest. 

Mr. Rarys. I think that can be stated as a fact. 

Mr. Ayres. Now, if the Congress does not give the President the 
right to raise the interest, then I think you will be confronted with 
a very, very serious problem as to just where you are going to draw 
the line. Our committee will also be confronted with the problem, 
because we are going to hear from the veterans of this country who 
want a home and the pressure is going to be to extend the program 
until such a time as they can get a loan. They want to get into the 
house now. I really believe that literally hundreds of thousands in 
the next year and a half would do the same as they did after 1953 
when the rate was increased from 4 to 414 

Mr. Rarns. You do not go along with the idea that the demand for 
houses has been met, do you? 

Mr. Ayres. Not at all. No; I think none of us want to pay any 
more interest than we have to. I think we have to look at this realisti- 

eally, and I think we have to consider the point of view of the veteran 
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Now, your veterans’ organizations—and this might be of interest to 
you—are split on it. The American Legion has taken a very firm 
stand that they believe we are going to have to have a realistic interest 
rate of 5 percent. The Veterans of Foreign Wars have advocated a 
larger direct loan program using the national service life-insurance 
funds and even rolling the rate back to 4 percent. 

Mr. Rains. The AMVETS took that position before our committee 
today. 

Mr. Ayres. So you cannot say that the veterans’ groups are solid 
for any one viewpoint. 

Mr. Apponizio. In questioning this morning, we learned that the 
American Legion has not taken a position as such on the raising of 
the interest rate. 

Mr. Ayres. I have a statement here put out by their national com- 
mander, and also Mr. Seaborn Collins, the chairman of their housing 
committee, testified before our committee on the housing question. 

Mr. Apponiz1o. Mr. Collins was here this morning, and he said it 
was an action taken by their advisory group. 

Mr. Ayres. Well, I do not think we should be interested personally 
by what any of the veterans’ groups position might be. I have had a 
lot of experience in that field, as you gentlemen know, and I do not 
think that the leaders of the American Legion or the Veterans of 
Foreign Wars or any of the organizations speak for the membership. 

Mr. Rains. You do not believe they know as much about the situa- 
tion back home as the Congressman does ? 

Mr. Ayres. That is right; they do not have to run for reelection. 

Mr. Berts. Well, has there been any great demand on the part of 
veterans to keep it at 414 percent, or has there been a demand on the 
part of the veterans to raise it to 5 percent, from your own experience / 

Mr. Ayres. My own experience is that the average veteran who 
wants a home and who has not negotiated for that home is not argu- 
ing about the interest. He wants more money. He wants his loan 
available to him. 

Now, we have received some mail, and here is another problem we 
have to face up to from those veterans who already have a commit- 
ment with an escalator clause in it. They have signed a contract 
which in essence says you shall pay the rate of interest at the time 
of closing. 

Now these veterans are getting very impatient, because I am inclined 
to believe that some of these loans are being held up unnecessarily 
waiting for the Congress to act. But, by the same token, Mr. Betts, 
looking at it from a realistic point of view, there has not been any 
$14-percent money at par available for the veteran for the last year 
and a half. I know of no loans in my area that have been closed 
with a 414-percent interest rate without anywhere from 2 to 6 points 
discount. 

Mr. Ratns. That is correct. 

Mr. Ayres. Now if this discount situation should continue and 
having an unrealistic interest rate, as I say the only loans that are 
being made are being made with a large discount, we, and I think the 
Chairman would agree with me, are disrupting the whole appraisal 
system of the Veterans’ Administration, because I am inclined to be- 
lieve that the appraisal is made on the basis of the discounts in that area 
and gradually adjusts itself to the discounts so that the veteran may be 
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paying $10,000, and the builder getting $9,200 for his $10,000 note but 
the veteran is getting a $9,200 house and I think it is much better to 
bring the interest up to w here it is realistic at the 5 percent level and 
then } perhaps your committee and even the Veterans Affairs Committee 
will want to get into the discounts if it continues as it has at the 41% 
percent rate. “Does that answer your question, Mr. Betts? 

Mr. Berrs. That answers my question. 

Mr. Ayres. I think, Mr. Chairman, that we should muster all of the 
support that we can to get a realistic interest rate enacted into law, 
and I would appreciate you gentlemen who are much closer to this 
housing picture than the average Member of Congress between now 
and W Fednesday explaining the facts of the situation to your col- 
leagues and assure them that if they want to look at it politically, 
Mr. Chairman, none of us are voting for the increase. We are voting 
to put the President in a position where he will have a finally take a 
position. 

Mr. Appontzio. Well, there is no doubt in your mind what the Presi- 
dent will do or suggest be done. 

Mr. Ayres. Perhaps I should not say this but, having advocated 
this, based on the support I have had, I do not know whether they 
are too interested or not. There may be some support mustered here 
within the next 48 hours, but I cannot honestly say that he would, Mr. 
Addonizio. However, I do feel that we in the Congress who are 
close to the picture should give him that authority, and then if he acts 
and within the next 15 months a million veterans get homes, he is a 
hero. 

Mr. Apponiz1o. Of course, you heard the same cry about raising 
the interest rates back a couple of years ago, I believe, it was when they 
raised it to 414% percent. 

Mr. Ayres. Well, at that time, Mr. Addenizio, I was Chairman of 
the Subcommittee in the Veterans Affairs Committee that advocated 
the increase. 

Mr. Apponizio. Of course, at that time you heard the same argu- 
ments that you are hearing now. 

Mr. Ayres. And the arguments that we were hearing then and the 
statements that were made, that if the rate was increased to 414 per- 
cent, millions of veterans would get homes was true. After that 
period, 1,300,000 ee loans were closed, up to 1955. 

Mr. Apponiz1o. I do not want to cut you off or anything like that 
but we do not have any jurisdiction over the VA interest rate on GI 
loans so we could probably sit here and argue about it a long time to 
no avail. 

Mr. Ayres. I think whether or not the 414 percent is changed to 
5 percent will depend entirely on the position that this committee 
and the members of this committee take when the bill comes up 
Wednesday. I think your judgment is respected and if this committee 
on housing should fight the increase I think it is a dead duck. 

Mr. Rains. Well, of course, we do not know what the House will do. 

Mr. Berrs. Is this proposal an amendment to the Teague bill? 

Mr. Ayres. Yes, it is an amendment. The Teague bill remains 
intact. 

Mr. Rats. Thank you very much. 

Our next witness is Mr. Charley Bennett of Florida. 

Come around, Mr. Bennett. 
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STATEMENT OF HON. CHARLES E. BENNETT, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF FLORIDA 


Mr. Bennerr. Thank you very much for letting me be here and 
thank you all for the fine work you are doing for housing. 

Mr. Rarys. We are glad to have you. 

Mr. Bennerr. I would first like to express by appreciation to you 
and to the other members of this subcommittee for permitting me to 
appear here today to testify in favor of legislation to assist Ameri- 

sans of the Negro race to obtain improved housing. I understand 
the emphasis of these hearings will be on proposals to relieve the 
present tight money situation in housing. I can think of no better 
way of doing so than through housing legislation favoring Americans 
of the Negro race, and others, who have not received their fair share 
of new homes under established home financing programs. 

I have seen statistics to the effect that in the district. w hich I repre- 
sent colored people have received during the 4 years, 1953 through 

1956, only one-twentieth of the housing constructed under FHA and 
VA housing programs in the Jac -ksonville sa, While they constitute 
about one-fourth to one-third of the local catedabien: In other words, 
the number of new houses for the colored people in our area was about 
one-seventh what might have been expected on a proportionate dis- 
tribution. The colored housing problem was intensified several years 
ago by the demolition of about 2,000 units, mostly colored, for the 
Jacksonville express highway. 

This committee has recognized the nationwide aspects of the mi- 
nority housing problem in legislation which has originated here. In 
Public Law 560 of the 83d Congress, two programs were established 
to assist in minority housing; the voluntary “home mortgage credit 
program and the $200 million special assistance fund. The domi- 
nant theme of my testimony here today will be, first, that these two 
programs have not contributed materially to the solution of the 
minority housing problem, and, second, that a new $200 million spe- 
cial assistance fund should be established in legislation reported by 
this committee this year, and that it should be done in such a w ay 
that Negroes should be assured of better consideration and treatment 
than they have heretofore experienced. 

The Housing and Home Finance Agency tells me that it believes the 
voluntary home mortgage credit program has been successful through- 
out the Nation in assisting with the Negro housing problem. I do not 
know whether their appre ‘aisal is correct as to the Nation, but I firmly 
believe that it is »verly optimistic and I can show conclusively that it 
has been a dismal failure in providing homes for Negroes in the dis- 
trict which I represent. The Atlanta voluntary home 1 mortgage credit 
program office tells me that during the 3 years since this program was 
set up only 50 housing units have been approved for colored people 
in the district which I represent, a district which includes approxi- 
mately 100,000 Negroes. Think of it, 50 units in 3 years. By no 
stretch of the imagination could this be considered anything but a 
failure. There must be many other communities throughout the 
United States in which this program has not produced the homes which 
are so badly needed by colored people. 
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Knowing that major reliance has been placed upon the voluntary 
home mortgage credit program for solving the colored housing prob- 
lem, I have done everything I know to make the program a success in 
my area. I sent to every member of the Homebuilders’ Association 
information on this program. I wrote an article which was pub- 
lished in the Jucksonville colored newspaper explaining the procedures 
which interested colored citizens might follow. I broadcast the de- 
tails of the program on my weekly television broadcast. I cor- 
responded with and conferred with the Atlanta regional office at 
length on use of the program in the Jacksonville area. The Atlanta 
voluntary home mortgage credit program officials have been able and 
conscientious, and have done everything possible to make the pro- 
gram work in our area. The result of all this effort has been a measly 
50 housing units. 


Nor have we fared any better under the special assistance fund. I 


am advised by the Housing and Home Finance Agency that all but $20 
million of this fund has now been allocated as follows: 


Disaster housing. _~- ee neaeeeccieiedosteoee Senate cedar meted antes: $10, 000, 000 
I eee ee ae SL SL a reel 3 15, 000, 000 
I ee 2 ei a eth daa chil beidntiened ole 10, 000, 000 
Military and defense housing.......__....._--~.- ticity nities Bian 25, 000, 000 
a aeehiciensiabaion 100, 000, 000 
ee en een eee quo ane ee eiantetoniee 20, 000, 000 

eeeees ira 23! Sorat ede Se la a ele 180, 000, 000 


While some of these funds may have resulted in some incidental 
additional housing units for colored people, none of it has been allo- 
cated for minorities as such. It is not believed that minorities were in 
fact greatly benefited by these expenditures or that any minority was 
substantially benefited which, in fact, had failed to share proportion- 
ately in previous Federal housing programs. 

It was the intent of Congress when it authorized this special assis- 
tance fund that it was to be used at least in part for minority housing. 
This is shown by the language of section 301 (b) which stated its pur- 
pose to be— 
to provide housing * * * for segments of the national population which are 
unable to obtain adequate housing under established home financing pro- 
grams * * *, 

In a letter to me from Administrator Cole of April 25, 1954, he 
advised : 

* * * special FNMA support to minority and other types of housing would 
be authorized, at the discretion of the President, by the pousing legislation 
now being considered by the Congress. 

I understood from my conversations with members of the commit- 
tee and its staff that this fund was intended to be used at least partly 
for minority housing. Nevertheless, none of it has been used for that 
purpose. 

In this Congress, I have introduced H. R. 1060, which would estab- 
lish another $200 million special assistance fund. Unlike the special 
assistance provision of Public Law 560, the provision in my bill spe- 
cifically states that the purpose of the new fund would be for minority 
housing. It leaves no discretion in the President or the Administrator 
as to whether the fund should be put into operation for these purposes. 
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I certainly hope that this committee can include this or a similar 
provision in any housing bill which it reports. 

Thank you, again, Mr. C hairman, for permitting me to testify here 
today. 

Mr. Rarns. Thank you, Mr. Bennett. 

Before the committee, of course, is the special assistance fund and 
great demands are being made on it, as a matter of fact, among other 
things for housing in the armed : services, the military housing pro- 
gram, the title I, ‘the section. which you read from, where part and 
parcel of it was to be used for slum clearance, families of that type. 

As I understand, your bill would specifically set up an additional 
assistance fund for what you call minor ity housing. 

Mr. Bennerr. That is one way of saying it. Of course, when this 
bill was before you before, it was my understanding from people who 
were working on it that it was to accomplish the same objective which 
I now have in mind, but much to my chagrin I find out that not one 
dollar has been so expended. 

Mr. Rains. The purpose of that section, of course, one of the pur- 
poses of it, is what you have in mind in this statement here. There 
is no doubt about that. The only problem is that the demands on spe- 
cial assistance, which as you know amounts almost to a direct loan 
even though it comes through FNMA, but it is so great that I won- 
dered whether your figure of $200 million was to be in addition to the 
$200 million that the administration asks for in support of the pro- 
gram as it now is. 

Yours is to ask for an additional $200 million; is that. correct? 

Mr. Bennett. Mine is pretty specific in language. It would be 
brief to read. 

Mr. Rarns. Just the amounts. 

Mr. Bennerr. Well, the amount is 200 million. That wouldn’t 
give you the purpose. 

Mr. Rarns. What is the purpose? 

Mr. Bennett (reading) : 

Notwithstanding any other provision of this Act, the Association is authorized 
and directed insofar as funds are available, to make commitments and to pur 
chase, service, or sell any mortgage which is insured or guaranteed under this 
Act, or the Servicemen’s Readjustment Act of 1944, and which covers property 
owned by a member of a minority group in an area of the United States where 
housing so insured or guaranteed is not being provided for such group at a rate 
in proportion to the percentage of the total population of the area which it 
represents. 

Mr. Rains. That would be an addition, then, to what the President 
is how recommending. 

Wouldn’t you have a little difficulty, or would the Administrator 
have difficulty in putting in a definition of what constitutes a minor ity 
group in any area? 

Mr. Bennett. The backup testimony, of course, on this law, this 
proposed law, is for members of the Negro race. If there are other 
minorities which need such attention, that is all right, I would be will- 
ing to write into the law members of the Negro race or leave it as it is. 
I just followed the wording used before. But I would have no objec- 
tion to changing that to include specifically other minorities. 

Mr. Rarns. Of course, practically all of the legislation the Congress 
has ever adopted along that line has been based on income; could you 
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do it on that basis, low income or middle income, or low-income groups, 
and so on? 

Mr. Bennetr. Well, that would be an approach, but, you see, you 
are already faced with this situation. I was told by people when this 
legislation was before you in 1954 that it was going to solve the prob- 
lem. I was told in the Housing and Home Finance Agency that this 
is what they wanted to take care of colored housing, but when I read 
the figures, and the facts, I find out that not 1 unit, not $1, has gone 
for what I understood the whole program was for. They never re- 
vealed the other purposes to me at that time. Undoubtedly they did 
to the committee. 

Now, there is a special reason, a special problem with regard to col- 
ored people which I don’t think is solved entirely by saying people of 
low-income brackets or small units. The actual problem is a reluctance 
on behalf of mortgage lending facilities to lend money to members of 
the colored race, and this is not a Mason-Dixon line proposition. It 
extends from the Canadian line to the Mexican line. They are just not 
too keen about lending money to members of the Negro race, or having 
those mortgages, and that position is not in my opinion well founded 
from the standpoint of financing in a large segment of the colored 
population. 

There are many millions of colored population who can afford ade- 
quate housing, who cannot obtain it, because there is a reluctance e on 
the part of mortgage money to flow into that particular field. It isn’t 
because of overt or even clandestine intentional discrimination. It is 
not based upon an idea of trying to hold somebody down. It is based 
upon a fear which, in my opinion, is not well founded, that there are 
no colored people or no substantial numbers of colored people who can 
be good credit risks. 

Mr. Rarns. We had last year—and we are aware of the problem you 
are talking about, but I am sure you know it is not simple for many 
reasons—there are pros and cons on both sides of what you are talking 
about—but we had a program last year that the Subcommittee on 
Housing worked hard on, and it is known as 203 (i), and it had special 
assistance provisions. That is for a $7,000 house. We thought if we 
could get special assistance for that type housing it might solve some 
of the problem you have. 

What do you think? 

Mr. Bennett. I regret to say that I think nothing but a head-on 
meeting of this problem will be very much of a solution, because just 
wishfully saying it is going to be a small-income situation is not an 
answer. There are plenty of colored people that have large incomes. 
Just saying it is going to be for a small house is not an answer, because 
there may be some colored people who want and can afford large 
houses. Furthermore, there is no assurance that any of these small- 
house loans will go to Negroes. 

The main problem is the fact that mortgage money just doesn’t run 
to colored people. 

Mr. Rarys. Of course, the simple truth is when you come to legis- 
late on this subject, Charley, you have a very difficult problem. 

Mr. Bennetr. Well, that may be. 

Mr. Rarxs. So we have to take a broad general perspective of the 
over-all low income group problem. 
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Mr. Bennett. I don’t think it gets to the problem of the colored 
housing at all, because I think the colored man has difficulty getting 
any mortg age ‘money at all because people just don’t believe a colored 
man is going to pay off the mortgage, and the truth of the matter is 
that he does a darned good job of paying off the mortgage, and just 
saying they are low-income people i is noanswer at all. 

There are colored people in my hometown that live in houses I will 
never be able to afford, and if they are able to buy houses like that, 
and make the mortgage payments on them, there is no more reason 
why they should not t be allowed to buy the houses than a white man. 

Mr. Rarns. I agree with all that. That is not the problem I am 
talking about. I am talking about the legislative problem. I agree 
with the need, as you say, and [ am aware. 

Mr. Bennerr. Who could be more vulnerable than myself? I 
come from an area that is certainly the old South. If there ever was 
an area that was the old South it is Jacksonville, and I find no diffi- 
culty in coming and asking for this assistance because the colored 
people have quite a problem. 

Mr. Rarns. I am aware of the real need for immediate action for 
minority housing. 

Mr. Benner. That is the reason the low is written as I have written 
it, to show a minority group that has in fact been discriminated 
against. Race isn’t involved in the exact wording. 

Mr. Ratrns. I don’t regard the race as the deciding factor. I don’t 
think it ought to be. 

Mr. Apponizio. Mr. Bennett, let me say, first, that I listened with 
a great deal of interest to your statement. I was just wondering 
whether you consulted with the Urban League or the National Asso- 
ciation for the Advancement of Colored People, and if they have 

taken a position on your proposal. 

Mr. Bennett. It is ny recollection I probably have not. I am not 
sure, though, because several years ago I had a number of proposed 
bills which I sent to everybody that I knew of who was interested in 
the race question, as such, including the extreme right and the extreme 
left. 

I think the Urban League was probably one, but I doubt if the 
NAACP was because it has no local personnel, as far as I know. 

Mr. Apponiz1o. I am talking about this specific problem. I was 
wondering whether they had taken a position on it. 

Mr. Bennett. I feel fairly cotiitiaiis that I never contacted the 

NAACP for the reason that they have no personnel in my district. 
The Urban League does, and I feel sure that I asked them and I feel 
sure they approved, but I cannot say definitely because I do not have 
all my files with me. 

Mr. Rats. Dr. Talle. 

Mr. Tatie. Just this, Mr. Bennett: Thank you very much for your 
statement. 

Mr. Bennett. Thank you, Dr. Talle. 

Mr. Rarns. Mr. Betts. 

Mr. Berrts. I was interested, did you have a definition of minority 
group in your bill, the reason I ask is I suppose there are situations 
where nationwide a group might be in a minority, but communitywide 
it might be in a majority. I suppose there are communities In the 
South where the Negroes are in a majority, aren’t they ¢ 

89342—57 35 











538 HOUSING ACT OF 1957 


Mr. Bennett. That would depend on a question of arriving at the 
locality. 

Let me say this to you, Mr. Betts: I think this law is more definite 
than any law that has previous sly been passed in the field of minority 
housing. You have already passed a special assistance fund and to my 
astonishment I find that what I thought that fund was supposed to do 
has never been accomplished and nothing has ever been done about it. 
not one thing has ever been done to help colored housing, although I 
was assured that that was one of the purposes of the bill. So 
as indefinite as this may be it is certainy a lot more definite than pre- 
vious existing legislation. 

Mr. Betts. I can imagine that, too. That is all. 

Mr. Rarns. Mrs. Sullivan. 

Mrs. Suttivan. Only to comment, Mr. Chairman, on Congressman 
Bennett’s statement. 

I come from a city that has a large colored population, and I would 
say within the last 10 years they have increased their home ownership 
by great leaps and bounds, and in only one instance have I ever heard 
from any one of them where they were having difficulty in getting a 
loan, and when I went to the people that I knew were available for 
loans, he couldn’t get it because he wasn’t a good risk, but otherwise— 
of course, my mail may be a little different from yours—in the size 
city we have in St. Louis, we have them spreading all around the 
area, those who want to buy homes are buying them, Like anyone 
else, it isn’t a matter of whether they are minority or majority, it is 
just if they are interested in it they are not having any more difficulty 
than the white race. 

Mr. Bennett. Well, let me say to you my able colleague, that if I 
had relied upon my inspection of the city of Jacksonville ‘and upon 
the correspondence that I had received, I would have had no idea 
that they had received only one-seventh of their proportionate amount. 
I would have had no conception of it, because the city of Jackson- 
ville now has for the first time very substantia] subdivisions extending 
over many blocks where colored people have lovely fine homes and 
beautiful neighborhoods. 

Now the pattern in my youth was a different pattern entirely. The 
colored people did have in some instances very large homes, very 
splendid homes, but they had difficulty in finding areas within the 
city where they could have a sufficient level throughout the area to 
sustain the value of their investment and to make a reasonable neigh- 
borhood. 

Now I am glad to say that that period is apparently in the past and 
now a colored person in the city of Jacksonville has a seeoonably good 
chance of having a neighborhood which is delightful in all respects 
and well planned and extensive in nature. 

If I had been content to just take what met my eye, I would have 
thought things were pretty dog-gone good, and I would have been 

satisfied. But I had a gnawing suspicion prodded by conversations 
with people I knew in the building industry and found that my gnaw- 
ing suspicion was justified in the ‘fact that they are not doing so well. 

T haven’t made a nationwide survey. I do know in my district 
where we have many colored pror with good solid average incomes 
like anybody else and who should be good credit risks, have great 


difficulty in getting financing and I have found out that the financ- 
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ing is not a Mason-Dixon proposition, it is money that won’t come 
down from New York or elsewhere for this purpose. 

The financing for putting on subdivisions is just not reasonably 
available if it is to be a colored subdivision in the city of Jackson- 
ville or to be a colored house. 

Mrs. Sutirvan. I think it is very interesting to hear of your survey 
and of course, I haven’t judged mine just from lack of letters. It is 
simply that in knowing your city, and I know St. Louis, and I know all 
of those who are trying to buy homes are not having the difficult time 
in obtaining it any more than any other group. 

Mr. Bennetr. Well, I am glad they are doing well in St. Louis and 
that is probably due to the good leadership you are giving them up 
here in seeing that they are protected, but I have not been able to 
accomplish what should be accomplished in this field. For 6 years 
I have been prodding and using all the energy I have to get more 
colored housing and I haven’t been able to do it in any significant 
amounts. 

Mrs. Suutzivan. Could it be that the population is increasing in 
your area of colored people moving down there probably with the 
idea of—well, they are in a better position now to buy than they have 
been because they are working. 

Mr. Brennerr. No, I don’t think that the colored population is 
increasing in proportion to the white population. The white popula- 
tion is growing faster than the colored population. My area used to 
be an area where there were more than 50 percent colored people, years 
ago. 

Mr. Rains. Thank you, Mr. Bennett, for a good presentation. You 
have a real problem and we are going to give it consideration. 

Mr. Bennerr. Thank you. I appreciate that and I know that you 
will try to do whatever you can. 

Mr. Ratns. Thank you very much. 

Well, I see our friend from California, Mr. Miller, is here with 
us. Mr. Miller, we are glad to have you, and you may proceed in any 
manner you see fit. 


STATEMENT OF HON. GEORGE MILLER, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF CALIFORNIA 


Mr. Mitier. Thank you very much, Mr. Chairman. I haven't any 
bills pending in this committee, because I feel a great insufficiency 
when it comes to this complex problem. I have great confidence in 
the committee. I appear here to point up some of the conditions 
that I know are taking place in my own district, and I want to thank 
you for the opportunity to discuss the most serious domestic problem 
affecting citizens in the United States, and I refer of course, to the 
tight money policy. 

Every section of the United States is feeling the pinch of tight 
money but not every person or class is feeling the pressure with equal 
force. 

We ave all in favor of economy and we want to take every practical 
means we can to halt inflation, but being against inflation is like 
being against sin. However, the pinch should be distributed evenly 
and any one segment of our economy should not be singled out and 
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forced to bear the brunt of this fight. As matters stand today, all 
long-term borrowers are being hit with the heaviest burden being felt 
by the home- -building industry and persons with small incomes. Thave 
received more mail on this pressing problem than any other subject 
during this session of Congress. 

To point up the seriousness of the present situation in my district, 
I would like to quote from several of the hundreds of letters that have 
been sent. A leading contractor states: 

I have been in the home-building industry for over 20 years and this is the first 
time we have not had a development either underway or planned. 

A construction bookkeeping service advises over 50 percent of the 
construction workers in this area face unemployment within 30 days. 

A builder states : 


The carpenters on our payroll are 80 percent below normal. We have also 
cut out some of our office employees and will shortly be down to a minimum. 


A plumbing company official’s statement : 


The home-building industry has slowed nearly to a stop within the past 6 
months in the western part of the United States. Unless joint congressional 
action is taken immediately, we are faced with a complete shutdown of operations. 


Another leading contractor informs me: 


Upon the completion of the homes in our present tract, we shall be obliged to 
lay off our crew. We are purchasing no more land. 

An official of the Construction and General Laborers Local Union 
304 writes : 


We have 800 members out of work. 


The International Brotherhood of Boilermakers Local 39 tells me 
some builders estimate that curtailment of home construction may go 
as high as 75 percent. 

The Building and Construction Trades Council and many other 
unions write in a similar vein. The Associated Homebuilders of the 
Greater East Bay, and may I say that the Greater East Bay District 
is one of the most rapidly developing, or has been, in California, 
writes me: 

At the present time very little veteran housing is planned for 1957, a situation 
which is of grave concern to the economy of the State of California, both from 
the standpoint of the State’s overall economy and from the standpoint of the 
veterans who are immigrating to the State by thousands and who make up a 
major portion of the manpower pool upon which the expansion of other indus- 
tries is dependent. 

Mr. Chairman, I am convinced that unemployment in the building 
industry is serious and mounting daily. 

Subcontractors, suppliers, and builders are laying off men and actu- 
ally closing shop because they face bankruptcy. Residential Taran 
tion in Alameda County is estimated to be 60 percent less than it wa 
at this time a yearago. This presents a dismal future. 

Southern Alameda County Board of Realtors, composed of ethical 
realtors who maintain the highest standards in their profession, have 
made a great contribution in the development of this area. The board 
recently published a full-page advertisement, a copy of which I will 
furnish to the committee, in the principal papers in the area. Hun- 
dreds of persons signed that ad and returned it to the real estate 
board. Many of these signed copies—not all of them—have been 
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forwarded me by the board with the request that they be made a part 
of the record. TI have compiled a partial list which I will submit to 
the committee at the conclusion of these remarks. 

Mr. Rains. We will be glad to have it included in the record with 
your remarks. 

Mr. Mutter. The tight money policy has not only brought the home- 
building industry to an almost complete standstill, it is causing other 
hardships. It has shoved up interest rates on money av ailable for 
many public projects such as hospitals, schools, urban redevelopment, 
sewer disposal units, bridges, and other public works. Any increase 
in the cost of these projects causes an increase in State and local taxes. 

This places the unduly heavy burden on people of small income. 
American welfare needs stable money. But I submit that it is neither 
wise nor realistic to try to halt inflation and to effect a stable economy 
by reducing production, decreasing employment, and strangling the 
market. 

Now, Mr. Chairman, here is the ad that I refer to. I shall not read 
it, but it is an appeal that something be done. Here is a list of the 
names of the people who signed this particular ad, and with your 
permission I would like to submit it for the record. 

Mr. Rarns. We will be glad to have it for the record, Mr. Miller. 

Mr. Miuier. I haven't anything alse. I know that you people are 
conscientious. 

Mr. Rarns. Mr. Miller, thank you for your remarks. They point 
up a rather serious dilemma that we find ourselves in, and this com- 
mittee is really conscious of the dangers which you set out, and it just 
leads me to ask one question in the light of all of the serious circum- 
stances that your people are confronted with, layoffs, unemployment, 
going out of business, so there is only one question I can ask: 

Do you have e ‘nough houses or is it the present tight money policy ? 

Mr. Miurer. It is the present tight money policy, because we have 
not enough houses in this area to ts ake care of the people who are there 
or are coming there. 

Mr. Rains. In this area which you represent, the facts which you 
have detailed to us, you can state it is not a saturated area, as far as 
houses are concerned, there is still a need but no mortgage credit 

available; is that correct ? 

Mr. Mitirr. I can definitely state that there is still a need. I may 
point out to you that Alameda County is the second biggest county 
in the State of California. In 1950 it had a population of about 
770,000, and the statements today made by the State chamber of com- 
merce that are on the conservative side give it in excess of 880,000 
people. My own district is one of those that comes under that 
provision. 

In the resolution we recently adopted, I am allowed to have addi- 
tional clerk hire because there are more than 500,000 people in the 
district. This is the result of a survey recently made by the Census 
Bureau. The district is growing. There is a demand for housing 
that cannot be met because of this tight-money policy and because of 
the subterfuge of demanding points on housing, and I wish someone 
would define for me what points really are. 

I think I know what they are. 

Mr. Rains. You mean discounts? 
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Mr. Miter. Well, we are not supposed to call them that. I think 
that is a dirty word. 

Mr. Rarns. We are aware of that. 

Any questions? 

Mr. Tate. Mr. Chairman. 

Mr. Ratns. Dr. Talle. 

Mr. Tate. Is your district strongly affected by the tremendous 
migration into California 

Mr. Miuurr. Yes. 

Mr. Tazz. I can recall what I read in the Post yesterday. It seems 
to me there was a statement to the effect that each month or some 
such period, 1,400 persons migrate into California from the South. 

Mr. Mittirr. I do not know. I do not know of any breakdown that 
shows where people come from out there, but the migration is still on. 

Mr. Tat. Those people probably would look for jobs in the air- 
plane plants, wouldn’t they ¢ 

Mr. Mizer. Well, the airplane industry in southern California is 
a very big one and it is attracting a lot of people. It is a big industry 
down there. One of the reasons that it is attrac ting people is because 
the airplane companies themselves put on a campaign of recruitment 
all over the country. I know that you are familiar with it. [ happen 
to be on a subcommittee of the Armed Services Committee that made 
a study of that just last year, and we found that certain professional 
people, certain people with highly trained skulls, the air pli une industry 
will pay their traveling expenses and the expenses of their families 
and transport their household g roods to California in an effort to 
get them. 

I think Mrs. Sullivan knows that it’s true at McDonnell in her dis- 
trict. It is not only true with California. It is true out here at 
Martinsburg. It is true all over. The demand for these people is so 
great that they are going out in competition with one another trying 
to get this type of person into their area. 

Mr. Tauix. The migration increase is probably greater in the Los 
Angeles area than in any other part of California. 

Mr. Mier. It has been bigger in the southern California area, but 
it has been extremely heavy in other parts of the country. My own 
district or Alameda County—the East Bay county of the San et 
cisco Bay metropolitan area—within recent years has about kept pace 
with the Los Angeles area in migration. 

Mr. Tauie. Thank you, Mr. Miller. 

(The information above referred to is as follows:) 


{Oakland Tribune, December 18, 1956] 
GI’s VICTIMIZED 
BLACK TUESDAY, DECEMBER 4, 1956 


A report on a strange situation important to every citizen 


This in an emergency report to the buyers of the 63,000 new homes built in 
southern Alameda County in the past 9 years, nearly every one financed by 
FHA and GI loans. 

It is an appeal to the citizens of our community and of the whole United 
States to rescue veteran’s families unintentionally victimized by their own 
Government. 
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Some GI families may be dispossessed, evicted from their homes, or face 
threat of bankruptcy in the next few days, through no fault of their own. 
Their cases are acute and desperate. 

They have been victimized by the very agencies set up to help them. 

The Government’s “tight money policy,” to prevent inflation, has tightened 
the belt for all of us. That belt has been tightened many extra notches for 
buyers of homes with GI loans. 

Some unfortunate veterans have been caught in the middle by this arbitrary 
and unbearable breach of faith. 

In southern Alameda County alone, we know of hundreds of such GI families. 

This is a sober report by the more than 150 broker members of the Southern 
Alameda County Board of Realtors. It is of concern to every person who owns 
a home, plans to buy a home or may sell a home. It is of concern to every 
person who believes in justice for our veterans. 

This report tells you why the tight money market now may cost you as much 
as 11 percent of the loan in addition to the interest rate you must pay for the 
loan itself. 

It describes how some veterans have been unintentionally persuaded, under 
sovernment sponsorship, to place their heads in a noose—then to have it “tight- 
ened” by the very agencies set up by the Government to insure and assist GI 
home-buying. 

It is a report on Fannie May and what must be done immediately to relieve 
Fannie May’s unintended victims. 

FHA was created to assist Americans in building good homes for our soaring 
population. It insures banks, lending agencies, and insurance companies against 
loss on qualified long-term loans. 

The Veterans’ Administration provides special assistance to veterans by 
suaranteeing lenders against losses on GI loans. 

Fannie May—Federal National Mortgage Association—was chartered by 
Congress to buy FHA and GI mortgages from the lenders, so that they would 
have more money to lend for more homes. 

Today, the supply of money is tightened. Lenders can get higher interest 
elsewhere. They refuse to lend funds for long-term home mortgages at the 
4% percent GI rate established by Congress guaranteed by the Veterans’ Admin- 
istration. They demand a bonus, or else they refuse to make such loans. 

They call those extra over-payments “points.” Hach “point” is a bonus of 
1 percent of the amount of the loan. 

Today, the Government support of low-cost long-term housing loans at 414 
percent is a fiction. Hometown lending agencies throughout America refuse to 
make GI loans unless they get extra “points” in addition to the legal limit on 
the interest. 

The law blocks them from charging the veterans more on GI loans. So they 
demand the “points” from the sellers. 

As realtors, we have conscientiously assisted buyers and sellers in qualifying 
for GI loans. We do not make loans. We do not get “points.” 

Until a few days ago, the banks and loan associations and insurance companies 
were able to collect their ‘points’ from the sellers, and then to resell their mort- 
gages to Fannie May at nearly their face value. Fannie May has been maintain- 
ing its own funds by reselling the mortgages and were authorized to draw up 
to $1 billion out of the Public Treasury. 

Suddenly, Fannie May refused to buy mortgages at the old rate of 96 cents 
to 100 cents on the dollar. It now will pay as little as 94 cents on the dollar, 
although the same Government guarantees the loans. 

The sudden action was retroactive in its effect. Although contracts had been 
signed, and loans approved by the Veterans’ Administration, all agreements 
already made went out the window on December 4, 1956. 

Here are only three of the hundreds of cases of victimized veterans in the 
files of the Southern Alemeda County Board of Realtors: 

Victim No. 1: A veteran contracted to buy a home with a GI loan. He made 
his downpayment and was issued a receipt subject to a VA appraisal. The 
VA issued a Certificate of Reasonable Value. The local lending institution sent 
all documents to the VA, which gave its approval and returned them. The loan 
was complete except for the actual delivery of the money. Overnight Fannie 
May raised the discounts (“points”). Although the loan was qualified and in- 
sured by the United States Government, the sale was canceled. The seller’s 
attorney has served notice of intention to sue the veteran and seize all his 
assets. 
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Victim No. 2: The VA notified contracting parties that the loan qualified in 
every respect. The seller left California to be at the hospital bedside of his 
mother, gravely ill with cancer. The veteran moved in, awaiting completion of 
his GI loan. But Fannie May raised the discount overnight, the lender de- 
manded more bonus “points”, and the Government-guaranteed loan was can- 
celed. 

Victim No. 3: Under Government orders, a veteran moved from Alaska to 
southern Alameda County with his wife and four children. He needed a home. 
The seller agreed to pay six “points” to the local finance institution, and to let 
the veteran have his home at once. The seller could do so because he found a 
second home being vacated by a local resident whose health required a desert 
climate. The sick man borrowed to buy a home in the desert, and let payments 
lapse on the one he left behind. He was assured by VA appraisals and certifi- 
cates that he would soon be paid for the house he was selling. But overnight, 
Fannie May raised its discount rate, the lender now required eleven “points,” 
the sick man could not qualify for his desert home, he may have to forfeit his 
borrowed money, and he has been given foreclosure notice on the home he left 
behind. 


CAN ANYTHING BE DONE FOR THE VICTIMIZED VETERANS? 


1. We are requesting Fannie May, the Federal National Mortgage Associa- 
tion, to withdraw the retroactive and unjust part of its decision, and to honor 
all agreements signed while the previous mortgage discount rate was still in 
effect. 

2. We are requesting the Veterans’ Administration to declare these to be 
emergency cases, and to make loans directly to these victimized veterans from 
emergency funds already provided by Congress. 

3. We have been assured by our Congressman, George P. Miller, of his strong 
support. We are requesting the support of our Senators, William F. Knowland 
and Thomas Kuchel, and of our President Dwight D. Eisenhower. 

4. We urge the entire public to join with us locally and nationally by en- 
dorsing their names and addresses on this page and sending it directly to the 
Southern Alameda County Board of Realtors for forwarding to Washington. 

5. The Southern Alameda County Board of Relators has laid the facts 
before you. It asks your assistance in demanding justice for the GI’s and the 
public. 

6. We invite all organized groups and individuals to join the Southern Ala- 
meda County Board of Realtors in such further action as may be promptly taken. 

Southern Alameda County Board of Realtors, 21144 East 14th Street, Hay- 
ward, Calif. For further information call JEfferson 7-0440. Louis M. Apple, 
President. C. Gordon, Chairman Committee on Economic Trends. 

(To accompany advertisement in Oakland Tribune of December 18, 1956 :) 


Mr. and Mrs. Lester W. Adams, 1166 Grace Street, San Leandro, Calif. 
Dorothy M. Amaral, 41 Division Street, Pleasanton, Calif. 

Mr. and Mrs. Frank D. Amsbaugh, 21596 Royal Avenue, Hayward, Calif. 
R. J. Arnburger, 5811 Fleming Avenue, Oakland 5, Calif. 

P. D. Arnold, Rm 1, USN,, 723 C Eagle Avenue, Alameda, Calif. 

G. H. Ashley, 21571 East 14th Street, Hayward, Calif. 

J.C. Atherton, P. O. Box 65, Mission San Jose, Calif. 

L. M. Atherton, 317 Ellsworth, Mission San Jose, Calif. 

Mr. Harry Aulin, 3423 Del Valle Circle, San Leandro, Calif. 

Mr. Arthur V. Avila, 3260 Knowland Avenue, Oakland, Calif. 

Joseph G. Bain, 1813 East 15th Street, Oakland 6, Calif. 

Mrs. J. N. Baker, 19 Redding Place, Oakland, Calif. 

E. Ballami, 21334 Hobert Street, Castro Valley, Calif. 

Earnest D. Baul, 2438 35th Avenue, Oakland, Calif. 

Thelma L. Bay, 3328 Loma Vista, Oakland, Calif. 

David E. Bentke, 2129 19th Avenue, Oakland, Calif. 

Walter Berry, 1811 27th Avenue, Oakland, Calif. 

Mr. and Mrs. Jack Boemer, 20671 Nunes Avenue, Castro Valley, Calif. 
Mrs. Lucille Bowles, 889 Pershing Drive, San Leandro, Calif. 

Anne Breen, 1727 Clemens Road, Oakland, Calif. 

Mr. and Mrs. Leon BD. Broce, 133 Dorchester Avenue, San Leandro, Calif. 
B. J. Buff, 1322 East 27th Street, Oakland, Calif. 

Mr. and Mrs. Keith R. Bull, 11127 Estepa Drive, Oakland 3, Calif. 

Mrs. Mary Burrell, 15880 Via Alamitos, San Lorenzo, Calif. 
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Lester G. Burton, 60 Via Lucas, San Lorenzo, Calif. 

Mr. and Mrs. Russell Buys, 24724 Woodacre Avenue, Hayward, Calif. 
Mr. and Mrs. George Calder, 8056 Earl Street, Oakland 5, Calif. 
Howard J. Camin, 3423 Del Valle Circle, San Leandro, Calif. 

Eugene Carmody, 4738 Story Street, Oakland, Calif. 

William Carrall, 2567 Foothill Boulevard, Oakland, Calif. 

Mr. and Mrs. Donald J. Carry, 882 Bellenge Boulevard, San Leandro, Calif. 
W. T. Carter, 3516 Meadow Street, Oakland, Calif. 

Mr. and Mrs. Ernest Carvalho, 2314 94th Avenue, Oakland, Calif. 
Joseph F. Cerelli, 1090 Adason Drive, San Leandro, Calif. 

L. H. Chamberlin, 208 Paseo Largavista, San Lorenzo, Calif. 

Mr. and Mrs. Harold 8S. Chesnutt, 15918 Via Descanso, San Lorenzo, Calif. 
Mrs. Ethel M. Clark, 8122 Vey Avenue, Oakland, Calif. 

Mr. and Mrs. James E. Clark, 26377 Mocine Avenue, Hayward, Calif. 
Virginia Clark, 4070 Laguna Avenue, Oakland, Calif. 

Ernest De Coite, De Coite Realty, 2334 East 14th Street, San Leandro, Calif. 
M. De Coite, 16005 Mateo Street, San Leandro, Calif. 

Dr. J. R. Colburn, 3028 E. 14th Street, Oakland, Calif. 

Randall S. Cole, 409 Merritt Avenue, Oakland, Calif. 

Mr. and Mrs. Antolin Corral, 1319 147th Avenue, San Leandro, Calif. 
R. Cowan, 15345 Clark Street, San Lorenzo, Calif. 

Bill Cravens, 1418 29th Avenue, Oakland, Calif. 

Ben A. Davis, 423 Bergedo Drive, Oakland, Calif. 

Charlie T. Davis, Rt. 1, Box 148 B, Livermore, Calif. 

Mrs. Jack BE. Davis, 16234 Hesperian Boulevard, San Lorenzo, Calif. 
Harold C, Davison, 2544 67th Avenue, Oakland, California. 

Robert R. DeBord, 10933 Novelda Drive, Oakland, California. 

Mr. and Mrs. Louis DeGeorge, 1121 Halcyon Drive, San Leandro, Calif. 
Harold D. Dennis, 3501 35th Avenue, Oakland, Calif. 

Lester J. Dias, 1722 37th Avenue, Oakland, Calif. 

Okla Doss, 9515 Cherry Street, Oakland, Calif. 

Mrs. Bulah DuMonte, 3400 E. 18th Street, Oakland 1, Calif. 

Mr. and Mrs. Ralph Duncan, 431 Hathaway, San Lorenzo, Calif. 
Francis Dunn, 7628 Hoylake Street, Hayward, Calif. 

Mrs. Marie D. Earl, 2483 26th Avenue, Oakland, Calif. 

Mr. and Mrs. Ear! L. Eastin, 16057 Via Nueva, San Lorenzo, Calif. 

Alice M. Fretz, 4804 Hyacinth Avenue, Apartment B, Oakland, Calif. 
Dorothy Esposito, 1713 142d Avenue, San Leandro, Calif. 

Walter Fechner, 1439 29th Avenue, Oakland, Calif. 

John C. Ferrari, 567 Tulsa Street, San Lorenzo, Calif. 

Mr. and Mrs. L. F. Findeisen, 550 Merritt Avenue, Oakland, Calif. 
Joy W. Fisher, 17065 Liberty Street, Hayward, Calif. 

Mrs. Norman Freis, 2401 Rampart Street, Oakland, Calif. 

Luella Frohwerk, 1663 158th Avenue, San Leandro, Calif. 

Frances Fruzza, 1488 San Rafael Street, San Leandro, Calif. 

C. Gabrielson, 8415 Ney Avenue, Oakland, Calif. 

Mrs. L. Galovich, 1024 Douglas Drive, San Leandro, Calif. 

Mr. Thomas G. Galovich, 1024 Douglas Drive; San Leandro, Calif. 

D. A. Garretson, 197 Thames Avenue, San Lorenzo, Calif. 

Mr. and Mrs. F.. Gember, 97 Dorchester Avenue, San Leandro, Calif. 
Mrs. Lenore Gfeller, 462 B Eagle Avenue, Alameda, Calif. 

Mr. and Mrs. Valance Gill, 1711 136th Avenue, San Leandro, Calif. 
Claude R. Glaser, 1125 6th Avenue, Oakland, Calif. 

Sol V. Glick, Route 1, Box 166, Irvington, Calif. 

James Glover, 1720 Auseon Avenue, Oakland, Calif. 

Mrs. Florence T. Gold, 1835 East 25th Street, Oakland 6, Calif. 
Mrs. Bessie Goldblatt, 16015 Carolyn Street, San Leandro, Calif. 
Florence Hanna, 1545 138th Avenue, San Leandro, Calif. 

E. Hansen, 8228 Outlook, Oakland, Calif. 

I. A. Hanson, 60 Via Hermana, San Lorenzo, Calif. 

Mrs. E. Harding, 3810 Redding Street, Oakland, Calif. 

James F.. Harlow, 1279 147th Avenue, San Leandro, Calif. 

Jasper L. Hazlewood, 331 Rockett Drive, Irvington, Calif. 

Jessie L. Hazlewood, 331 Rockett Drive, Irvington, Calif. 

Mr. and Mrs. Merle L. Haseltine, 16153 Via Descanso, San Lorenzo, Calif. 
B. F. Harrison, 19887 Lake Chabot Road, Castro Valley, Calif. 

Mr. and Mrs. Ralph W. Harrington, 27286 Freitas Drive, Hayward, Calif. 
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Luella S. Henry, 14940 Saturn Drive, San Leandro, Calif. 

Mr. and Mrs. Harold M. Hetrick, 5320 Calaveras Avenue, Oakland 19, Calif. 
Mr. and Mrs. R. F. Hill, 7878 Sanford Street, Oakland, Calif. 

Mr. Donald M. Hodsoll, 4986 Nordell Avenue, Castro Valley, Calif. 
Gerald J. Hofmeyer, 39 Lorand Way, Hayward, Calif. 

Elmer Honsal, 9112 Nichandros Street, Castro Valley, Calif. 

M. W. Huckabay, 5811 Eastlawn Street, Oakland, Calif. 

Frances Huey, 20609 Boston, Road, Hayward, Calif. 

Mr. and Mrs. K. W. Hunt, 5735 Arenal Avenue, Apartment 202, Oakland, Calif. 
M. C. Jacobson, 3298 Madera Avenue, Oakland 19, Calif. 

Keith B. Jacques, 21923 Oak Street, Hayward, Calif. 

Manuel R: Jardin, 1096 Highland Boulevard, Hayward, Calif. 

L. C. Jensen, 20330 Forest Avenue, Castro Valley, Calif. 

Mr. and Mrs. Earl Johnson, 6859 Fresno Street, Oakland 5, Calif. 
Walter S. Jones, 15090 Lark Street, San Leandro, Calif. 

Mr. and Mrs. Charles J. Kadlecek, 15031 Norton Street, San Lorenzo, Calif. 
Mr. and Mrs. Clifford F. Kaiser, 1918 Drake Drive, Oakland 11, Calif. 
Dr. E. Kapehan, 2331 Santa Clara, Alameda, Calif. 

Mrs. Veneta Kies, 2351 108th Avenue, Oakland, Calif. 

Lucille Kuhikon, 130 School Street, Pleasanton, Calif. 

Pat Lane, 5635 Trask Street, Oakland, Calif. 

Mr. R. M. Lane, P. O. Box 11, Sunol, Calif. 

Mr. and Mrs. 8S. A. Large, 721 Donoval Drive, San Leandro, Calif. 
C. Ray Lawyer, 3916 Lakeshore Avenue, Oakland, Calif. 

Roy M. Lee, 28626 Sebastian Way, Hayward, Calif. 

Laura V. Lewis, 1287 147th Avenue, San Leandro, Calif. 

Cenia Loux, 22248 Baywood Avenue, Castro Valley, Calif. 
Raymond Luciano, 324 Lorraine Boulevard, San Leandro, Calif. 
Ruth M. Luciano, 324 Lorraine Boulevard, San Leandro, Calif. 
Gordon MacKenzie, 365 West Avenue 150th, San Lorenzo, Calif. 
Mrs. August Madeiros, 26613 Regal Avenue, Hayward, Calif. 

Kyle L. Madgett, 4073 Telegraph Avenue, Oakland, Calif. 

Betty Maguire, 7948 Crest Avenue, Oakland 5, Calif. 

Mr. and Mrs. George H. Mancuso, 449 Linnell Avenue, San Leandro, Calif. 
Ida Manfredo, 10501 Breed Avenue, Oakland, Calif. 

Charles W. Mars, 19651 Center Street, Castro Valley, Calif. 

Mr. and Mrs. A. Martin, 1475 141st Avenue, San Leandro, Calif. 
Frances I. Martin, 1161 C. Broadway, Alameda, California. 
Pauline A. Matthews, 2159 106th Avenue, Oakland, Calif. 

Robert D. McCartney, 7889 Lessley Avenue, Castro Valley, Calif. 
William F. Meeks, 19187 Garrison Avenue, Castro Valley, Calif. 
Hermon Meisner, 35 Hunter Court, Oakland, Calif. 

Lyle Melton, 585 Apgar Street, Oakland, Calif. 

J. F. Mesa, 15880 Via Alamitos, San Lorenzo, Calif. 

Jack Middleton, 3325 Hemlock Street, San Leandro, Calif. 

Rodney Mitchell, 1320 Parker Street, San Leandro, Calif. 

John Molinaro, 4059 Lincoln Avenue, Oakland, Calif. 

Earl K. Monroe, 3023 Delaware Street, Oakland 2, Calif. 

A. W. Mooney, 1270 Terra Avenue, San Leandro, Calif. 

Mr. and Mrs. C. Morgado, 1204 147th Avenue, San Leandro, Calif. 
Carl F. Munns, 4450 Duval Lane, Hayward, Calif. 

Dianne Munoz, 347 Parrott Street, San Leandro, Calif. 

Perry L. Myers, 3487 Margarita Avenue, Oakland 5, Calif. 

Erny R. Nashke, 7815 E. 14th Street, Oakland, Calif. 

Tony Nasimento, 353 West Juana, San Leandro, Calif. 

R. J. Newton, 753 Via San Carlos, San Lorenzo, Calif. 

Uola O’Brien, 28479 Parker Street, Oakland, Calif. 

J. P. O’Grady, 5318 Georgia Street, Oakland, Calif. 

E. W. Olds, 3105 High Street, Oakland, Calif. 

Raymond T. O’Malley, 15836 Paseo Del Campo, San Lorenzo, Calif. 
Mr. and Mrs. J. Palmiero, 3159 Rafahi Circle, Hayward, Calif. 

Mr. and Mrs. Jack L. Parsons, 7617 Midlothion Way, Hayward, Calif. 
Jerry Partin, 2550 Thornton Avenue, Newark, Calif. 

William C. Peakes, 2638 MacArthur Boulevard, Oakland, Calif. 

Mr. and Mrs. Clayton A. Peterson, 535 Doane, San Lorenzo, Calif. 

M. W. Peterson, 9241 MacArthur Boulevard, Oakland, Calif. 

Mrs. Josephine B. Pexton, 8955 Elrod Drive, Castro Valley, Calif. 
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William J. Plaz, 2006 West 135th Avenue, San Leandro, Calif. 

Mr. and Mrs. J. L. Pleese, 2935 Barrett Street, Oakland 5, Calif. 

Peter D. Porrino, 13809 Bancroft Avenue, San Leandro, Calif. 

Mr. and Mrs. Roger Price, 126 Sixth Avenue, Irvington, Calif. 

Warren Ragan, 26673 Caroline Drive, Hayward, Calif. 

E. W. Raines, 671 El Paseo Drive, Oakland, Calif. 

Mr. and Mrs. Wilfred G. Resare, 15165 Longrin Street, San Lorenzo, Calif. 
Al Rivera, 4520 Fleming Avenue, Oakland, Calif. 

C. Robertson, 604144 MacArthur Boulevard, San Leandro, Calif. 

Mr. and Mrs. William E. Robertson, 1459 Kelly Avenue, San Leandro, Calif. 
Margaret C. Robinson, 4304 Hyacinth Avenue, Oakland, Calif. 

W. C. Rogers, 9222 Greenacre Road, Castro Valley, Calif. 

J. R. Romas, 1700 Mount Boulevard, Oakland, Calif. 

Mr. and Mrs. Walter Ross, 554 Vernon Street, Oakland 10, Calif. 

Mr. and Mrs. Charles B. Ruegnitz, 19152 California Street, Castro Valley, Calif. 
John H. Salinero, De Coite Realty, 2334 East 14th Street, San Leandro, Calif. 
Dorothy Sander, 5415 Dover Street, Oakland, Calif. 

Mrs. Ludie Seals, 1186 Harmony Drive, Hayward, Calif. 

Amos E. Shook, 2897 Longwood Avenue, Hayward, Calif. 

Mrs. Osie V. Shook, 1673 142d Avenue, San Leandro, Calif. 

Paul A. Shook, 1673 142d Avenue, San Leandro, Calif. 

Joe C, Silva, 1542 92d Avenue, Oakland, Calif. 

John A. Silva, 6166 Strobridge Avenue, Castro Valley, Calif. 

Mr. and Mrs. Manuel J. Silva, Post Office Box 178, Livermore, Calif. 

Mrs. Mary Silva, 25510 Brooks Way, Hayward, Calif. 

J. H. Smith, 16255 Via Segunda, San Lorenzo, Calif. 

M. L. Smith, 1616 Via Owen, San Lorenzo, Calif. 

R. P. Smith, 7948 Crest Avenue, Oakland, Calif. 

Helen Soranno, 1819 7th Avenue, Oakland, Calif. 

Albert M. Souza, 1435 167th Avenue, San Leandro, Calif. 

Russell B. Spencer, 9897 Toler Avenue, Oakland, Calif. 

Robert Steam, 9236 Kathleen Avenue, Castro Valley, Calif. 

Albert P. Stevens, 16870 Melody Way, San Leandro, Calif. 

A. B. Stevenson, 1416 Castro Street, Hayward, Calif. 

Thomas J. Stokes, 658 Wagner Street, San Lorenzo, Calif. 

Mickey Stultz, 14941 Donna Street, San Leandro, Calif. 

Mr. and Mrs. James H. Sutton, 1665 Plaza Drive, San Leandro, Calif. 

©. R. Swearenge, 3549 Brookdale Avenue, Castro Valley, Calif. 

Mr. and Mrs. John L. Terra, 13815 147th Avenue, San Leandro, Calif. 
Clara Teter, 16016 Carolyn Street, San Leandro, Calif. 

R. E. Tewson, 17318 Esteban Street, Hayward, Calif. 

Mr. and Mrs, Don M. Thomas, 354 West Avenue 154th, San Lorenzo, Calif. 
Mr. and Mrs. L. H. Thomas 2728 Abbey Street, Oakland, Calif. 

Mr. and Mrs. R. L. Thompson, 18534 Center Street, Castro Valley, Calif. 
Mr. and Mrs. M. P. Thurston, 1372 Highland Blvd., Hayward, Calif. 

Mr. and Mrs. H. C. Tolees, 1367 Russell Way, Hayward, Calif. 

Mr. Floyd L. Towne, 3239 Guido Street, Oakland, Calif. 

H. A. Trovaten, 5309 Bond Street, Oakland, Calif. 

Mr. Billy J. Turner, 2720 B Lincoln Avenue, Alameda, Calif. 

Mrs. F. Turner, 266 Castro Street, San Leandro, Calif. 

Mr. and Mrs. Donald B. Vallero, 26861 Calaroga Avenue, Hayward, Calif. 
VFW 1010, Glenn Bean, 1757C 28th Avenue, Oakland, Calif. 

A. W. Viada, 6576 Swallow Court, Castro Valley, Calif. 

Mr. James J. Vigil, 178 Avon Avenue, San Lorenzo, Calif. 

R. V. Voigt, 3369 Merced Street, San Leandro, Calif. 

Bob Walsh, 525 Haddon Road, Oakland, Calif. 

Mr. and Mrs. Peter V. Wangoe, 2705 Fernside Boulevard, Alameda, Calif. 
The Weavers, 456 Stoneford Avenue, Oakland, Calif. 

Mr. and Mrs. Charles Whisler, 750 Culp Avenue, Hayward, Calif. 

Eunice F. Williams, 136 South Broadway, Irvington, Calif. 

H. G. Williams, 186 South Broadway, Irvington, Calif. 

Ray Winters, 574 Lewelling Boulevard, San Lorenzo, Calif. 

Hino A. Wirkkala, 1906 Clemens Road, Oakland, Calif. 

Walter P. Wong, 2639 22d Avenue, Oakland, Calif. 

Carolyn B. Woodhouse, 8467 Vine Street, Castro Valley, Calif. 

Leon A. Woodside, 16033 Paseo Del Campo, San Lorenzo, Calif. 
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Kathleen R. Wright, 19613 Santa Maria, Castro Valley, Calif. 
Everett Wright, 19613 Santa Maria, Castro Valley, Calif. 

K. W. Wright, 3269 Morcom Avenue, Oakland, Calif. 

Jean Young, 136 Montecito, Oakland, Calif. 

Mabel Young, 364 Via Acalanes, San Lorenzo, Calif. 

Mr. and Mrs. Robert E. Young, 916 Medford Avenue, Hayward, Calif. 
Roy F. Young, 364 Via Acalanes, San Lorenzo, Calif. 

Carmelita M. Zarrick, 489 Rogers Avenue, Centerville, Calif. 


Mr. Rains. Thank you very much for appearing before our 
committee. 

The committee is in recess until 9: 30 in the morning. 

(Whereupon, at 4: 25 p. m., the subcommittee adjourned until Tues- 
day, March 12, 1957, at 9:30 a. m.) 
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TUESDAY, MARCH 12, 1957 


Houser or REPRESENTATIVES, 
SUBCOMMITTEE ON HOUSING OF THE 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 

The subcommittee met at 9:30 a. m., the Honorable Albert Rains, 
chairman of the subcommittee, presiding. 

Present : Messrs. Rains (presiding), Addonizio, Barrett, Mrs. Sulli- 
yan, Messrs. Ashley, Talle, Widnall, and Betts. 

Mr. Ratns. The committee will be in order. 

We have such a heavy schedule of witnesses that I would like the 
record to show that I want to adhere to the schedule today as closely 
as possible. We have several rollcalls coming up in the House. So 
we are going to have to stay within our schedule today. 

The first witness before us this morning is Mr. M. W. Hoover of 
Elk City, Okla. 

Come around, Mr. Hoover, and have a seat. We are glad to have 
you. 

As I understand it, you are appearing before the committee at the 
request of Senator Monroney concerning defense housing; is that 
correct ¢ 

Mr. Hoover. Yes, sir; in Oklahoma. 

Mr. Rarns. Do you live in Oklahoma, yourself? 

Mr. Hoover. Yes, I live in Elk City, Okla. 

Mr. Rarns. You don’t have a long statement. 

Mr. Hoover. No. 

Mr. Ratns. You may proceed with your statement, Mr. Hoover. 


STATEMENT OF M. W. HOOVER, ON BEHALF OF OKLAHOMA STATE 
HOME BUILDERS ASSOCIATION 


Mr. Hoover. Mr. Chairman and members of the committee, m 
name is M. W. Hoover, and I am an active home builder from Elk 
City, Okla. I am appearing here today as a representative of the 
Oklahoma State Home Builders Association, and I want to express 
our appreciation to you and your committee for this opportunity to 
testify. 

The Oklahoma State Home Builders Association is a trade associa- 
tion representing nine local home builders associations in the State 
of Oklahoma. Our memberhip now totals close to 1,100, 

I appear before you today to express our support for a new off- 
base, privately owned, military housing program for military per- 
sonnel and essential civilian employees of the military establishments. 


549 








550 HOUSING ACT OF 1957 


The Oklahoma State Home Builders Association, for whom I appear 
today, firmly believes that the necessities of our national defense 
have overriding priority over any other considerations. As builders, 
we are keenly aware of the continuing problem of prov iding adequate 
housing for military installations. 

In order to provide this housing, the Congress has authorized two 
programs which are designed to meet these needs: One, an appropri- 
ated-fund housing program which is part of the Military Construc- 
tion Act authorized by each session of Congress; the other is the new 
title VIII Rains-C apehart program which provides an FHA mort- 
gage-insurance program. The Oklahoma State Home Builders As- 
sociation feels that both of these programs have been delayed by 
budgetury and monetary problems. Therefore, we are suggesting a 
new FHA-insured program for off-base, privately owned, rental hous- 
ing to supplement these other two programs. This program would 
give particular consideration to supplying privately built defense 
housing at isolated military installations or those near small communi- 
ties where small numbers of Ronsling units are needed. 

At the present time, there is no housing law under which financing 
can be made available for the construction of 1- to 4-family dwellings 
for military or permanent civilian personnel and their dependents 
connected with military installations in the areas or communities near 
these bases. We believe, therefore, that this will provide a needed 
supplement to the present military family-housing programs, and one 
which will certainly prove useful to the armed services in the State 
of Oklahoma. 

Our suggested program would authorize the Federal Housing Ad- 
ministration to provide insurance or mortgages for 1- to 4-family, off- 
base housing under the same terms as provided in the basic title II 
rental-housing program, except that the determination of value shall 
be based on actual replacement cost. We believe that housing built 
under these provisions will prove most useful to military and other 
personnel if they are held for rent by builders, This program pro- 
vides that the FHA Commissioner required properties covered by 
mortgages insured by these provisions to be held for rent for such 
periods of time as he may prescribe. 

We understand that the Atomic Energy Commission also is faced 
with the problems of housing personnel connected with its atomic 
energy installations. Therefore, we are suggesting that the Atomic 
Energy C ommission also be allowed to take advantage of the financing 
provided by this new program. 

As to the programing of units under this program, we suggest that 
the FHA Commissioner in consultation with the Department of 
Defense and the Atomic Energy Commission be given this responsi- 
bility. We feel that the FHA in its market analysis operation is 
admirably suited to analyze the needs of the military installation, the 
available rental-housing units in the community, and the impact of 
such housing on other Government-insured or guaranteed programs. 

We feel that careful planning of this program through the Federal 
Housing Administration will insure that these units will be con- 
structed in such amount and in those locations where they may be 
readily absorbed by the nearby community if the needs of the militar Vv 
installations do not always require their occupancy. A major feature 
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of this program, we feel, should be the planning of units in number, 
type, and location for the easiest adoption by the community affected. 

One important aspect of the problem of providing military family 
housing which this program would fulfill is to afford military fam- 
ilies the opportunity to participate in the community life of sur ‘round- 
ing cities and towns. We believe this could have an important bearing 
in maintaining the morale of the personnel of the armed services. 
Many service families have told us in Oklahoma that they desire to 
live off base and participate in the civic, social, and community affairs 
that the nearby city or town offers. 

With your permission, I would like to submit to your committee 
suggested language which would incorporate the ideas that I have 
set forth above. 

L would also like to submit a telegram from the Cordell, Okla., 
Chamber of Commerce, which supplements my statement that we are 
anxious to support all military housing programs and offer this sug- 

gestion as a supplement to that purpose. This sentiment is typical 
of the sentiment throughout the State of Oklahoma in regard to mili- 
tary housing. 

Mr. Rarns. Thank you, Mr. Hoover. 

Just one or two questions. Are you a builder, yourself, in Okla- 
homa ? 

Mr. Hoover. Yes, sir. 

Mr. Rarns. I was going to ask you if you would submit to the com- 
mittee suggested language which would incorporate the ideas which 
you set forth here today. We would be glad to have it. 

Mr. Hoover. Thank you, sir. 

Mr. Rarns. One other suggestion I would like to make to you, You 
should arrange to testify before the Senate committee, too. As I 
understand it, what you are asking for is rental housing. 

Mr. Hoover. Yes. 

Mr. Rains. Why is it necessary for the FHA to be authorized to 
determine value of such housing on the basis of replacement cost ? 

Mr. Hoover. Mr. Chairman, the only answer I could give on that 
is that the value in one area would be different from the value in 
another area, that is the reason I suggested that. 

Mr. Rains. We will give your proposal careful consideration. 
Please sebiih the language for this proposal at an early date, and I 
suggest you make arrangements to testify before Senator Sparkman’s 
committee, too, so both sides will know about your proposal. 

Thank you very much. 

Mr. Addonizio has some questions. 

Mr. Apponizrio. In talking about appropriated housing and the 
Rains-Capehart program, you say on page 2 that both of these pro- 
grams have been delayed. I was wondering whether you would elab- 
orate a little bit more. Is that just within the area that you know there 
in Oklahoma, or do you feel that that is a nationwide situation? 

Mr. Hoover. Well, about the only way that I could answer that is 
from my observation from reading and talking to different builders 
over the country, that it has slowed up more or ‘Jess on account of the 
budget. 

Mr. Apponiz10. The information that we have been receiving before 
the committee shows that the Capehart program is starting to move 
along pretty well, now. 
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Mr. Hoover. Well, we certainly hope so. We certainly want to 
go on record that we are not against appropriated housing or title 
VIII. We are absolutely in accord with it. Our problem out there 
is that we are having an influx of people and we absolutely have no 

lace to place them, and we have no legislation to build these houses. 
We are absolutely in sympathy and accord, and we are certainly happy 
that we have the bases in Oklahoma, and we are cooperating in every 
way that we can, but we are in the position now that we have no tools 
to build rental houses, that is off base. 

Mr. Apponiz10. On page 3 of your statement you refer to the fact 
that many service families would like to live off base and this would 
give them that opportunity., Do you believe that such a situation is 
right, in view of the fact that we are trying to build up a proper 
defense force? The information we receive from military leaders of 
our country shows that the best kind is certainly where the housing is 
right on the military bases. 

Mr. Hoover. I agree with you, but in our country we understand 
the reason that this is in there is that there was just a certain group 
or type of men that would live on base. 

Mr. Apponiz1o. Are you familiar with section 207 of the Housing 
Act? 

Mr. Hoover. Yes, to a certain degree. 

Mr. Apponizio. If you remember correctly, last year we liberalized 
it with certain amendments. Don’t you feel that that could do the 
job for you? 

Mr. Hoover. That is where the Secretary of Defense requests off- 
base housing, is that what you are referring to? 

Yes, I thing that would do the job, and ‘that is more or less what we 
are asking for here. 

Mr. Apponizio. I am talking about where the appraised value is 
increased from 80 percent to 90 percent. 

Mr. Hoover. I just can’t answer that. In our area we are in a high- 
cost area. 

Mr. Apponizi1o. Well, may I respectfully suggest that perhaps you 
look into that and see if that is not the answer to your problem. 

Thank you. 

Mr. Rarns. Mrs. Sullivan. 

Mrs. Sutiivan. Mr. Hoover, I have just one question I would like 
to ask you. 

Isn’t it true that the use of replacement cost in determining value has 
only one effect, namely, reducing the amount of investment capital 
the sponsor must have in the project? Such a formula has no effect 
upon the rental of such a project ; does it ? 

Does it reduce the rentals? 

Mr. Hoover. I wouldn’t say that it would say that it would reduce 
the rental. I just don’t know how I would answer your question, to be 
frank with you. 

Mrs. Sutiivan. If you feel that way, is there any way that you 
might explain how it would reduce the rental ? 

Mr. Hoover. Well, about the only way that I could explain it is 
that a rental house is a long-drawn-out plan for the investor, who- 
ever the investor is, and if it is not built on today’s values, it is going 
to have to have a good, high value, in my opinion. 
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I don’t know if that answers your question, or not. 

Mrs. Sunuivan. Well, it doesn’t exactly, only it may be a little hard 
to answer it. But if you could show where it really has an effect on 
reducing the rentals I think maybe—— 

Mr. Hoover. I will have to say I can’t answer it now, but I will try 
to supply you with that information. 

Mrs. Suttivan. Thank you very much. 

That is all, Mr. Chairman. 

Mr. Ratns. Thank you, Mrs. Sullivan. 

Thank you, Mr. Hoover. 

Mr. Hoover. Thank you. 

(The data from the Cordell Chamber of Commerce Housing Com- 
mittee is as follows :) 


FEBRUARY 1, 1957. 
RESOLUTION 


Whereas the Oklahoma State Home Builders Association desires to improve 
the housing conditions of military personnel assigned to duty at various Govern- 
ment military installations in this State and throughout the Nation; and 

Whereas said association has discovered, and is experiencing the severe handi- 
cap, of a void in the National Housing Act for the purpose of making suitable 
housing available to such military personnel : Therefore now bit it 

Resolwed, That our association, representing the home building industry of 
Oklahoma, hereby petitions the Congress to amend the National Housing Act by 
including a new title, to permit financing by FNMA and insurance by FHA to 
such military personnel, to provide for the production by private enterprise 
of single-family housing to be made available on a rental basis, and held for rental 
to military personnel for a minimum fixed period of years, such housing to be 
built off base, so that members of our Armed Forces who desire the advantages of 
suburban and community living may have those advantages, as an alternate 
to present provisions in the act for housing on base. 

A similar program is needed and should be provided for civilian personnel. 

This resolution duly approved and adopted by the board of directors of the 
Oklahoma State Home Builders Association, and subsequently approved by a 
meeting of the general membership. 

(Signed) W. T. JAMESON, 
President. 
(Signed) Tom Morris, 
Secretary. 
(Signed) MADELAINE WILSON, 
Executive Director. 


CORDELL, OKLA., March 8, 1957, 


Mr. M. W. Hoover, 
Statler Hotel, Washington, D. C.: 


We the members of the Cordell Chamber of Commerce Housing Committee 
wish to make the following statement for record. 

1. The Cordell Chamber of Commerce in no way will oppose the United States 
Air Force or the Strategic Air Command in their program of securing adequate 
housing on the base at Clinton-Sherman Air Force Base, Burns Flat, Okla. We 
have formerly and we will in the future support their requests in every way 
possible so as in no way to affect efficiency or the security of this country in 
regard to the mission of the Strategic Air Command. We will not oppose the 
base housing in any way for those members of the Air Force on a security standby 
basis. 

2. We will appreciate any and all consideration in providing legislation for 
off-base housing to enable this town to build housing for the needs of civilian and 
military personnel who are unable to secure housing on the base. We are in 
drastic need of this type housing and will stand on record for its enaction by 
Congress. 

CORDELL CHAMBER OF COMMERCE HOUSING COMMITTEE, 
MERKLE O’HALLORAN, Chairman. 


Mr. Rarns. Mr. Theobald, of the United States Chamber of Com- 
merce, will you come around. 


89342—57 36 
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Mr. Theobald, it is not often that the committee is ahead of sched- 
ule. We have difficulty keeping up generally. We are glad you are 
here, and we will put you on out of turn if you don’t mind. 

Mr. Turosatp. Well, Mr. Chairman, I will do my best to keep you 
ahead of schedule. 

Mr. Ratns. We will appreciate that very much. You don’t have 
a very lengthy statement. You may proceed with your statement. 

Suppose you identify yourself for the record. Perhaps you do it in 
the statement. 

Mr. Turopacp. I do. 


STATEMENT OF A. D. THEOBALD, ON BEHALF OF THE CHAMBER 
OF COMMERCE OF THE UNITED STATES 


Mr. Turospatp. My name is A. D. Theobald. I am president of 
the First Federal Savings & Loan Association of Peoria, Lll., and as 
a member of the construction and civil development department 
committee of the Chamber of Commerce of the United States I ap- 
preciate this opportunity to present the views of the national cham- 
ber on housing legislation. 

The national chamber is a federation of business organizations 
composed of 3,200 chambers of commerce, trade and professional 
associations, with an underlying membership of 214 million business 
and professional men and women. 

With me here is Mr. James Steiner, who is manager of the construc- 
tion and civic development department. 

The national chamber has in the past pledged itself to aid the veter- 
an in his readjustment to civilian life. We want veterans to have 
every opportunity to obtain adequate housing for themselves and 
their families. We also want all other citizens to have constantly 
improving opportunities to upgrade their housing. We want no 
American to have less than decent, safe, and sanitary housing. 

Here, Mr. Chairman, if I may, I would like to interpose a thought 
which is not in the statement, but which occurred to me as I read the 
testimony of previous witnesses. It has to do with the magnitude of 
the program which is envisioned in the sentence I just read. The 
background of it possibly starts this way. 

As recently as 8 or 9 years ago the construction of a million houses 
a year seemed like a very large number. Some folks who indicated 
that was desirable or should happen were pooh-poohed. That is in spite 
of the fact that back as far as 1925 we had built 900,000 housing units 
in the United States. But I guess it was easy to forget that, if, in 
many cases we knew it. 

Now, we hear some discussion of 2 million houses per year. If we 
built 2 million houses per year at this time, in my judgment. at 
any rate, it would be beyond the capacity of the American economy 
and the ability of the American people to pay for them. Neverthe- 
less, it seems quite probable that in about 10 years the construction 
of 2 million housing units per year will be not only feasible, it will 
be almost essential. 

At the present time we are at the low point in the marriage cycle as 
a result of the comparatively low birth rates back in 1936 and 1937, 
and that period. But beginning in the 1940's the birthrate increased 





HOUSING ACT OF 1957 555 


until it gradually has passed 4 million per year. At about 1965 we 
will have 2 million marriages in all probability each year. We will 
have at least 114 million net family formations, each of which will 
be a potential customer for a housing unit. 

There is every reason to believe we will have a continuation of the 
dynamics of American cities which lead to the destruction of housing 
through redevelopment, delapidation, destruction by fire, and other 
causes, so that the construction of 2 million housing units, roughly a 
million more than we have had in the last year, a million more possibly 
than we will have this year, is very probable. 

At the average amount of mortgage financing involved in the con- 
struction of a new house at present figures, that, in itself, would require 
an addition over and above our present house building programs of 
$10 billion for savings for mortgage investment every year. 

That is only a part of the story. American standards of housing 
have been going up. The amount required in mortgages or in capital 
for each house has consistently increased in the experience of our own 
institution. I think that this is probably typical of the industry as a 
whole. It has averaged an industry of more than $500 or $600 a year 
over the past 10 years. Our average new construction mortgage was 
not quite $11,000 last year, which is pretty close to the savings and 
loan industry average. ‘Ten years ago it was $5,600. 

I think it is quite probable that by the time we reach this 1965 period 
the average mortgage will be in the neighborhood of $16,000, so that 
the million housing units which is our present general volume, and I 
am speaking in rather broad figures to give general magnitudes rather 
than precise amounts, with that increase it will require another $6 
billion. 

So it seems to me that we are looking forward to a time, not long 
from now, when new home construction will require about $22 billion 
more savings capital than is currently the case. If that is true, it 
is a long-range program with which all of us who are concerned with 
the housing industry need to address our attention now and continu- 
ously for a long period of time. 

Our Nation needs to encourage in every way possible every type 
of acceleration of the flow of savings, particularly to that type of 
activity which brings those savings into the home financing field. 

These are broad goals—I am returning now to the statement, Mr. 
Chairman—goals that are tied to the stable growth of the whole econ- 
omy, goals that cannot be achieved by legislation which is not geared to 
a free market arrangement for guiding the production, distribution, 
and financing of housing, 

In essence, our recommendations on housing legislation are these: 

1. There should be flexible interest rates on VA guaranteed mort- 
gages. 

2. There should be no direct lending of tax revenue as a source of 
primary mortgage credit. 

3. We recommend that the college housing be financed through State 
and local and private facilities, 1 


4. The Federal program for loans for public facilities should be 
ended. 


5. And, finally, Federal aid for public works planning should be 
discontinued. 
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Now, let me give you a brief background to those recommendations. 

1. Flexible interest rates on VA guaranteed mortgages: 

As long as our country is committee to a way of life which puts 
human freedom ahead of State determination of production, distri- 
bution, and employment—and we hope it will always be committed to 
freedom and human individualism—we must also be committed to the 
free market choices of people when they freely choose how they will 
invest the money they save. There would be more money available 
for VA mortgages if rates were flexible. 

The so-called tight money situation has developed because of com- 
petition for loanable funds. Mortgages must compete with other 
demands for available savings, and interest rates on mortgages must 
be related to rates which savers and lenders can obtain elsewhere. 
Mortgage rates are necessarily higher than those on high-grade securi- 
ties because of the cost of servicing and of marketing mortgages in 
large numbers of small units. Under these circumstances, the 414- 
percent ceiling on the VA mortgages has acted to limit the demand 
for these mortgages relative to that for other types of investments. 

Here, again, Mr. Chairman, I would like to add another thought 
which is not in the statement. It is a Chamber policy position that 
credit controls or restraints, or measures taken to prevent an undue 
expansion of credit, should be nonselective. 

It has generally been held that in our present period of tight money 
those restraints have been nonselective. Yet it seems to me that in 
two respects they have been selective and they have been selective 
against home financing. One of those is in the field of responsibility 
of the Congress. The other is in the field of the administrative branch 
of Government. 

The fixed rates on FHA and GI mortgages in effect are a selective 
credit restraint against housing, because they create a camp which 
tends to slow down or prevent ‘the flow of available capital into the 
home financing field, and that is basically a responsibility of the 
Congress. 

But in another respect, we have had an even more direct selective 
credit control in home mortgage financing, and that is the action of 
the Federal Home Loan Bank Board taken in the late summer and 
early fall, of 1955, modified since then, but still serving as a restric- 
tion on the availability of this source of mortgage financing to reach 
the capital markets of the country. 

Ever since the creation of the Federal Home Loan Bank system there 
have been so-called normal lines of credit available for savings and 
loan associations from the Federal Home Loan Banks. They have 
varied somewhat with the State laws governing State chartered mem- 
bers, but for Federal savings and loan banks they have generally 
been 20 percent of savings accounts. At the present time they are 
121% percent of savings accounts, but that is still not the most sig- 
nificant and effective factor that is involved. The thing that has 
really affected the flow of capital from this source into the home 
financing field goes beyond that. It is something of a psychological 
effect, and it has been an important one. 

From the report of the Analysis Division of the Federal Home Loan 
Bank Board, I see that in 1956 the net increase in savings accoutns 
of savings and loan associations was 214 percent larger than in the 
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year 1955. Normally, that would mean that the lending activities 
in the home activities field in 1956 could have been at least as large, 
or probably a little larger, than in 1955. 

On the other hand, “the actual lending activity of the associations 

in 1956, was 8 percent less than it was in 1955, and in the construction 
category it was not quite 7 percent less than in 1955. 

Savings and loan associations are not using the full 1214 percent. 
All of them do not borrow. That is true, but it seems to me that the 
action of the Federal Home Loan Bank Board is the only thing I can 
think of that has led to this disparity between savings and increase 
and mortgage financing. 

Mr. Rarns. Let me interrupt you just a minute, Mr. Theobald. We 
have had three witnesses from the savings and loan associations who 
have given us these figures, and the same facts. I dislike interrupting 
you, but we would like to have the full position of the United States 
Chamber in the record before our time runs out. 

We would be glad to have that in the record. 

Mr. Turoraxp. I certainly don’t want to burden you with it. 

Mr. Rarns. You are not burdening us with it, but we are interested 
in having the rest of your statement in the record. 

Now, is that a report of the Home Loan Bank? 

Mr. THroparp. Yes. 

Mr. Ratns. Could I see it, please ? 

Mr. THropaup. Yes. 

Mr. Rarns. I believe we have had that. I am not sure. We will 
check this to see if we have it. 

Thank you very much. 

Mr. THeroparp. It must be remembered that the VA guarantee pro- 
gram was inaugurated to give veterans minimum or no down pay- 
ment. terms, so that might | compete for mortgage money with those 
who had an opportunity to save money throught the war years. 

When the Veterans’ Readjustment Act was enacted in 1944 the sup- 
ply of savings available for investment was large. National income, 
generated by war activities, was very high; consumers were restricted 
in their spending, and many of them used the income they could not 
spend, to repay debt and to purchase Government securities. Com- 
petition among lenders for outlets was strong and interest rates on 
mortgages were low. At the time the GI bill was being enacted, FHA 
mortgages were being made freely at 4 percent, and mortgages carry- 
ing higher rates were selling at premiums. Therefore, the 4 percent 
maximum rate for VA mortgages might then have been properly 
egarded as a competitive market rate. 

The pegged rate argument might simply be boiled down to this: 
It is impossible to say that the forces of supply and demand are equal 
in every region of the Nation. Regional economics dictate the wants 
and needs of particular areas and the price of any commodities bought 
and sold including money. 

In our opinion, the assumption that any means to stimulate new 
house construction is justifiable because the end result is desirable is 
a wrong assumption. 

In this respect, it is important that Federal housing legislation be 
viewed in perspective with the need for balanced economic growth 
that simultaneously permits industrial and commercial growth—which 
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provides improved job opportunities; and housing construction 
which provides for improving house. 

2. Direct lending by the Federal Government for housing mortgages 
works to defeat both better jobs and more housing. It competes wi ith 
private lending institutions which need to be encouraged to grow big- 
ger, attract more savings and extend their lending activities in the 
home mortgage field. And direct lending creates more Government 
spending which puts off the date when taxes can be reduced and funds 
freed for job-producing business expansion as well as providing only 
an artificial stimulant. 

For these reasons we ask the committee to encourage the growth of 
the free, private, competitive enterprise approach to housing by dis- 
oT ing the direct. lending proposals. 

3. The national chamber believes that the college housing loan 
program should be terminated. 

As an emergency aid under the pressures of the post-World War II 
period, the Housing Act of 1950 authorized Treasury borrowings of 
$300 million for long-term loans to institutions of higher learning 
for construction of student and faculty housing. The Housing 
Amendments of 1955 broadened the definition of eligible facilities 
to include dining halls, student unions, infirmaries, and other service 
buildings and reduced the maximum interest rate on such loans to 
234, percent. The Treasury on its own long-term borrowing has 
recently paid interest at the rate of 3 percent to 314 percent. 

Private investors. who have previously been attracted to long-term 
dormitory revenue bonds cannot compete with the extremely low 
subsidized interest rates charged on the Government loans. 

This program should be terminated. Such termination would not 
only reduce Government spending by $175 million but would reduce 
subsidized Government competition with private investors in the 
lending field. 

4. We recommend termination of the Federal program of loans 
for public facilities. 

This program involves the Federal Government in a business which 
should be handled by private lending institutions or by State and 
local governments. Municipalities should be encouraged to handle, 
on their own initiative, problems of urban development. 

5. Communities and States have the capacity to pay for public- 
works planning. The needs for funds from the Federal Government 
has not been demonstrated. It is impossible to expect the Federal 
Government to supply financial support for public-works planning 
without also exerting some direction over the expenditures of Federal 
funds. Because local authorities by necessity are best equipped for 
developing such plans, it 1s most unfortunate to permit Federal in- 
tervention, no matter how well intentioned. 

We suggest that this program be terminated. 

Mr. Rarns. Thank you, Mr. Theobald. 

I note that a great many witmesses have suggested to us with ref- 
erence to interest rates one of two things: Either take off all limits 
and just let it find its own level, or put. a maximum level on it and 
let it, we will say, flex between levels, As I understand your recom- 
mendation, it is to remove any ceiling on the interest rate? 

Mr. Turopatp. That is right. 
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Mr. Rains. Of course, for us, as Members of Congress, it is un- 
realistic, first because we cannot get it through. Anything you can- 
not get into effect is unreasonable. I say that because I am sure you 
are aware it is an unknown factor whether Congress will raise the 
interest rate one-half of 1 percent on VA loans. 

That being true, don’t you think if any rate were set we certainly 
should put a ceiling beyond which it cannot go on guaranteed loans 
such as FHA and VA. What is your opinion ? 

Mr. THropatp. The practical picture, as you face it now, is possibly 
a little different from the way you will face it next year or the year 
after that because it seems to me possible, maybe even probable, that 
with a fixed rate you will have recurring mortgage crises, particularly 
in view of the volume picture that seems before us, and the necessity, 
if you please, of a more flexible market rate which in the future may 
become more apparent. 

So I have two points. One, to start making the record in that con- 
nection. ‘The second certainly if no flexible rate can be gotten through 
Congress a higher rate than now will help. 

Mr. Rarns. Here is something that bothers us as Members of Con- 
gress: I have noted your view on the direct-loan program. I have 
stated many times I don’t favor direct lending by the Government 
on housing as a general policy. I don’t think any of your Members 
would like to see the Government go into tremendous direct-loan 
programs. But it seems to me that the pressure of continued rise 
in interest rates invites the danger of a bigger direct-loan program; 
what do you think about that? 

Mr. Treoratp. I am sure it would make some people more inter- 
ested in a direct loan program. I don’t think that it is possible to 
avoid it in a free market in which interest rates do rise. Interest 
rates are as volatile as any price that you can find. 

Mr. Ratns. What do you think of the proposal before us, by the 
administration of the liberalization of the downpayments in FHA ¢ 

Mr. THropatp. The result of the liberalization of the downpay- 
ments of FHA it seems to me will not atack the problem which is to 
get more money flowing into home financing. It will somewhat stim- 
ulate the demand side of the picture, but I don’t think it will help the 
basic problem of getting more money flowing into the picture. 

Mr. Ratns. If Congress raises the rate would you favor more pref- 
erence in FHA for veterans loans to veterans? 

Mr. TxHeopaLp. Let me say in that connection that the Chamber of 
Commerce of the United States has a time-consuming process for 
arriving at policy. It has no policy on that question. All I can ex- 
press on it is a personal opinion. I hope that the Veterans’ Adminis- 
tration will be continued as a separate program. 

I think that there will be some loans made, although granted a 
smaller quantity, even at a 444-percent rate. I know that our insti- 
tution will continue to make some of them, although less than we 
would like to make, and if that sort of liberalization of FHA to take 
are of veterans is made, it seems to me it means the end of the Vet- 
erans’ Administration program. 

So I don’t believe I would favor it. 

Mr. Ratns. Well, unless, of course, there are high discounts on 
41/,-percent loans there won’t be any 414-percent loans made next year, 
will there? 
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Mr. Tueoratp. It depends on what you mean by high discounts. 
We are making some commitments at five-point discounts. 

Mr. Rarns. Do you have any position on the Teague bill? 

Mr. Turoparp. Not specifically. That would be “under our direct 
lending policy. The Teague bill, as I understand it, is the investment 
of national service 

Mr. Rarns. Direct loan. It does not have NSLI in it. 

Mr. Addonizio. 

Mr. Apponizio. Mr. Theobald, you advocate termination of the 
college housing program. Would you still want it ended completely 
if Congress authorizes a mortgage competitive interest rate formula 
so that private capital could participate in the program ? 

Mr. TH®opaLtp. Yes, I would say so. 

Mr. Apponiz10. You say here the m: 1ximum interest rate is 234 per- 
cent; is that correct? I was under the impression under the present 
formula it was a little higher. 

Mr. Tueopaip. Correction: it is 27%. 

Mr. Rarns. Two and seven-eighths is our information. 

Mr. Apponizio. On page 5 you recommend termination of loans 
which provide public facilities. It is my understanding this program 
has been most helpful to municipalities and yet you oppose it. 

How would you suggest that they get the financing they need for 
this program ? 

Mr. TuHeopatp. I think they would develop it themselves if they 
had to from their own revenues. 

Mr. Apponiz1o. Hasn’t it been well established that they have been 
unable to get the financing except through Government assistance ? 

Mr. THeEopap. I don’t think it has been. It is easy for any com- 
munity to seek Government assistance. 

Mr. Rarns. Mrs. Sullivan. 

Mrs. Sutrivan. Mr. Theobald, I notice that you in company with 
most of the witnesses from the financial world oppose direct lending 
or any other attempt to stimulate housing in this tight money situa- 
tion except by increasing interest rates to compete with other forms 
of investments. 

Now I want to throw an idea to you and I would appreciate your 
frank opinion on it. When we raise interest rates on guaranteed 
housing loans, on which the evidence shows there is virtually no risk 
whatsoever, don’t we encourage another round of inflation in other 
interest rates? Don’t municipal bonds and Government bonds and 
industry bonds, and everything else, go up more so the flexible interest 
rates would mean constantly rising interest rates with no limit until 
the whole bubble bursts ? 

Mr. THeopap. I don’t think that necessarily follows. In an econ- 
omy at any particular time there is a fairly well established amount 
of investment capital. There is a demand for the investment capital, 
a change in the interest. rate in a particular portion of that would 
simply ‘direct more or permit more of that capital to go into one field 
rather than into others. 

Mrs. Sutiivan. Well, let us suppose the interest rates go up, and 
then later come down. If they are flexible on GI loans then future 
GI mortgages will be placed at lower rates. Let us take a look at 


this for a moment, at a factor which seems to be forgotten in all of 
this talk. 
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When we mention a GI loan at higher flexible rates we are talking 
not about a 90-day note or a 6- month | loan, or a 214-year bond, or even 
a 10-year bond. We are talking about a very long term investment, 
a long-term obligation by the veteran. These go up to 30 years, and 
I think on the farm 40 years. 

If we let the rates go up we are saying to today’s GI purchaser, 
“It is just too bad, boy, you didn’t buy your home last year or the 
year before. It is now going to cost you some $1,600 more over the 
life of the mortgage because right now in 1957 there is a very tight 
situation on money.” 

Just suppose, Mr. Theobald, that next year, or the year after, or 
3 or 4 years from now, that mortgage rates, interest rates, generally, 
come down for any reason. Are you as an investment official, head 
of the savings and loan, going to call in that veteran and say, now, 
that money is not so tight, and the rates are coming down, are you 
going to voluntarily refinance his 30-year mortgage ‘at a lower rate? 
Wouldn't that really be a flexible mortgage term? 

Mr. Tronaup. As a matter of fact, we have in times past done 
something like that. 

Mrs. Suntuivan. At no cost? 

Mr. Tueropatp. Not in connection with GI loans because we have 
never had quite that situation in connection with GI loans, but in 
connection with conventional loans we have reduced interest rates, 
in one case on a whole portfolio in order to keep them. 

Mrs. Suttivan. With no cost or fees? 

Mr. Turopap. That is right. 

Mrs. Sutiivan. What would happen if we were to enact a law 
which said these guaranteed mortgages could be placed at the present 
time at higher interest rates, but if ‘those rates generally came down 
they would have to be refinanced at the lower rate without any addi- 
tional closing costs or refinancing charges; would you still be in favor 
of flexibility ? 

Mr. Turosarp. Would you be willing to do that both ways so on 
mortgages already on the books if they went up the rates would be 
increased ? 

Mrs. Sutiivan. I am asking you, though, how would you feel 
about that? 

Mr. Tureosarp. It would certainly be better than to have an en- 
tirely frozen rate so that we would never get the earnings on them. 

Mrs. Sutiivan. Do you think that the mortgage men, the financial 
men, would be willing to take on something like that if there were 
flexible rates ? 

Mr. Tuerosarp. I can speak at the moment only for one association. 
I would say we would make more GI loans this year than we will at 
414-percent rate or probably even at a 5-percent rate. 

Mrs. Sutitvan. You say we will make more ? 

Mr. Tueopatp. In our own institution, we would. 

Mrs. Suuuivan. I think that is all, Mr. Chairman. 

Mr. Ratns. Dr. Talle. 

Mr. Tate. No questions, Mr. Chairman. 

Mr. Rarns. Mr. Barrett. 

Mr. Barrett. No questions. 

Mr. Rains. I want to thank you very much, Mr. Theobald, for 
coming before our committee and giving your views. We have had 
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considerable testimony, of course, as I stated to you a while ago, from 
the savings and loan associations. In fact, we ‘have had both of the 
associations and a good many others on the line of the Home Loan 
Bank Board. 

Let me ask you one question. I was interested in your discussion 
of the Home Loan Bank Board. You remember last fall when the 
Federal Reserve gave commercial banks the authority to raise their 
interest on savings to 3 percent. Didn’t that put a bind on the savings 
and loan and take some money away from housing that ordinarily 
would have gone from the savings and loan associations into housing ? 

Mr. Turonavp. On the basis ‘of the first month on which we can 
have any record, that is the month of January, it looks as though 
that might have been the case. The overall figures suggest that the 
net increase in savings and savings and loan associations was 30 per- 
cent less than it was in January of 1955. The increase in commercial 
banks was substantially larger. The effect on home financing, if that 
is continued, I think can be measured something like this: Virtually 
100 percent of our increase in savings, or very close to it, will go into 
home financing. Unless the commercial banks have changed their 
pattern, about 45 percent of their increase in savings accounts will go 
into home financing. 

Mr. Rarns. Thank you very much. 

Dr. Talle has a question. 

Mr. Tatuz. Thank you, Mr. Chairman. 

It is my understanding, Mr. Theobald, that, when a veteran makes 
a contract under the VA law, he is free under that contract to refinance 
at any time he chooses. 

Mr. Tueoparp. Yes; he is; that is right. 

Mr. Tatue. So in the event he finds it to his advantage to do that 
he is free to do it, isn’t he, at any time? 

Mr. Turoratp. That is right. 

Mr. Tatxe. That is not true of FHA loans? 

Mr. TxHeoparp. There are deterrents in FHA loans not found in 
GI loans in terms of payment of insurance premium. 

Mr. Tauiz. There is a penalty in FHA contracts that does not apply 
to VA contracts. 

Mr. Tueonarp. There is a penalty if more than 15 percent is paid 
inl year. I think that is it. 

Mr. Tatuz. That clarifies it. Thank you. 

Mr. Ratns. Any other questions? If not, thank you, Mr. Theo- 
bald. We appreciate your testimony. 

Mr. TxHeropatp. Thank you, Mr. Chairman. 

(The following letter was submitted to the subcommittee :) 

CHAMBER OF COMMERCE OF GREATER PHILADELPHIA, 
Philadelphia, Pa., March 25, 1957. 
Hon. ALBERT RAINS, 
Chairman, Subcommittee on Housing of the Banking and Currency Com- 
— ~~ of Representatives, House Office Building, Washing- 
ton, D.C. 


My Dear CoNGRESSMAN: As chairman of the Industrial Council of the Cham- 
ber of Commerce of Greater Philadelphia, acting in accordance with the cham- 
ber’s legislative program for 1957, as approved by its board of directors, I am 
writing to request that an amendment to the Federal Housing Act be created, 
allowing redevelopment funds to be used for industrial purposes, free from 
any restrictions that would necessitate its being tied to residential redevelopment, 
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The redevelopment of substandard and antequated industrial areas is of the 
utmost importance to the economy of the larger cities, The rehabilitation of 
these blighted areas offers new job opportunities, the revitalization of the 
community, and a sound use of invested funds. 

Sincerely yours, 
Forp F. Rosinson, 
Chairman, Industrial Council. 

Mr. Rarns. The next witness is Mr. William Levitt. 

Mr. Levitt, we are glad to have you before this committee again. 

Mr. Levrrr. Thank you very much. Iam glad to be here. 

Mr. Ratns. You may proceed. 


STATEMENT OF WILLIAM LEVITT, PRESIDENT, LEVITT & SONS, 
LEVITTOWN, PA. 


Mr. Levirr. I had a short statement, but after listening to Mr. 
Theobald I want to go on record that, with the exception of the inter- 
we rate question with which I am retty much in agreement with him, 

I disagree vehemently with just stalin’ everything else he proposed to 
this committee, the elimination of public-works aid, that there is no 
sales problem, let us not give lower downpayment rates under FHA, 
the VA question, and so forth and so on. 

I think that the chamber of commeree—as a matter of fact, when I 
get. back I am going to look into the Greater Philadelphia Chamber, 
of which I am a member, and find out if we are affiliated with the 
United States Chamber of Commerce, and if we are I am going to 
have to quit. 

[ think the United States Chamber of Commerce does not know 
what is going on now, and I am serious. We are in a depression in 
our business, not that we are going to be, we are right now. We 
don’t have money. We don’t have sales. We have nothing but organi- 
zations and overhead. 

My statement, which I will put into the record, but basically it cov- 
ers certain recommendations which I think we need. We need it now. 
We need it for the future, we need it for the next year and the year 
after, we have got to get some sort of long-range plan of thinking here. 

[ think you are perfectly right on the realistic approach on flexible 
interest rates. I don’t think there is a Chinaman’s chance of ever go- 
ing before Congress and saying the sky is the limit, let it be whatever 
it will be. On the other hand, I agree we must have some latitude 
there, and I think if we saw what is happening today, for instance, we 
can place all of the mortgage money you want today at about a 5V_- 
percent rate, possibly 534. I would suggest that there should be a 
rate put in both for FHA and VA, although I think VA is on its way 
out, but temporarily, anyhow, put a ceiling rate of 5/2, 534, 6 percent, 
but put a ceiling someplace where we can move. 

IT liked Mrs. Sullivan’s suggestion before, except I would like to 
modify it one little bit on this question of prepayment of loans, and 
what happens if next year rates go down, why should this fellow be 
held for the next 30 years at this high rate now ? 

The fact has been brought out that all VA loans bear a prepayment 
privilege; that isso. The fact was also brought out that all VA loans 
bear a prepayment privilege; that is so. The fact was also brought 
out that FHA bears a limited prepayment privilege. That should 
be changed. That ought to have a full prepayment privilege. 
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Mr. Rarns. Without penalty ? 

Mr. Levirr. Without penalty. 

Here is where the penalty comes in, and I think it is fair. If I buy 
an automobile in a rising-price market, I get stuck if prices go down 
next year, and I think the pence buying a house at a high inter- 
est rate, has to get stuck if they go down, but for a limited amount. 

Suppose he does refinance his house, and he does have to pay $200 
or $300 worth of new settlement costs, I think that is a penalty that 
he should be expected to pay in this economy of ours. No one can 
guarantee that you buy everything at the low and sell at the high, it 
can’t be done. Wall Street found that out a long time ago. 

So that I think that if we have a prepayment privilege without 
any penalty and we have, let us say, a high rate today and a reasonably 
low rate a year or 2 or 3 from now, GI or non-GI, for that matter, could 
refinance, pay $200 or $300, and he is all set for the next 25 or 40 
years. 

Mr. Rarns. Could I interrupt there, Mr. Levitt. The penalty 
on the FHA—of course, the reason for it, I assume, is because there 
is some insurance cost in putting it on the books, but it was suspended, 
as I recall, a while during the war. 

Every time you pay off a mortgage, and pay that money back, that 
is just that much more savings that can be relent; isn’t that correct / 

Mr. Levirr. Talking about FHA, it is so much more insurance 
added to the fund. 

Unfortunately, as I understand it though, every time the fund 
runs out FHA comes into the crisis period again. It comes before 
Congress and asks for additional authorization. It is not a revolving 
fund. 

Mr. Rats. That is not exactly what I meant. I was saying that 
it would be a good thing if we could avoid the penalty and would 
allow a borrower to pay off an FHA mortgage because the money 
paid back on the mortgage would go back into the pool of savings 
which could be reinvested ; wouldn’t that be true ? 

Mr. Levirr. That is true, and it brings up a very important philoso- 
phy of FHA. Either FHA is in business oo itself, or FHA is an in- 
strumentality of the public for the public good, and I just suspect 
that FHA is just a little bit too much in business for itself. It is a 
very, very profitable agency of Government, and among the rec- 
ommendations that I have in this short statement is the elimination of 
the FHA insurance premium. Their losses have been minuscule. 
They have amounted to nothing, and I think those losses could be 
borne by the entire population of the United States, because build- 
ing reflects on the economy of the entire United States, and everybody 
directly and indirectly benefits from it rather than to have this pre- 
mium go in, year in and year out, paid by the selected group of people 
who buy homes, and then have this huge profit, estimated at about 
$50 million a year, going into the general Treasury. 

If FHA went along on a theory that they are there for the public’s 
good, not to make money, because Government is the servant of the 
people, it isn’t supposed to simply mulet everybody, I think then 
there wouldn’t be any question of this prepayment privilege at all. 
It would be just an added little inducement to stimulate the economy. 

I think this, I think there has been too much attention and too much 
stress on this question of the availability of money, on flexible inter- 
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est rates, without looking at building as a whole, where we are going, 
who buys houses, how do they buy houses, and what effect it has on 
the economy. 

I come to another point: Unless we have some liberalization of 
FHA terms, we cannot build a substantial volume of housing in the 
United States this year, next year, or in the supposed boom years of 
the sixties to come. 

Mr. Barrert. Before you get too far ahead, I would like for you to 
embellish the point you made that FHA should operate for the public 
good 

Mr. Levrrr. You are speaking of the liberalization of the terms? 

Mr. Barrerr. I am speaking of the point you made that FHA 
should operate “for the public’s good” and not to make money. 

Let us get down to brass tacks on that. 

Mr. Levirr. All right. I would like to see FHA’s terms call for 
a very minimum amount of cash, so that we would spread the base of 
homeownership, so that people that have good jobs or jobs that are 
paying, and paying well, and we have virtually no unemployment in 
the United States, could buy houses out of income, in effect. 

Mr. Barrerr. Well, right there, in the area you come from, is it a 
dlistressed labor area where you come from. 

Mr. Levirr. Well, I don’t think it is too distressed, Mr. Barrett. 
There may be some modest unemployment at the moment. Now we 
are getting more and more of it because we in our industry, and we be- 
gin to affect other industries, are beginning to throw people out of 
work. You sort of beat me to the gun on it. 

[ was about to say what was going to happen if our industry con- 
tinues on its path much longer. Then we really become a distressed 
area, and a distressed country. 

| don’t. believe that people realize the tremendous extent and the 

tremendous imponderables of the building industry on the economy 
in general. I testified before another committee that every time we 
spoke about how the home-building industry was going down in vol- 
ume, somebody countered by saying, “Look at construction figures, 
they are at an alltime high.” And I countered by saying this: “If 
you build $10 billion worth of roads and schools you won’t sell one 
single solitary washing machine.” 
_ But every time you build a house you sell a refrigerator and a wash- 
ing machine and a stove and linens and beds and carpets and every- 
thing else that goes along with it, and unless we have a healthy home- 
building industry you are going to see in the Philadelphia area, and 
every other area, more and more distressed labor conditions. 

At the moment it is temporary. 

Mr. Barrerr. I don’t want to take too much of your time but I 
would like to get back to the point of the public good. 

Mr. Levrrr. I don’t know whether I quite understand what you 
mean, Mr. Barrett, except that I think that all of this is in the public 
good. 

Mr. Barrerr. You say FHA is a business of its own, that it is in- 
terested in its own welfare rather than for the public good. 

Mr. Levrrr. I get your point. 

I think that FHA shoula reduce its requirements for cash so that 
a greater base for homeownership can be made, so that people that 
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have jobs can buy and do not have to worry about putting in the sub- 
stantial cash payments that are required now. 

The Veterans’ Administration’s loan program by law is due to ex- 
pire quite shortly. I think—this is another point that I happen to 
agree with Mr. Theobald—that the reason for taking care of that 
veteran no longer exists. 

I must qualify by saying when I talk that I am a veteran, so there 
is no sour grapes in this. The veteran should be considered a first- 
class citizen along with a nonveteran. We should view the whole 
program from the whole public’s good and not any single class. 

I think, and I am talking quite frankly, that every time we talk 
about an inducement to the veteran it becomes political rather than 
economical or sociological. In the interest of political expediency, I 
don’t think we need it any longer. I think we should do whatever 
has to be done to produce and to market a million and a quarter or 
a million and a half housing units per year if we are to have a healthy 
economy. 

I think, and I am completely immersed with this idea, that no 
longer can we consider our housing industry divorced or independent 
of Government. We are 100 percent dependent on Government. 
Whether that is right or wrong, it is a fact. The Government is in 
the housing picture to stay, and anybody that begins waving a flag 
and talks about free enterprise all of the time is “merely doing just 
that, flag waving. 

We do need the Government, and it can be free enterprise, if the 
Government remains the servant of the people and remains as the 
aider and the helper and the abettor, rather than the instrumentality 
to act as a policeman all of the time. 

I don’t know whether that answers your question or not, Mr. 
Barrett. 

So in essence this statement of what I have spoken about boils down 
to three points: 

1. To increase the current interest rates to a point where we can 
compete with other capital requirements; 

2. A liberalization of FHA terms so as to spread the base of home 
ownership; and 

3. To make it again easier to carry for all these millions of people 
the elimination of the FHA insurance premium. 

Actually, you have got ample precedent for it because there is no 
premium on GI loans. You might as well continue that philosophy 
through to FHA loans and that, gentlemen, is what I propose. 

(The complete statement of Mr. Levitt is as follows: ) 


STATEMENT OF WILLIAM LEVITT, PRESIDENT, Levitt & Sons, LEvITTOWN, Pa. 


The building industry today is in a state of chaos and collapse; the roof has 
fallen in. 

In 1955, before this committee, I stated that unless there were some drastic 
steps taken by the Government to help the housing industry, we were in for a 
disastrous decline. 

At that time nobody agreed with me—neither builders, nor economists, nor 
any of the branches of Government. But the record is clear. Housing starts 
in 1956 fell 22 percent to 1,030,000. Now even the optimists are predicting 
900,000 starts in 1957, and the fact is that we will fall far below that depressed 
figure. I think we’ll be lucky to end the year with 800,000 starts. 

What can we do about it? As far as 1957 is concerned—absolutely nothing. The 
housing industry is a complicated manufacturing process, and you cannot turn 
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it on and off like a faucet. What we are discussing here today is what can 
be done about home building in 1958. I want to emphasize one thing: I am 
no longer predicting a depression in home building—lI’m saying that we're in a 
depression right now, and we have to get out. 

There are three steps that must be taken immediately : 

1. Lower downpayments for home buyers.—This means the passage of a bill 
to liberalize the FHA schedule of downpayments, as called for in the Teague 
bill and the Ayres bill. There is no reason to bar the benefits and economies 
of home ownership from any family simply because the cash-down require- 
ments are too high. Too many families cannot meet that high requirement 
and are forced to continue paying rent without building an equity. 

2. Eliminate the one-half of 1 percent FHA insurance premium.—Very few 
people realize that the FHA turns in a surplus of over $50 million a year on 
this insurance premium. This is unfair for two reasons: First, it means that 
the homeowner is paying a higher rate than is necessary to cover the Govern- 
ment against loss. Second, this surplus is spilled into the General Treasury 
with no particular benefit to those who have paid the freight. 

The experience over the past 10 years with both the VA and FHA has been 
that the default rate was infinitesimal, proving that the half-point premium is 
unnecessary and unfair. I believe that the insurance premium should be re- 
duced to a more realistic level: one-eighth of 1 percent. I have heard it recom- 
mended further that the VA should assume this insurance obligation entirely in 
the case of veterans. I think this is a good idea. 

3. Make FHA interest rates realistic and competitive.—In the building busi- 
ness, as in any business, money is a commodity ; its cost must be calculated along 
with lumber, nails, land, and labor. Right now, the demand for this commodity, 
money, from builders, racetrack builders, shipbuilders, plant expanders, is at 
an alltime high, and its price has gone way up. 

Everyone else competing for that commodity operates in a free economy; we, 
the builders, operate under price control. That control is the arbitrary ceiling 
of 5 percent for FHA-insured loans. Thus, builders and home buyers are caught 
in a no-man’s land between what other segments of the economy are willing to 
pay and what the Government will allow the building industry to pay. 

I recommend that mortgage rates be realistic and competitive, limited only 
by the usury laws of the various States. While this might result in a temporary 
increase in interest rates, this increase will be offset by substantial savings to 
the home buyer, through the elimination of the hidden discount. 

Most people do not realize that builders are forced to pay lenders premiums, 
or discounts, in order to get loans at restricted interest rates. For example, on 
a new house with a mortgage of $10,000, the premium on an FHA loan can be as 
much as $500. This is simply a payment to a lending institution to persuade it to 
make a loan at the restricted 5 percent which it would otherwise make to someone 
else at 6 percent. It is nothing but a back-door way of making the rate com- 
petitive. What is keeping us from bringing the real interest rate out in the 
open? 

It has been argued in high places that the measures I advocate are infla- 
tionary. Just what does that mean? I think that the people who use the term 
“inflationary” mean that it would increase prices: that you would be paying 
more money for the identical product. My economics are based on a very simple 
theory: Increased production is the avenue to lower prices. I believe that those 
who try to restrict production are the real apostles of inflation. 


Mr. Ratns. Mr. Levitt, we want to thank you for your statement and 
ask you some questions. 

It has been said several times before the committee in the course of 
our hearings that there is nothing to be alarmed at at the housing 
drop, that we are doing all right with housing, and I was interested in 
seeing the figures in your statement and hearing your description of 
what is actually happening to a man in the home building business. 

You say that it is in the distressed condition; is that correct ? 

Mr. Levrrr. May I give you some more figures, Mr. Rains? 

Mr. Rarns. Yes; we would like to have them. 

Mr. Levirr. We employ today approximately 25 percent of the 
people we employed a year and a half ago; fact No. 1. 
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Mr. Rauns. Is it because there is no demand for the houses or is it 
because there is no money with which to buy houses? 

Mr. Levirr. On last Sunday you would have stood in line 3 hours to 
get into one of our exhibit houses. Those people were not out for 
their health that day. They were interested vitally in housing, they 
wanted housing. 

Mr. Rarns. In other words, the housing demand and need is still 
there? 

Mr. Levrrr. The housing demand and need is there. These people 
are living, for them, in below standard dwellings. They have come, 
for instance in our case all of the way from Philadelphia, some 26 or 
27 miles, to get into there. That is fact No. 1. 

Fact No. 2, which will be even more interesting to you, and I think 
quite startling, is that 2 weeks ago we raised all our prices. 

Mr. Rats. I noticed what you had to say about your testimony a 
year ago, and you did make the statement that unless something was 
done housing was going to drop and be in a sad state. 

I would like to call your attention to the fact that this subcommittee 
last year also had the same viewpoint and made much the same predic- 
tion, that unless action was taken, even more than we took last year, 
we were going to face this situation, and I would like the record to 
show what we said in the housing committee report to this committee 
last year. 

Despite all of the pessimistic factors in the present situation, the administra- 
tion’s top housing official continues to predict a total of 1.3 million housing starts 
in 1956. This is out of the report. 

Frankly, in view of the facts, the subcommittee believes such optimism is 
completely unfounded and unwarranted. Since housing starts in the first 
quarter of the year were at the seasonally adjusted annual rate of slightly below 
1.2 million units, the seasonally adjusted rate of housing starts would have to 
rise sharply in the last part of the year to 1.4 million units. 

In the light of the worsening of the money market, and other developments, 
this seems highly improbable. 

We wrote that into the report last year; did that turn out to be the 
truth ? 

Mr. Levirr. I remember it distinctly. You used much more dispas- 
sionate language than I did in saying the same thing. I recall that 
distinctly. 

Mr. Rarns. One other question, Mr. Levitt, and then I will pass 
around to the other members. 

You recommend in your statement that the F. H. A. be reduced to 
one-eighth of 1 percent. 

Mr. Lxvirr. Somebody used that figure. I used that the same way 
that you used the question of the ceiling on interest rates. If we can’t 
get rid of it altogether, put one-eighth of 1 percent in there. I think 
we ought to be rid of it altogether. 

Mr. Rats. I don’t know what the facts are, but I would put this in 
in substantiation of your statement. The bank deposits are insured by 
the FDIC, which is a similar operation to the type of FHA. 

Now, a few years ago, because the fund was building up, the Con- 
gress reduced it very wisely, by, I believe—well, about a half percent, 
which would be a precedent for what you are talking about in F. H, A. 
if we could find it was sound. 

Mr. Levirr. What happens to that money? Does that go into the 
General Treasury, or do you keep it as a reserve? 
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Mr. Rarns. We keep it as a reserve. 

Mr. Levirr. That doesn’t happen in F, H. A.. Every year it is 
turned into the general fund. 

Mr. Ratns. It is the same type of insurance fund as the FDIC, as 
I understand it, and there is certain money—profits made in the opera- 
tion, and I really don’t know offhand what that comes from—that is 
turned into the general fund. I think that is true. 

I would have to check that a little more. 

Mr, Levirr. I just don’t believe in the Government making a profit 
out of an undertaking that receives its funds from one segment of 
the people and then distributes those funds to all. Take from all 
and give to all. 

Mr, Rats. Of course, we want to keep the fund sound, but at the 
same time I see your point that it should not be a profitmaking 
proposition. 

Mr. Levrrr. But if it is going to be profitmaking let it go back to 
the people that contributed—the shareholders. 

Mr. Ratns. They do receive now, as you know—the people who 
contribute that money—receive a refund at the end of their payment, 
as I recall it. 

Mr. Levirr. That is like the Gallup poll. They never found any- 
one that ever got any money back. 

Mr. Rains. Mr. Addonizio. 

Mr. Apponizt1o. Mr. Levitt, talking about these FHA insurance pre- 
miums, how did you arrive at that one-eighth percent ? 

Mr. Levirr. I didn’t, Mr. Addonizio, I read it some place that 
somebody said one-eighth would be enough. So I put it down purely 
asa politicalsum, Thatisall. I would just as soon not have it at all. 

Mr. Avponizio. The other question I have is this: I think you used 
rather strong language when you said that we are in a housing depres- 
sion right now. I am inclined to believe that there is a serious de- 
cline, but I can hardly believe it is a housing depression. We are 
still building at the rate of 1 million units a year. I was wondering 
if you would care to elaborate a little more on that statement. 

Mr. Levirr. I would question, No. 1, that we are building at the rate 
of 1 million units a year. The best available figures are never any 
good in this business, and you and I both know that. These BLS 
figures of so-called starts. Those figures again are taken from pieces 
of paper that are filed and called building permits. I know what I 
see, and from the people that I talk to. I know the people in your 
own constituency. I know, for instance, of two of the very largest 
builders to whom we at one time sold land, and on whom we are able 
to foreclose right this minute because they aren’t in a position—and 
these are the large ones, real large ones—to pay off the partial pay- 
ments due on underlying blanket mortgages, which, of course, we are 
not taking advantage of. 

[ know, also, perhaps not in your constituency, but right next door 
to you, of one of your biggest ‘builders there who stands with houses 
finished, sold, and can’t finance them, and is not lifting a finger to turn 
a spade of earth on any new construction. 

I have sat with builders now in the last 4 to 6 weeks in Chicago, and 
here: we have had conference after conference, and it has even been 
amazing to me, of the biggest of the country’s builders, who are abso- 
lutely distraught, they don’t know where they are going. 
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I take now ours. We are supposed to be the largest builders in the 
mere in the home-building industry. Our job today is a joke. It 
is a joke. The amount of people that we have got doing the work 
we have are there strictly because we feel we can’t get rid of them, we 
have got to keep them there, we don’t need them, the few that we stil] 
have. We see ne no opening up at all. 

We have postponed the opening of our Jersey Levittown for the 
third time now, and I can’t tell you at this writing when it will begin. 
I don’t know whether this year we will sell 1,000 houses and our 
normal volume is approximately four. 

I know we won't sell any more than fifteen or sixteen hundred, but 
we may not do one. 

Now, if this isn’t depression then I don’t know what I am talking 
about. 

Let me give you another set of figures. Everybody agrees, conserva- 
tive, optimist, ‘everything else, that we will now product in the year 
1957 approximately 900,000 starts. With the exception of people 
whose names I don’t think should be mentioned, I haven’t heard any- 
body responsible—— 

Mr. Apponiz1o. How many units do you think we ought to build in 
order to stay out of this depression ¢ 

Mr. Levirr. May I just translate 900,000 starts for a minute. 

In 1926 we had 925,000 and the population in the United States 
today is some 65 percent greater than 1926, so just to keep pace with 
that we ought to do 900,000 plus 60 percent, we ought to do, just to 
keep pace, not to increase, not to change our standard of living, whic! 
everyone will admit has changed in the last 30 years, but just to keep 
pace we ought to do 900,000 plus 60 percent. I say that 900,000 units 
is depression building, and I say 6 months from today if we continue 
at this 900,000 or 800,000 unit level, which seems to be more likely, 
that the depression in the building industry will spread to othe 
industries, to the refrigerator industry, to the baby carriage industry, 
to the soft goods industry. 

Now, we see it on every side now. We see it in the little retail shops. 

Mr. Rains. Time is running. 

Mr. Apponizo. Thank you. 

Mr. Rains. Dr. Talle. 

Mr. Tate. Mr. Chairman; one point you mentioned, Mr. Levitt. 
mterested me. I think you said that you didn’t know of anybod) 
who got a refund on 203. 

Would it surprise you if I said that a former chairman of this 
committee got a refund ? 


Mr. Levrrr. I presume there is no connection between his being the 


former chairman and the refund. 

Mr. Tatie. Not at all. My information is that everybody gets it 
when he pays his mortgage off. 

Mr. Levirr. You are probably right, I don’t question it, I just said 
I didn’t know of anybody that had done it, or that had received it, 
rather. 

Mr. Tatue. In the event that we cannot do all of these big things 
that we would like to do, what would be your schedule of priorities / 

Mr. Levirr. First would be interest rates, because unfortunately it 
wouldn’t do any good to sell houses if we did not have money, and 
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we cannot get any money with money in competition with all other 
demands where our price is frozen and the other fellow’s price isn’t 
that is point one. 

Point two, in order of priority would be the liberalization of FHA 
terms. The two together would provide sales and the necessary 
financing for it. 

Point three would be the elimination of the insurance premium. 
That is for the benefit of the homeowner. Nobody, of course, ame 
asked me any questions about. a direct lending program on which I 
have certain concrete ideas, but I don’t know whether this is the cor- 
rect forum for it. 

Mr. Rains. Mr. Barrett, any questions ? 

Mr. Barretr. No, 1 just want to say this, Mr. Chairman: Mr. 
Levitt comes from the area in which I reside, and is very well thought 
of there. He is respected by everybody in every industry. The 
people of Pennsylvania and Philadelphia have a very high regard 
for Mr. Levitt. 

Mr. Rarns. Mr. Levitt’s fame has spread wide. This committee 
has a high regard for him, also. 

Mr. Widnail. 

Mr. Wipnat. Mr. Levitt, I know you have had probably as much 
experience in the building field as most anybody in the United States. 

[ am thinking about this: When you started your development of 
Levittown, Pa., what did you charge for your homes at that point ? 
What price range / 

Mr. Levirr. The original Levittowner, which was the first house 
that we built there, sold for $10,000. That was an introductory price. 
It should have sold, as it did a little bit later, at $10,500. 

Mr. WipnaLy. What are the current sales prices of the houses? 

Mr. Levirr. Well, now, we build different types of houses. We 
still build a ramification of that house which sells for $11,400. We 
then build another house which sells for $11,000, We build a third 
house which sells for $12,500. We build another house which sells 
for $15,000, and we build another house that sells for $20,000. 

In other words, it pretty well covers the field of prices, from $11,- 
000. Our lowest price now is $11,000. 

Mr. Wipnaui. Do you find any change in the demand because of 
the sales price ¢ 

Mr. Levrrr. Surely, Mr. Widnall. Every time we raise the price 
we automatically eliminate a great segment of the market, and we 
have tried consistently to keep as low as we humanly can. It is just 
good business to keep as low as we can. We raised all our prices in 
the lower brackets $500 about 2 or 3 weeks ago, and we did it—I 
would like to stress this point because it is very Important—we did it 
for one reason only: Because the elementary law of supply and de- 
mand, or economics, said that if we are only going to build a few 
houses, and we have got to spread our costs and our overhead over a 
few houses, we have to get more money per unit. If we could only 
build and market and merchandise a greater amount of houses, we 
could get those prices down. 

So instead of reducing them we had to increase them because we 
can’t sell many houses this year. 

Mr. Wipnait. Isn’t it true that in some areas builders are pricing 
themselves out of market by building too expensive houses ? 
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Mr. Levirr. An individual builder here or there might be doing 
that, Mr. Widnall. I am trying now to confine this to the reputable, 
intelligent builder who knows something of merchandising. 

We didn’t want to raise those prices at all. We knew we were going 
to hurt ourselves, and we didn’t know what to do. We were between 
the devil and the deep blue sea. Had we continued the prices and 
produced only a few houses as we expected to we would have lost more 
money. 

The question is we are trying to break even. its 

Mr. Wipnatu. You say you must have between a million and 1,- 
500.000 houses. Take Bergen County, N. J., where I live, a typical 
metropolitan area. Where is a builder going to build single-family 
homes? | 

Mr. Levrrr. I will answer your question with a rhetorical question : 
Where is the builder going to build in Long Island? That is finished. 
There isn’t any land there to put the houses. 

Mr. Wipnatt. So it becomes a matter of multifamily houses. 

Mr. Levirt. Not necessarily. It may be there won’t be any homes 
built in your area. But I will show you local tracts in south Jersey, 
thousands upon thousands of acres, where industry is moving up, new 
population is springing up, where literally tens and tens of thousands 
of new houses should go up, and will go up sooner or later, maybe 5 
or 10 years from today. They ought to be going up now. 

Business begets business. But the land is there, plenty of room. 

Mr. Wipnatt. If you built 2,500 houses in a certain area last year, 
it does not mean you can build 2,500 more houses in the same area this 
year. Available acreage dries up and there is a certain point beyond 
which you cannot mass-build because of transportation facilities, and, 
of course, transportation costs are increasing every day. 

Mr. Levrrr. You can perhaps eliminate the transportation problem 
by bringing the place of employment and work closer to the place of 
residence, which you are getting, for instance, every day in the week 
now in the Delaware Valley area. That whole area is being built up 
with industry. 

Mr. Wipnatt. Mr. Levitt, the thing I don’t understand about your 
testimony is this: If you have the Government take all the risk, as 
you propose, and actually it amounts to their putting up all of the 
money because they would be guaranteeing all of the money involved 
if you eliminate downpayments, why shouldn’t the Government do the 
building ? 

Mr. Levirr. I don’t know. I don’t know. Why shouldn’t the Gov- 
ernment go socialistic and do everything? That is, of course, an alto- 
gether different question. . 

I would be very happy to sit down and argue that one with you. 

Mr. Wipnatt. It certainly leads to that if you are going to eliminate 
all risk. . 

Mr. Levirr. I am the last person in the world to say we haven’t got 
some slight form of welfare state. Certainly we have, but I am again 
being a realist. Let us go for this flagwaving again, we want free 
enterprise only and eliminate FHA completely, and Mr. Humphrey 
would be right. You will have a depression that will curl your hair. 

Mr. Wipnatt. Well, I am certain there isn’t anyone on the com- 
mittee here that wants to eliminate FHA, but we do want to arrive 
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at a sound building program for the country, and we want to know 
into what areas to channel the best efforts of the Government. 

Mr. Levirr. Let me answer your question this way by being very 
blunt : I think that Government should do every single thing that it is 
necessary for it to do. Government is an entity. Government is 
you and me and everybody else. 

For the benefit, for the welfare—that is what the Constitution says, 
of its people. Now, if you want to carry that to an extreme, and I 
know you don’t, and have the Government do everything and employ— 
have this thing we call Government employ all of us, that is something 
altogether different. But short of that, yes, I think Government 
should do everything, because if Government doesn’t do it we have 
now geared ourselves up to an economy in these United States that if 
Government stepped out of the picture we fall with a big thud, all of 
the way down, in every single segment of it. 

Mr. Wipnatt. That is all. 

Mr. Rarns. Mrs. Sullivan. 

Mrs. Sutuivan. I have no questions. I would like to thank Mr. 
Levitt for comment on the refinancing and the flexible rates that I 
brought up before. 

Mr. Rarns. Mr. Betts. 

Mr. Berrs. A couple of questions, Mr. Levitt. 

Did I understand you to say there was virtually no unemployment ? 

Mr. Levrrr. In the United States. 

Mr. Berrs. Does that include your industry ? 

Mr. Levirr. Well, I am taking the overall picture. We are begin- 
ning now to get into heavy unemployment. 

Mr. Berrs. You said you were in distressed conditions. 

Mr. Levitt. I didn’t say that, Mr. Barrett did. Are you talking 
about the Philadelphia area, or the building industry? The building 
industry now is beginning to get into the unemployment stage. 

Mr. Berrs. But it is not in distressed conditions all over the country ? 

Mr. Levirt. I think so. 

Mr, Berrs. All over the country ? 

Mr. Levitt. I think so. 

Mr. Berrs. And no unemployment? 

Mr. Levirr. You have me there. I say virtually there is no unem- 
ployment in the United States, a million and a half or 2 million people 
are virtually no unemployment, as against what we used to have, 8, 9, 
or 10 million people. We are beginning in our industry to ge unem- 
ployment. Fora while that unemployment can be absorbed into allied 
or akin industries like roadbuilding, and so on, but there is a limit 
to how much they can absorb. 

Mr. Berrs. The thesis of your argument, though, is that there is 
tight money that is keeping you from going ahead, not a saturation. 

Mr. Levirr. No; one other thing: tight money and lack of credit; 
lack of credit being extended to the individual purchaser to purchase. 

Mr. Brrrs. But you don’t maintain we are reaching a saturation 
point in housing? 

Mr. Levirr. I don’t think we are reaching a saturation point in 
houring any more than we are in refrigerators, stoves, or anything 
else; until everybody has a decent roof over his head I don’t think 
we have saturation. 
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Mr. Bers. There was a witness here testifying that the population 
was increasing at the rate of 600,000 families a year. If that is true, 
I can’t reconcile the need for 900,000 new homes plus 60 percent. 

Mr. Levrrr. Oh, yes; the population is increasing—let us presume 
he is right. 

Mr. Berrs. He was an expert. 

Mr. Levrrr. We presume lhe is. If the population is increasing 
600,000, and you have some 450,000 obsolete dwellings each year, that 
brings it up to over a million. And then if you have approximately 
200,000 to 250.000 houses which are removed from the rolls e very year, 
condemnation, roads going up, and so on, that brings it up to a million 
and a quarter. 

Mr. Berrs. Of course, family units drop out of the picture each 
year. 

Mr. Levirr. But we are having more families every year from here 
on out. 

Mr. Berrs. You talked about this thing being geared to the whole 
public need of the economy. [ appreciate that. My own point Is 
that the whole economy ought to be interested in the inflationary 
aspects of pumping more credit into the economy. I don’t think we 
ought to be just limited to what was good for the home-building 
industry. 

Now, I appreciate your position, and all that. I just think that we 
must look at the broad, overall problem. 

Mr. Levirr. I would like to make one statement, Mr. Betts, on this 
inflationary aspect. If you or the Congress in its infinite wisdom 
will do what I am suggesting it do right here, we will build 3 to 4 
times as many houses as we are building now, and we will reduce 
all our prices very, very substantially. 

Now, is that inflation or deflation / 

Mr. Apponizio. You mean you want to build 3 or 4 million units 
a year? 

Mr. Levirr. No; I just mean Levitt. I will give you a practical 
example of what happens. 

If you will do this, we would build about four or five thousand 
houses a year, and instead of commencing at $11,000 we will start 
our prices at $7,990. We could afford to do that and make a profit 
at it, too. 

Is that inflationary or deflationary ? 

Mr. Berrs. That is an encouraging statement. 

Mr. Levirr. I would be happy to do it, go on record right now. 
All you have to do is pass the program. 

Mr. Berts. I am glad I asked that question. 

Mr. Ratns. Mr. Ashley. 

Mr. Asutry. That is a very generous offer. 

Mr. Levirr. Tam only happy ‘to do it, Mr. Ashle vy. 

Mr. AsuLey. Mr. Levitt, on page 2 of your statement you say that 
builders are operating under price control, and that everyone else 
operates under freeeconomy. Actu: ily, this i isn’t completely accurate. 
You can take the conventional loan route, can’t you? I admit it 
would limit your market because of the increased downpayments, 
but you do have this route to follow. 

Mr. Levirr. That is perfectly right, Mr. Ashley, but, of course, 
you, yourself, said it; you eliminate a big bulk of the market. 
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Mr. Asutry. You also said on page 2 of your statement that you 
recommend a free interest rate, limited only by the usury laws of the 
various States, and then you go on to prognosticate that this might 
" ‘sult in a temporary increase in interest rates, but the increase will 
he offset by substantial savings to the home buyer through the elimina- 
tion of the hidden discount. 

Will this necessarily follow, Mr. Levitt ? 

Mr. Levrrr. Yes. We are building what we call our country 
clubber house, which is the big one, the $20,000 house, and we are 
financing that conventionally with a 514-percent interest rate. That 
mortgage we get for par, and there is $20,000 worth of house that the 
customer is buying. It isall house. He is paying nothing for money 
charges. 

Mr. Asuiey. Well, here is my point: You are assuming when you 
make this statement that there is going to be no increased pressure 
on the total source of credit; yet you know as well as I do that the 
Government is planning extensive public works projects, Federal 
highways, schools, et cetera; now, if there would be a free interest 
rate, and assuming these increased pressures on total credit, why 
couldnt you have a 6-percent interest rate and still have your dis- 
counts? If that is what it would take for the home building industry 
to get 6-percent loans, there would still be the discount practice. 

Mr. Levrrr. Now, we have reached the complete noncontroversial 
point of direct lending by Government. If you reach that s 1 
um quite sure that you and your colleagues would institute a direct 
lending program by Government. 

Mr. Asutey. I am asking you this. 

Mr. Levirr. Well, it would have to be done, Mr. Ashley. 

Mr. Asutey. Well, you state here that we could get rid of the dis- 
count practice which we do feel is onerous. 

Mr. Levirr. Now, you have raised another ae of conditions that 
will happen perhaps a year from now, or 2 years from now, when the 
highway program goes into effect, and so on, a ev erybody i is bidding 
for money and 6 percent may not be enough, say you, and I quite 
agree with you. And the banks will say at 6 percent we still want a 
¥-point or 3-point discount ; isn’t that your point 

Mr. Asuury. Yes, it is. 

Mr. Levirr. And I think when that happens, if there is not enough 
iuoney to go around to support a building program of the magnitude 
this country needs for its economy, and I am leaving out all questions 
of sociology now, the United States Government will have to stitute 
a direct-lending program. 

Mr. Asuury. Now, let me ask you this further question——— 

Mr. Levirr. It has no alternative, it either does that or we collapse. 

Mr. Asuiry. In your testimony you refer to mortgage discounts. 
What do you think of an idea of a ceiling on discounts, not a complete 
proh Libition, of course, but simply some “reasonable limit with appro- 
priate geogr aphie limits 4 

Mr. Levrrr. Don’t put anything in the housing industry that you 
don’t put in general monetary circles, or otherwise we are right back 
where we started, because if you put a ceiling on it, or a maximum 
discount permissible, which, incidentally, of course, is not too good, 
anyhow, and administratively I don’t know what you would do about 
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it, because right now you don’t recognize the discount in appraisals, 
anyhow, so it doesn’t make any difference. 

If I choose to pay 10, 11, or 12 points for a mortgage, you don’t, 
FHA or VA, nobody appraises those 10 points and says ‘that is a cost 
that must come out of the builders’ pocket, and that is why I say the 
builder cannot indefinitely take it out of his profit because he has no 
profit. 

So I don’t think administratively it would do any particular good 
to say a builder is not permitted to pay any more. Right now the 
purchaser doesn’t pay it, because VA or FHA, nobody recognizes it. 

Mr. Asuiry. Well, let me get this straight: Isn’t it possible under 
FHA for the discount to be passed on ? 

Mr. Levirr. No; FHA will not appraise the house. FHA appraises 
the house as being worth so much, land, material, labor, so on. 

Mr. Asuiry. The builder can sell the house at any price he wants. 

Mr. Levirr. But the mortgage is based on an appraisal. 

Mr. Asutry. It is based on the value. 

Mr. Levrrr. So from a practical standpoint it is licked. 

Mr. Asuiry. Unlike the VA. 

Mr. Levrrr. Unlike the VA. 

Mr. Apponiz1o. Will you yield a moment ? 

Several witnesses before our committee testified on the VA program 
that this certificate of reasonable value didn’t prevent the discount 
from being passed on to the veteran. 

Mr. Levirr. I think it does, Mr. Addonizio, I am not too familiar 
with it. From a very realistic viewpoint, if it is passed on to the 
veteran, you haven’t got any sales, you will get one here or there, but 
the veteran won’t pay it. We come right back again to the question 
of is there or isn’t there a necessity for a liber alization of terms. If 
there is a necessity, it means people haven’t got the money. 

Mr. Appontz1o. Thank you. 

Mr. Asutry. Just a final question. 

You said that you have raised your prices. Now, most recently did 
you raise your prices because of the decreased volume? 

Mr. Levrrr. That is our sole reason. 

Mr. Asutry. In response to a question by Mr. Widnall, you told 
us you started off with the original Levittown—when was that, 
incidentally ? 

Mr. Levirr. 1952. That is not the original Levittown, that is Levit- 
town, Pa. 

Mr. Asuury. All right; that was a $10,000 home which actually 
should have sold for $10,500. 

Mr. Levirr. That is right. 

Mr. Asuiry. There have been changes in that home, but essentially 
that home costs how much today ? 

Mr. Levirr. $11,500. 

Mr. Asutry. Why is it costing $1,000 more? 

Mr. Levirr. Labor, material, everything else have gone up in the 
past 5 years. 

Mr. Asntry. Why have they gone up? ? 

Mr. Levrrr. Labor in the United States has gotten about 3 or 4 
rounds of increases in 5 years. Every time they get a round of wage 
increases the manufacturer passes it on to the consuming public. 

Mr. Asniey. And more. 
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Mr. Levrrr. And more; correct, sir. 

Mr, Asuuey. So we have that. Now, would another factor be that 
which you mentioned in response to an earlier question, namely, that 
it is the result of a greater demand than existing supply for building 

1aterials, for building labor ? 

*'Mr. Levirr. I don’t quite g get the question, Mr. Ashley. 

Mr. ASHLEY. I am asking whether your increase in price over the 
last 4 years is in some measure the result of a greater demand for 
materials and labor than existing supply ? 

Mr. Levirr. Are you asking is that our reason for increasing the 
price? 

Mr. Asuuey. Is that a part of the reason for your price increase? 

Mr. Levirr. No. As a matter of fact, I don’t really understand 
why prices had to go up by manufacturers, The productive facilities 
of the United States were ample to take care of what we needed in 
the building industry to produce 1,200,000, or close to 1,400,000 in 
1950, as you recall. Why the price increases went ahead, I don’t 
know, except that it was a question of charging what the taf will 
bear. We saw some of the returns, some of the statements, year-end 
statements, of building-material manufacturers as well as General 
Motors, and others, and when we saw what profits were made, per- 
centagewise, we thought they were unconscionable. 

I still feel that way about it. 

Mr. Asutey. The fact is, Mr. Levitt, that you have to take the 
position in order to support your thesis that there should be a lib- 
eralization, that homes should be easier to build. In order to support 
that thesis, if you are going to be consistent, you have to say that 
your price increases have not been the result of inflationary pressures, 
namely, a greater demand for goods and materials and labor than 
existing supply. 

Mr. Levirr. No; I don’t have to say it at all. 

Mr, Asutey. If you would admit or you would take the position 
that in some measure your prices have gone up because of a greater 
demand than supply for materials and labor, then that would be 
inconsistent with your request to this committee to liberalize the 
program and to make home building easier for the builder, because 
that would obviously be adding fuel to inflationary pressures across 
the country. 

Mr. Levirr. I am not quite sure that I follow your reasoning on 
that, Mr. Ashley. Our prices went up because every bit of material 
that we purchased went up. 

Now, is that plain ? 

Mr. Asutey. All right, so far. 

Mr. Levrrr. The labor that went into our houses did not go up, 
it went down, and I will tell you why it went down: By increased 
productivity, by increased effic siency, by better know-how, we produced 
the house laborwise for less money rather than more money as time 
went on, but we paid more money i lumber, for cement, for every 
item that went into that house, materialwise. 

Mr. Asuiey. You run a very fine operation, and that I know from 
firsthand observation, and I also think that you are an extremely good 
witness here, and a very consistent one. I think that your statements 
and the position that you take in response to questions is very intel- 
ligent. 
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You are totally consistent, but I do think that you have got to 
take, for example, the exact position you have with respect to infla- 
tionary pressures in the home-building industry in order to support 
this thesis of yours that home building should be made easier. 

Mr. Levirr. Well, I think right now we could use a little tiny bit 
of inflation in it. Iam being honest. I think we can use it right now. 

Mr. Asniry. That is all, Mr. Chairman. 

Mr. Rarns. Mr. Levitt, we appreciate your presentation. 

Mr. Levirr. It has been a real pleasure, gentlemen, Mrs. Sullivan. 

Mr. Ratns. We are always lad to have you before our committee 
because you present a lot of challenges to us, and you can answer the 
questions. 

Mr. Levirr. Thank you very much. 

Mr. Ratns. I am glad to see, ladies and gentlemen of the committee, 
that we are running on schedule this morning. 

The next witness is Dr. T. Keith Glennan, president of Case Insti- 
tute of Technology, and chairman of the Committee on Relationships 
of Higher Education to the Federal Government, of the American 
Council on Education. 

I see with him my good friend Charley Dobbins, he is a great citizen 
of Alabama. I would like you to come around and sit with him. 

Mr. Berrs. While you are saying that, I would like to point out 
Dr. Glennan comes from a great ‘Ohio institution. 

Mr. Ratns. We are glad | to see you, Dr. Glennan. You are going 
to testify on behalf of the American Council on Education on the 
college housing program, I assume? 

Mr. Gutennan. That. is right. 

Mr. Rains. You don’t seem to have too long a statement. If you 
care, we will let you proceed to read your statement. 


STATEMENT OF DR. T. KEITH GLENNAN, PRESIDENT, CASE INSTI- 
TUTE OF TECHNOLOGY, CLEVELAND, OHIO, AND REPRESENTING 
THE AMERICAN COUNCIL ON EDUCATION 


Mr. Guennan. Thank you very much. 

Tam T. Keith Glennan, president of Case Institute of Technology. 
I am appearing as chairman of the Committee on Relationships of 
Higher Education to the Federal Government, of the American Coun- 
cil on Education. The Council membership includes 148 organiza- 
tions and 972 institutions, among them nearly all the acc redited junior 
colleges, colleges and universities in the United States. I have also 
been authorized to speak on this occasion for the American Associa- 
tion of Land-Grant Colleges and State Universities, the Association 
for Higher Education of the National Education Association, the 
Association of American Colleges, the National Association of State 
Universities, and the State Universities Association. 

Last spring the American Council on Education promised this 
committee that a factual study of the college loan program would be 
undertaken to assist in answering some of the questions that had been 
raised in its operation. That study, entitled “Financing of College 
and University Student. Permanent Housing.” has been completed b Vv 
Dean Arthur Weimer, and Professor John D. Long of the School of 
Business, Indiana University, and copies have been supplied to the 
staff of your committee, 
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Professor Long is with me today to assist in replying to questions 
concerning the content of this report. 

I am here to advance two propositions on behalf of higher educa- 
tion. First, that the present formula for determining the interest rate 
on loans should be continued, and, second, that sufficient additional 
authorization for funds should be made to meet the need foreseen by 
the Housing and Home Financing Agency during the next fiscal year. 

We now have facts to support statements offered in previous years 
on behalf of the present interest rate formula. We know that since 
the present formula was adopted in 1955 many additional institutions 
have been enabled to take sdvantebe of the program, that the annual 
total of private financing for college housing has not decreased at least 
through the end of 1955, the last full year for which information is 
available, that Federal loans have never been the sole source of such 
financing, nor will they be in the future, and if plans reported by the 
institutions, themselves, are indicative, and that the ultimate size of 
the program for 1951——— 

Mr. Ratns. Dr. Glennan, could I interrupt there a moment. You 
must be reading from a summary. 

Mr. Gurnnan. 1 am, sir, 

Mr. Rains. Do you have any additional copies of your summary ? 

Mr. Guennan. I am sorry, Mr. Chairman. I hoped to save some 
time by using the summary. 

Mr. Ratns. That is all right. We would like to have the summaries. 

Would you repeat those two propositions at the top ? 

My, GLixnan, I am here to advance two propositions on behalf of 
higher education. First, that the present formula for determining the 
interest rate on loans should be continued, and, second, that sufficient 
additional authorization for funds should be made to meet the need 
foreseen by the Housing and Home Finance Agency during the next 
fiscal year. 

We now have facts to support statements offered in previous years 
on behalf of the present interest rate formula. We know that. since 
the present formula was adopted in 1955, many additional] institutions 
have been enabled to take advantage of the program, that the annual 
total of private financing of college housing has not decreased, at 
least through the end of 1955, the last full year for which information 
is available, that Federal loans have never been the sole source of such 
financing, or will they be in the future if plans reported by the insti- 
tutions, themselves, are indicative, and that the ultimate size of the 
program through 1969 will therefore be far smaller than estimates 
presented to this committee in former years. 

Although we have had no official notification of the precise formula 
which the Administration now advocates, we assume it may be similar 
to that presented last year. It is estimated that the adoption of that 
formula now would increase the interest rate from 27% percent to 31% 
percent. Although the evidence of the Weimer-Long report is not put 
forward as conclusive, the information presented strongly suggests 
that such a change would not substantially increase the amount. of 
private financing, since even last summer when interest rates in genera] 
were lower than they are now investment bankers indicated they 
would demand approximately 4 percent from public institutions and 5 
percent from private institutions. 
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Replies from the colleges and universities to another question in the 
survey indicate that the only significant result of increasing the rate to 
314 percent would be to force a high proportion of them to withdraw 
or fail to file application for loans. The private institutions would 
be especially hard hit, since their bonds are not tax exempt. We be- 
lieve, therefore, that it is sound public policy to keep the Federal 
interest rate on college housing as low as possible consistent with the 
protection of the Government in its fiscal operations. 

The present rate formula accomplishes this purpose. It permits the 
construction of student housing at a cost which makes repayment 
possible without charging exorbitant rentals to students and at the 
same time provides a fair return to the Government. 

The present plan is building the dormitories, costing the taxpayer 
nothing, and avoiding the possibility of demands upon the Government 
for outright grants for college housing. We urge that Congress 
maintain the present rate formula and authorize the additional funds 
needed to maintain this excellent program in effective operation. 

Mr. Rats. Thank you, Mr, Glennan. 

(The complete statement of Mr. Glennan is as follows :) 


TESTIMONY CONCERNING THE COLLEGE HousInc LOAN ProGRAM BY T,. KEITH 
GLENNAN, PRESIDENT, CASE INSTITUTE OF TECHNOLOGY, CLEVELAND, OHIO 


Representing the American Council of Education, American Association of Land- 
Grant Colleges and State Universities, Association for Higher Education, N. F. 


A., Association of American Colleges, National Association of State Universi- 
ties, State Universities Association 


I am T. Keith Glennan, president of Case Institue of Technology. Iam appear- 
ing as chairman of the committee on relationships of higher education to 
the Federal Government of the American Council on Education. The council 
membership includes 143 organizations and 972 institutions, among them nearly 
all the accredited junior colleges, colleges and universities in the United States. 
I have aiso been authorized to speak on this occasion for the American Association 
of Land-Grant Colleges and State Universities, the Association for Higher Edu- 
cation of the National Education Association, the Association of American Col- 
leges, the National Association of State Universities, and the State Universities 
Association. 

Our concern is that, in the present critical shortage of college facilities, the 
college housing loan program shall be continued with retention of the present 
equitable formula for establishing the interest rate, and with the provision 
of suflicient funds to keep the program in effective operation. 

We have noted in the Budget message of the President for 1958 the following 
statement with reference to the college housing loan program: “Legislation is 
being proposed in this budget to provide an additional $175 million of authority 
and permit increases in interest rates sufficient to cover the cost of money to the 
Treasury and to make loans more attractive to private investors.” 

It is our position that the determination of the amount of additional author- 
ization needed to provide funds in the next fiscal year for anticipated acceptable 
loan applications is a matter which reasonably may be considered within the 
province of the Federal Housing and Home Finance Agency. We do not dispute 
the Administration’s announced plan to request an additional $175 million in 
funds, provided the present equitable interest rate formula is maintained, to the 
end that large numbers of institutions will be able to use the loans r the 
purpose intended by the Congress. Abandonment of the present interest ri 
formula, however—a formula which bas operated successfully since 1955 to 
stimulate the building of college housing facilities just as the Congress de- 
sired—would seriously restrict the ability of the colleges to use these loans in the 
dormitory construction that must take place if higher education is to meet the 
needs of American young men and women in the present and the immediate 
future. 

It is not necessary that I describe at length the demands for expansion of the 
colleges and universities which are being made now and which will be made in 








HOUSING ACT OF 1957 581 


the next 10 years. Testimony on this is available from all sides. The constitu- 
ent member organizations of the American Council on Education, in a recent 
statement prepared for the President’s Committee on Education Beyond the High 
School, estimated that the present record-breaking total of 3 million college 
students is likely to double by 1965. In many institutions, the key to accept- 
ance of larger numbers of students is the provision of additional housing facilities 
for them. 

The importance of a continuation of the present college housing loan prograiu 
to the colleges and universities is documented in a report, “Financing of College 
and University Student Permanent Housing,” which has been prepared for the 
American Council on Education by Dean Arthur M. Weimer, of the School of 
Business, Indiana University, and by his colleague, Professor John D. Long, who 
is here with us today. Their study is based upon information received directly 
from 733 institutions, comprising 75.5 percent of the 971 four-year accredited 
institutions in this country to which a comprehensive questionaire on housing 
was mailed. While the Weimer report is based on replies from only three-fourths 
of the 4-year accredited colleges and universities, its value is enhanced by the 
fact that these 733 institutions which responded have an enrollment of 1,727,205 
students, or $7.6 percent of the enrollment in the total of 971 institutions. The 
substantial scope of the inquiry is emphasized further by the fact that, according 
to the Housing and Home Finance Agency, of the 402 four-year institutions 
which had obtained final approval on housing loans by February 28, 1957, there 
were 883, or 95 percent, which were included in the study by Dean Weimer. 

The Weimer report (p. 454) gives up the facts and figures to explain why bond 
financing has come to be the backbone of fund raising for college and university 
housing, and why in the future bond financing may become even more essential. 
While gifts, appropriations and current funds made up 58.4 percent of the sources 
for college housing in the years 1920-50, as compared with 41.6 percent from bonds 
and other loans, the proportion was sharply reversed in the years 1951-55 when 
bonds and other loans provided 65.5 percent of the funds as compared with only 
34.5 percent from gifts and other current sources. College officials estimate that 
for the period 1956-69 the trend will continue, with the expectation that only 
24.4 percent of funds will be available from gifts, appropriations and other 
current sources, and that there will be a need for 75.6 percent of construction 
funds from bond financing and other types of credit. 

It should be noted that these figures come from institutions large and small, 
public and private, and that a breakdown of the various college groups reveals no 
substantial variation in pattern to challenge the conclusion that the need for 
credit in college housing is straight across the board (pp. 53, 454). 

The Weimer report (p. 66) reveals that college officials, seeking to meet the 
critical needs in campus housing, already have plans for construction costing 
nearly $2 billion during the years 1956-69. Of this amount, the colleges contem- 
plate borrowing $1,437,000,000 and they have anticipated that $839 million of this 
amount would be obtained under the college housing loan program (p. 81). We 
submit that if a student housing program of such urgency is to be realized, 
continuation of the college housing loan program in its present form, proven to be 
workable, is the best answer. 

It should be noted, however, that the present and expected need for Federal 
funds falis far short of the billions predicted by some opponents of the college 
program. The Weimer report shows that the total use of Federal funds for 
college housing from 1951 through 1955, plus the presently anticipated need for 
Federal funds from 1956 to 1969, for the institutions included, is $920 million. 
Even if it be assumed that additional needs aggregating $500 million will develop 
in other institutions, the total Federal funds involved over the 19-year period 
ending 12 years from now would not extend to $1.5 billion, 

It is our position that continuation of the present interest rate formula, based 
on the average rate of all Government securities, plus one-fourth of 1 percent for 
administration, is both equitable and essential. The current formula, adopted in 
1955, began with a rate of 2.75 which was the minimum rate, or in effect a floor, 
though the rate based on a calculation of the average of rates on all Government 
debt would then have been only 2.601. With the rise of interest rates in 1956, 
however, the formula provided an automatic increase in the college rate to 2% 
percent, which is the current rate, subject to further adjustment again on July 1, 
1957. 

We believe that it is sound public policy to keep the interest rate on college 
housing loans as low as possible consistent with protection of the Government in 
its fiscal operations. The present interest rate formula accomplishes this pur- 
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pose. It permits the construction of student housing at a cost which makes 
repayment possible without charging exorbitant rentals to students, and at the 
same time provides a fair return to the Government. The present plan and 
interest formula is building the dormitories, costing the taxpayer nothing, and 
avoiding the possibility of demands upon the Government for outright grants for 
college housing. 

A number of arguments have been advanced in an effort to justify an increase 
in the interest rate. One of these, offered before the last Congress but rejected, 
is that since the college loans are for 40 years, their interest rate should be based 
on the average of Gqvernment loans extending 15 years or more. Economists 
who are consultants to the council’s committee on relationship of higher 
education to the Federal Government have pointed out, however, that this argu- 
ment suffers from serious oversimplification. When the Treasury floats a long- 
term bond issue, the entire load comes due at the maturity date. College housing 
loans are of a different type, resembling mortgages, in that portions of the 
principal are repaid at regular intervals before the final maturity date. In effect, 
therefore, these loans are combinations of loans of varying terms, some quite 
short. Hence there is strong logical justification for the present formula, which 
ties the interest rate to the average rate for all interest-bearing obligations of the 
United States, short and long. 

There is serious question, further, concerning efforts to tie the interest rate on 
college loans directly to the rate of interest being paid by the Government today. 
“conomists point out that in the present situation, with the Federal budget 
balanced, borrowing by the Government is undertaken for the purpose of refinanc- 
ing old obligations, not for financing new obligations. Funds going into college 
housing loans are derived from tax revenues, and not from borrowings. Hence 
there is less justification now than in previous years for arguing that an interest 
rate which accomplishes the objectives of the program involves a hidden subsidy. 

Since the college housing program is self-supporting and costs the taxpayers 
nothing by the operation of the present interest-rate formula, it seems to us 
against public policy willfully to increase the interest cost to the colleges in 
this time of their need for all possible help in expanding. One may ask, “Would 
there be any beneticiary ?” 

In this connection it may be recalled that in the budget message, it was sug- 
gested that higher interest rates on college loans would “make loans more 
attractive to private investors.” Certainly the desire to interest private investors 
is a commendable objective. The Weimer research group explored this question 
with 71 municipal-bond dealers, asking them to specify the rate at which they 
might purchase or bid on specific maturities of best-grade college-housing bonds 
during late July and early August 1956. Their replies showed that for tax-exempt 
bonds of State-supported institutions the median bid would be 4 percent, and that 
for non-tax-exempt bonds of privately supported institutions, the median bid 
would be 5 percent. Since August, as we all know, interest rates have moved 
still higher, making it reasonable to assume that bidders on college loans today 
would require even higher rates. There is ever reason to doubt, therefore, that 
merely raising the interest rates in the college housing loan program to the neigh- 
borhood of 314 percent (which a formula based on 15-year or more Government 
loans would produce) would actually result in a substantial increase in funds 
from private investors. 

On the basis of experience, however, there is ground for believing that non- 
Federal funds will continue to play a part in college housing. The Weimer 
report (p. 129) shows that during the 3 years 1953, 1954, and 1955, the college 
housing loan program’s total of bonds issued to the responding colleges and 
universities was only $60,195,000, while in the same period the total of non- 
Federal financing of college housing was $100,462,000. Furthermore in 1955, the 
last year for which figures were provided, Government issuance of bonds for 
college dormitories increased over the preceding year from $15,803,000 to 
$19,138,000, or 21 percent, while non-Federal issuance of bonds increased from 
$30,740,000 to $38,181,000, or slightly more than 24 percent. 

Thus the record shows that Government assistance in the building of student- 
housing facilities has not eliminated the private investor. It is our belief, based 
upon the clear record of the past and a careful study of prospects for the future, 
that demands for college housing in the next decade will continue to make use 
of large amounts of non-Federal, long-term investment funds, and will require 
in addition supplementary funds within the limits which I have indicated, from 
the present college housing loan program. The Federal funds are especially 
needed by the smaller private institutions which cannot contribute other assets, 
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such as substatantial gifts or revenue from other dormitories to the financing 
of a new housing program. There is urgent need for both private and Govern- 
ment sources of funds in this time of peak demand for college expansion, and 
it is our opinion that without both source the college may find it impossible to 
meet the needs of Amreican students for housing. 


Mr. Rais. The two points you make there at the top of page 2 
of your summary seem to be the important part of the statement in 
which you urge the committee to retain the present formula for de- 
termining the interest rates on loans, and that suflicient authoriza- 
tion be to carry on the program as is, that is about what you are 
asking ? 

Mr. GLENNAN. That is right. 

Mr. Rains. Now, the present rate to colleges is about 27%; isn’t 
that right ? 

Mr. GEENNAN. Quite right. 

Mr. Rarns. And the President's proposal, that we have seen, at least 
it contained the idea that this should be increased to 3 percent or 314 

Both the present and proposed formula provide that the Housing 
Administration would add one-fourth of 1 percent to the rate which 
is to be paid to the Treasury, and under the present formula it is 
based on the average yield of all interest-bearing outstanding market 
obligations. 

The administration's proposal relates only to yields on marketable 
obligations having maturities of 15 years. Now, after reading your 
statement it seems to me unanswerable that you are now receiving 
loans at a rate lower than the cost of the money to the Treasury. 
What do vou think of that ? 

Mr. Guennan. Mr. Chairman, the money which we are borrowing 
is money which is being had from taxpayers and this is not costing 
the Treasury more than we are paying for it. It seems to me that 
what the Treasury is doing in an ers of balanced budget, or nearly 
balanced budget, is refinancing loans which they have had before. 
This is current money, current tax money. 

Mr. Rains. The going rate at which the Treasury is refinancing 
now, though, is certainly higher than 2% 

Mr. GLENNAN. This T would have to agree with. 

Mr. Rains. That is the only rough spot we find in the proposi- 
tion, that it turns out to be somewhat of a subsidy rate regardless of 
how the Treasury got itself into the position of having to do what 
it is doing at the higher rate of financing. 

Now, this $175 million which the President requested in his message, 
[ judge you think that would be the absolute rockbottom minimum, 
don’t you, which would be necessary 

Mr. Guennan. I think we would accept the estimate of the Agency 
on that matter, Mr. Chairman. Certainly the applications which 
have been made would indicate that there would be absorption at 
these interest rates of that amount of money. Perhaps Professor 
Long could supplement my statement on that. 

Mr. Rarns. Let me interpose there to say in the suggestion of the 
\gency they tie up that amount with a higher interest rate. So 
vou don’t mean you would accept that figure, tied up with the higher 
interest rate ? 

Mr. Guennan. I hope that I made clear that I would not. Pro- 
fessor Long, would you have a comment on the adequacy of this? 





584 HOUSING ACT OF 1957 


Mr. Lona. Mr. Chairman, should I speak to Dr. Glennan or directly 
to the committee ? 
Mr. Rains. You speak to us. 


Mr. Lone. Well, I think there would be no doubt that the higher 


amounts that the Agency might see fit to ask for could be absorbed, 
certainly at the rate of interest on the loans at the present time but, as 
I understand the position of Dr. Glennan, it is that the members of 
the college housing program, the officials, are in a better position to 
judge the amounts needed than anyone on the outside of that Agency. 

Mr. Rarns. Do you expect the pressure for additional college hous- 
ing to be greater next year or less than it has been in the immediate 
past # 

Mr. Grennan. I think it is going to continue at a very high rate, 
Mr. Chairman, my own institution being an example of that. We 
happen to have had one loan from the Agency on a dormitory which 
has just been completed, and is now being oce upied. We certainly, 
over a period of the next several years, will require additional hous- 
ing, and as this wave of students hits the colleges it just stands to 
reason that the requirements for the replacement of w holly inadequate 
housing today, and the addition of housing for the new students, is 
going to be before us. 

Mr. Rains. I see that you don’t think that the increase in interest 
rate which is proposed by the administration would get any additional 
private funds; is that your idea? 

Mr. Guennan. I think that Mr. Long’s examination of this question 
would support that position. 

Mr. Rains. What about it, Professor Long ? 

Mr. Lone. Well, Mr. Chairman, the only thing on which I can 
speak is the results of the research in which a group has been engaged 
for several months, starting about in May, and this was entirely aside 
from what the level of the college housing rates should be. It is just 
a matter of the facts insofar as we could obtain them, and part of our 
investigation involved an attempt to gage the thinking of some mem- 
bers of the investment banking community, at what levels, consider- 
ing the credit standing of the university, the amounts of the loans 
to be sought, the securities, and other conditions of the loans, what 
levels of interest rate would be sufficient to draw forth substantial 
sums of money from the private market. 

Now, this study was done, and the crux of it was in late August and, 
of course, we know conditions have changed tremendously since then. 
The consensus of opinion with some qualifications and reservations, 
of course, that we were able to glean from our contacts with the mem- 
bers of the private lending community, was that for a highly reputable, 
in terms of borrowing, a highly reputable college or university, with 
a tax-exempt feature, somewhere around 4 percent. 

Naturally, the investment authorities were reluctant to be pinned 
down. 

Mr. Rains. But that would be about the picture for private funds, 
the private institutions that do not have tax exempt credit ? 

Mr. Lone. We tried to gage their opinion on that. There was a 
wide range of opinion, but insofar as there was any consensus of 
opinion for a typical school, if there is such a thing, the counterpart 
rate was about 5 percent. 
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Mr. Rarns. Dr. Glennan, I have heard a proposal which makes sense 
to me. That is about the difficulty the schools and the hospitals are 
having, especially with respect to nurses and interns. We are told a 
lot about that in’ the C ongress. We are told one of the difficulties is 
getting housing for student nurses and interns. 

Would you have any objection if we expanded the eligibility under 
the college-loan program to provide loans to hospitals to build needed 
houses for student nurses and interns ? 

Mr. GLENNAN. I don’t think so, sir. 

Mr. Rarns. Mr. Betts. 

Mr. Berrs. I don’t know whether you want to answer this question, 
or not, but the thing that disturbs me about the program is it includes 
State universities. It seems to me as to a State university the State 
should continue to support it. When it comes to the private institu- 
tions there seems to be a stronger argument. 

Mr. Guennan. I would think there is a stronger argument, Mr. 
Betts, in favor of the loaning of this money to the. privately financed 
iastitutions, but I certainly ‘wouldn’t be one who would exclude the 
State universities from this. 

Mr. Berrs. You are representing them here, too. 

Mr. GLennaAN. I am representing the entire academic community. 

Mr. Berrs. There is an organization composed of, I think, most 
of the private institutions of higher education in the country that calls 
upon corporations and other organizations to contribute funds, and 
then I think they distribute them among the privately financed col- 
leges and universities. What success are you having there? Is it 
contributing substantially to the building of dormitories at private 
institutions ¢ 

Mr. GLENNAN. No. The actual amount of money being contributed 
by corporations and individuals to the colleges and universities of 
the country is larger in an absolute sense than it has been before, but 
as a percentage of the gross national product it stays just about the 
same as it has been for a good many years, and the costs of these 
units, whether they be housing or instruc tional buildings, continue to 
rise, and the costs of our staff continue to rise, so that really we are 
not gaining, we are losing ground with private giving. 

Mr. Berrs. I see. 

Thank vou. That is all, Mr. Chairman. 

Mr. Rarns. Any questions? 

Mr. Apponizio. Mr. Glennan, I wasn’t quite clear on the answer 
vou gave the chairman on the question put to you in regard to raising 
the interest rate and accepting this $175 million minimum that the 
administration recommended. In other words, if you had $175 million 
tied up with an increased interest rate, is that the figure you would 
accept ? 

Mr. GLENNAN. I don’t think that it is up to me, sir, to accept a 
figure or to the American Council, as a matter of fact, to accept a 
firure. That is a matter that the Congress will have to deal with. 

Mr. Apponizi1o. Of course, you underst ind that the administra- 

tion has recommended an increase in the interest rate and recom- 
mended $175 million. 

If you tie those two up together do you agree with that position? 

Mr. Grennan. No, sir; I do not. 
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Mr. Apvonizio. What would you recommend to the committee! 

Mr. Gurennan. The $175 million with the interest rate remaining 
us it is today, or on the formula which is in the present act 

Mr. Apponiz1o. Well, I would think that it would be necessary to 
have more money if you kept the interest rate the same. 

Mr. Guennan. This might well be, but I think for another year the 
$175 million ought to take care of the bulk of the requirements. 

Mr. Apponizio. Now if there is a possibility that this program may 
be killed by Congress, if we don’t raise the interest rate, would you 
vo along with the proposal that we raise the interest rate to 3% 
percent ? 

Mr. Guennan. I would not go along with the proposal of raising 
the interest rate to 514 percent. 

Mr. Apponiz10. E ven if there is a possibility that the program will 
die? 

Mr. GLENNAN. I doubt, sir, that the program can be let die. 

Mr. Rais. Mr. Widnall. 

Mr. Wipnauy. Mr. Glennan, what is the average cost per room in 
these college dormitories? 

Mr. GueNNAN. Professor Long. 

Mr. Lona. If I may speak, sir, that would depend, of course, on 
the quality, but $4,000 per bed or per unit is a reasonable figure, I 
think. 

Mr. Wipnatt. Four thousand dollars per bed ? 

Mr. Lone. Yes. Some of the rooms might be dual occupancy, w 
would be talking about the per student cost. 

Mr. Wipna.t. I am just getting at what the difference in room 
rent would be per person, if you raised the interest rate to 3 14 percent. 
Have you any figures on that? Wouldn’t it be about 90 cents a month! 

Mr. Lone. Weil, one thing that might be considered when we 
looked at the additional cost as reflected in room rent by increasing 
the interest rate would be the extent of a base, if any, over which the 

rates might be spread, if 1 school had, say, 6 dormitories at the present 

time, and was considering financing a seventh one, and faced the 
alternative of having a higher interest cost, it might raise rents across 
the board, in which case the increase per year per student must be 
not crippling, anyway. 

Another school might have not as wide a base or might have no 
base, might be building a dormitory initiatiy in which case a higher 
cost would in effect be higher. 

Mr. Wipnatu. Don’t most schools have a graduated room rent, in 
an old dormitory you pay less than in a new dormitory 4 

Mr. Lone. I am sure that is the case. 

Mr. Wipnati. So there would be no necessity for an across-the- 
board increase ? 

Mr. Lone. A new dorm might be built of comparable quality to one 
or more existing dormitories, and a differential rate might not be 
chargeable on the new dormitor y by itself. Perhaps Dr. Glennan can 
answer that. 

Mr. Gitennan. If I might add to that, Mr. Widnall, the : agency is 
doing a very fine job, I think, of protecting the Government’s money 
in this situation, and most of us pledge income from all of the other 
dormitories as security for this loan, and this does make it a reason- 
able thing to spread the cost over the other dormitories. 
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Mr. Wipnaiu. Mr. Glennan, I approve of the program, and I think 
it has been excellent in helping the universities throughout the country, 
but I would like to see as much money as possible attracted into the 
tield because [ know how severe the shortage is in many of the colleges 
with respect to their dormitory requirements. When I was just think- 
ing of the cost of construction, as you applied it to room rent per bed, 
it didn’t seem to me that a half or an eighth percent increase in interest 
made a large difference in room rent, as far as a student is concerned. 

Mr. GLENNAN. I think in some institutions this would probably be 
the case. The larger, better-heeled institutions, as Mr. Long says, 
having a base over which these increases can be spread, but for the 
smaller institutions, I think that you might find this to be a substantial 
increase in the cost of education to the student. Everybody tries to 
make his dormitories self-sufficient. That is, they must carry them- 
selves, and this means as our costs go up, and I can give you a case in 
point, we have 2 dormitories, 1 we built in 1951 and the second we 
huilt and completed last year under the agency program, and we have 
found it necessary to raise our costs by $20 a semester for each of the 
600 boys housed in those two 300-bedroom units. 

Mr. Wipnatt. Is that because of the increased cost of upkeep or 
because of initial cost ? 

Mr. GLENNAN. Both. 

Now should you add on to that a half percent more increase in 
interest, this would simply have to be charged again to the boy. 

Mr, Wipnatu. So actually what you are talking about is you have 
to increase room rents whether or not there is any change in the 
interest rate / 

Mr. Gutennan. Yes; I think that this is undoubtedly true, but I 
would prefer not to compound this if T could avoid it. 

Mr. Wipnaut. Thank you. 

Mr. Rats. Mr. Barrett. 

Mr, Barrerr. Mr. Chairman, I have many questions I would like 
to ask, but I notice our time is running out and I see the Honorable 
Mayor from Baltimore in the committee room, and I thought I would 
yield in order to give him time. 

Mr. Rarns. Mrs. Sullivan. 

Mrs. Sutiivan. [have no questions, Mr. Chairman. 

Mr. Asuiey. The current formula for computing the interest rate, 
[ take it, is based on the average rate of all Government securities, 
long and short term ? 

Mr. GLENNAN. That is right. 

Mr. Asnuury. Plus a quarter of 1 percent for administration; is that 
correct ¢ 

Mr. GLeNNAN. That is right. 

Mr. Asutey. And the program began in 1955 when the interest rate 
was—well, we will see: is this right, the average Government securities 
hore an interest rate of 234 percent ? 

Mr. GLennan. I think it was 2.6, as stated in the longer version of 
this testimony, sir. 

Mr. Asutry. Today it is 27%, so with your quarter for administra- 
tion it is 314; is that correct / 

Mr. GLENNAN. No; the 2% includes the quarter percent override. 

Mr. Asniry. Oh, it does. That is the total interest rate? 
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Mr. GLENNAN. Yes; the total interest rate, that is correct. 

Mr. Asniry. Just for my information, Mr. Chairman, the proposed 
formula of the administration would take into consideration only 
those Government securities of 15 years or more; is that correct ? 

Mr. Rarns. That is correct. 

Mr. Asutry. As opposed to this 27% percent currently in effect, the 
interest rate would be approximately—— 

Mr. Rarns. Three and one-half. 

Mr. Asuiey. Thank you very much. 

Mr. Rartns. Dr. Talle has one final question. 

Mr. Tatitr. Probably I will expand that into two, President 
Glennan. 

I note that you are the head of an Institute of Technology. 

Mr. Guennan. That is correct. 

Mr. Tatie. There has been a crying need for more scientists, both 
pure and applied. Are we making progress in filling the demand ¢ 

Mr. GLEnNAN. I think we are, sir. I know that last fall the num- 
ber of students st: arting their freshmen year in engineering schools 
increased about 13.8 percent over the previous year, and the average 
increase in college enrollment was about 8.6. In other words, we are 
gaining ground on the total college population. 

Mr. Tate. Do you have an endowment fund 

Mr. Grennan. A small endowment; yes. 

Mr. Tatxe. I imagine there must be a number of institutions in these 
various associations that you represent, like, say, the Association of 
American Colleges, that would have endowment funds. 

Mr. GLENNAN. Most institutions have some sort of endowment fund. 
Most of them are very, very small. You will find a few like Harvard 
that seem to own half of Boston, but most of us have ver y, very little 
in the way of endowment funds to support our operations, sir. 

Mr. Tare. Yes, even Harvard, because of the decline in the pur- 
chasing power of the dollar, finds that its funds are rather inadequate. 

Mr. Grennan. They are trying to raise another $82.5 million, sir. 

Mr. Tate. Do you or Professor Long have any figures to indi 
the yield of endowment funds under present conditions? 

Mr. GLtenNAN. I can only speak for my own institution. We are 
earning about 3.6 percent on the market of our securities. 

Mr. Tarte. I think that is a pretty fair advance over the yields of 
some years ago. My memory goes back many years on that poin 
There was a time when the yield was distressingly low, so your vield 
indicates improvement. 

Mr. Grennan. Yes. I think this comes about partially because of 
the increased use of equities in our portfolio. 

Mr. Tate. I see. It has been suggested to me that I invite you to 
put in the record illustrations of how much a one-half-percent increase 
in the interest rate would amount to per month on a unit cost of 
$4,000 per bed. 

Mr. Giennan. Mr. Long has some figures that would be helpful 
here, sir. 

Mr. Tattx. Should I repeat that, or do you have it, Professor Long? 

If there were a one-half percent increase in the interest rate, what 
would that amount to per month on a unit cost of $4,000 per bed. 

Mr. Lone. Well, the answer is to the effect on the unit cost. I suppose, 
would go back to what we were discussing just a moment earlier shout 
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the base over which this would be spread, but if we were just talking 
about the construction of one dormitory on a $4,000 unit cost. basis, 
this increase of one-half of 1 percent, if my arithmetic is right, would 
add a $20 a year additional rent charge, unless it were absorbed 
otherwise. 

Mr. Tattr. Mr. Chairman, I think Professor Long should have a 
little time to think that over. He need not answer it right now. 

Mr. Rarys. You can submit your figures more in detail if you desire 
for the record, and we will include it with your statement. 

Mr. GLENNAN. We would be glad to do that. 

(The additional data referred to is as follows :) 


AMERICAN COUNCIL ON EDUCATION, 
Washington, D. C., March 14, 1957. 
Hon. ALBERT RAINS, 
Chairman, Subcommittee on Housing of the Committee on Banking and 
Currency, House of Representatives, Washington, D. C. 

DEAR CONGRESSMAN RAINS: You will recall that in the course of the hearing 
on the college housing loan program before your subcommittee on March 12, 
Representative Henry O. Talle requested that I prepare a supplementary state- 
ment for the record, which I submit as follows: 

The answer to the question as to the effect on annual unit cost of financing 
dormitories caused by an increase in the rate of interest charged for the money 
used in the financing depends, among other factors, on the method used in 
amortizing the principal of the loan. Assuming, for simplicity, complete self- 
liquidation of the loans and level annual debt-service charges, the effect on 
annual unit cost further depends on (1) the level of the unit construction costs 
involved, (2) the maturity conditions of the loan, (3) the size of the interest 
increment, and (4) the initial interest-rate level to which the increment is 
added. 

Two tables are presented as enclosures to suggest the differential in annual 
debt-service charges resulting from interest-rate increases under various con- 
ditions. Table A is taken from Financing of College and University Student 
Permanent Housing (a report prepared by John D. Long and A. M. Weimer, 
f Indiana University, for the American Council on Education, 1957, p. 231). 
This table is based on assumed unit-construction costs of $5,000 and on amorti- 
zation data taken from Handbook of Financial Mathematics, by Justin H. 
Moore (New York: Prentice-Hall, Inec., 1929). The figures, rounded to the 
nearest dollar, cover a wide range of interest rates and maturities. Table 
B is extracted from an article in College and University Business, by Ben W. 
Schaefer, superintendent, physical plant department, Iowa State College, When 
Can a Residence Hall Be Self-Liquidating? (May 1956, p. 41). This table 
shows debt-service-charge data for a range of unit-construction costs at 30- and 
0-year maturities and at 38 and 3% percent interest rates. 

Several illustrative references to the tables will show the effect on annual 
debt-service charges of interest-rate increases: 

1. Referring to table A, for example, one can see that an increase in the in- 
terest on a 40-year maturity from 2.75 to 3.25 percent would produce an in- 
crease in the annual unit debt-service charge of approximately $17. The unit 

ervice charge would move up from about $208 to about $225, 

2. Another illustration from table A shows that an increase in the rate from 
2.75 percent to, say, 3.50 percent would produce an annual debt-service-charge 
increase of about $26 on a 40-year-maturity basis. Over the life of the loan 
the additional service cost per unit could be approximately $1,040, assuming a@ 
loan which is completely self-liquidating. 

3. Referring to table B, and assuming a unit-construction cost of, say, $4,000, 
one can see that an increase in the interest rate on a 40-year loan from 8 to 
3lo percent would produce an increase in the annual unit debt-service charge 
of slightly more than $14. The charge would increase from $173.04 to $187.32 

\ final reference to table B shows that with a unit-construction-cost basis 
of $4,500 on a 40-year loan, an increase in the rate from 3 to 31%4 percent would 
increase the annual debt-service charge by approximately $16, 

If the debt-service charges are to be met out of the revenues of the single 
project, the increase in the annual debt-service charges must be met through 
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increased rents or comparable charges for use of the facilities. If the project 
is not completely self-liquidating, the increase in annual debt-service charges are 
not necessarily translated itho annual rent increases of the same magnitude. 
Very truly yours, 
JoHN D. LONG, 
Associate Professor, School of Business, Indiana Universitu. 


TaBLeE A.—Annual payments (combining principal amortization and intercst) 
which will discharge a debt of $5,000 in selected numbers of years at various 
interest rates 
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Mr. Rartns. Thank you, gentlemen, very much for your statement. 
At this time, Mr. Reporter, I would like to place mm the record a 
statement from the American Hospital Association to follow immedi- 
ately the testimony of the gentlemen from the American Council on 
Education. Also additional statements from educational institutions 
may be included at this point. 

(The material referred to is as follows:) 


STATEMENT OF THE AMERICAN HosPiITat ASSOCIATION SUBMITTED BY KENNETH 
WILLIAMSON, ASSOCIATE DIRECTOR 


The American Hospital Association represents over 5,500 hospitals in the 
United States. This includes over 90 percent of the general hospital beds. An- 
nually, hospitals care for more than 22 million patients. 

It is on behalf of our membership and the patients they serve that this 
association invites the attention of your committee to a national problem of 
vital concern. Today, our Nation is faced with an acute shortage of graduate 
nurses. This shortage is becoming more acute with the rapid growth in popula- 
tion. Other factors, too, are contributing to this shortage, such as: Tremendous 
changes in health care practices; increased numbers of health personnel needed 
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to bring the benefits of modern medicine to the public; the growth of industrial 
health programs; the vast, growing field of public health; school health and 
educational programs; and the broadening health problems of the ever increasing 
aged population. 

At the present time your committee has under active consideration proposed 
amendments to the Housing Act. We urge this committee to give serious 
consideration to an amendment, which we have to offer, to title VII of that 
act—college housing. We feel that if this title, for the reasons hereinafter 
advanced, were expanded to cover housing for student nurses in schools of nursing 
directly operated by hospitals, and also for interns, substantial inroads into 
the shortages of these vitally needed categories of health personnel could 
be made, 

Hospitals have three major functions: care of patients, education, and re- 
search. Physicians and nurses are prime factors upon which the superior health 
program of this country has been developed and to a very considerable degree 
they are educated in hospitals. All of the needs of the Nation for health per- 
sonnel, including those of industry, of our armed services, as well as those used 
by the general citizenry in communities throughout the Nation, are provided 
out of the same poo] of health personnel. 

In the year 1954, for example, there were approximately 44,000 young women 
admitted to the schools of nursing in the Nation. That same year about 29,000 
were graduated as professional nurses. This figure has remained fairly con- 
stant for the past 5 years and must be increased appreciably if our growing 
health needs are to be met. In fact, at the present time authoritative published 
estimates indicate that the number graduated is falling far behind those needed, 
and that an additional 50,000 nurses are needed immediately. Of the total 
number of student nurses in training, approximately 85 percent received their 
education in hospital schools of nursing. In order to meet population and other 
needs enumerated, it has been determined that we must have approximately 
188,000 student nurses in residence. This will mean that we must have also a 
60-percent increase in housing facilities during the next 9 years. Therefore, 
during this coming 9-year period, it will be necessary that approximately 75,000 
additional beds and facilities be provided for student nurses. Thorough con- 
sideration has been given to have student nurses live outside hospital facilities 
in leased rooms, apartments, bourdinghouses, and the like, but such proposals 
have been discarded as it is believed they would adversely affect the enrollment 
of student nurses. 

At the present time there are over 1,100 State-approved schools of nursing. 
They are either educational institutions directly operated by hospitals, or they 
are separate educational institutions affiliated with hospitals to provide a full 
curriculum of nurse education. In both cases these schools and their curricula 
inust meet State standards. Their graduates must pass State examinations to 
be licensed by State authorities in order to practice their profession. There 
can be no question but that such hospitals are educational institutions. They 
are engaged in educating and training young women for professional careers in 
nursing. Their educational activities are directly and casually related to the 
present and future health needs of our Nation. And yet, the present housing 
act qualifies the latter group and rejects the applications of hospital schools of 
nursing which comprise the vast majority of nursing schools. 

The educational activity of hospitals does not end with the education of nurses. 
Nurses comprise numerically the single largest professional group educated in 
hospitals. sui other professions who have a role in providing patient care 
receive a part, if not all of their education in hospitals. At present there are 
upproximately 10,000 medical interns completing their education through intern- 
ships in hospitals. Additionally, other groups, representing various technica 
and highly specialized skills required in providing patient care, include X-ray 
and laboratory technicians, vocational and physical therapists, dietitians, and 
hospital administrators. Moreover, through the vocational educationl system, 
hospitals are recognized as educational centers for the training of practical 
nurses and other auxiliary health personnel. Though we mention all of these 
groups who are educated and trained in hospitals, we have only done so to point 
up, in a limited fashion, the extent to which hospitals function as educational 
institutions. Our proposed amendment is specifically limited to provide housing 
for student nurses and medical interns. 

Hospitals are required to provide housing for a large number of students whose 
education is of primary concern to the health of the Nation. Unfortunately, to 
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a large extent, the costs of such education within hospitals is borne by paying 
patients and, therefore, contributes considerably to the deficits suffered annually 
by such hospitals. As a consequence, the governing bodies of hospitals are 
reluctant to negotiate loans through the normal business channels at prevailing 
interest rates, which have been consistently rising since the cost of carrying and 
amortizing such loans would further burden sick patients. Several large and 
outstanding schools of nursing have told us that they have 3 applicants for 
admission to their schools for every 1 they are able to accept. They give as a 
principal reason for the rejection of the other applicants the shortage of their 
present housing facilities. 

The American Hospital Association has but recently completed a study of the 
needs of hospitals for more housing for student nurses and medical interns. 
This study is based on a representative cross section of hospitals throughout the 
United States conducting State-approved schools of nursing and providing ap- 
proved internships to medical graduates. 

Replies to our requests for specific information concerning existing needs of 
hospitals to house their present classes of student nurses and medical interns as 
well as their needs for additional housing for the larger number of these classes of 
students who could be accommodated if adequate housing were available, were 
received from 126 hospitals. These hospitals now have 7,840 student nurses and 
1,177 medical interns. Of these, 99 state they need help to finance the costs of 
additional housing facilities for such students, and that if such financial assist- 
ance were forthcoming, they could accommodate 1,988 more student nurses and 
546 more medical interns. The costs of such housing were estimated to be about 
$17 million for student nurses and about $5.5 million for medical interns. 

In summary, these figures reveal that 70 percent of the hospitals that answered 
the survey would be able to increase their classes of student nurses, and 59 per- 
cent would be able to accommodate more medical interns. Based on a projection 
of this figure, we find that enrollments in the hospitals, schools of nursing could be 
increased annually by about 14,000 student nurses. Medical internships could 
also be substantially increased. Our projections of the estimates of the costs of 
such housing would be in excess of $150 million. 

The study revealed a number of important facts which we feel will be of 
interest to this committee. Quite a few hospitals stated that unless they were 
able to either renovate old and outmoded existing facilities, or replace them, 
they would have to discontinue their schools of nursing. Several pointed out 
that the present condition and size of their facilities curtailed student enroll- 
ments. Several indicated that though they had plans all drawn for facilities 
for students, they had not been able to obtain the funds needed. There were 
examples where hospitals had to house students within the hospitals themselves, 
thus reducing the number of hospital beds available to, and needed by, the 
community. 

The study also reflected clearly the change in needs and circumstances sur- 
rounding the housing needed to accommodate medical interns. In past years, 
interns were generally unmarried and their housing needs were relatively simple. 
Today the predominant number of interns are married, with a high percentage 
having children. Therefore, the housing required to accommodate them must be 
provided in the form of apartments which, of course, increases the cost of housing 
considerably. 

Attached to this statement as exhibits are several letters received from hos- 
pitals expressing their need for more student housing. These letters are typical 
of those received from most hospitals on this subject. But they do state well 
the case of their individual needs for more student housing and their inability 
to finance the costs of such housing. 

For consideration by your committee, the American Hospital Association has 
prepared the following draft which would give effect to its proposed amendment: 

“Be it enacted, etc., That section 404 (b) of the Housing Act of 1950, as 
amended (12 U. 8. C., Supp. IIT, 1749C (b)) is amended by striking out ‘and 
(2)’ and inserting in lieu thereof, ‘(2) any hospital operating a school of nurs- 
ing approved by the appropriate State authority, or any hospital approved for 
internships by recognized authority, if such hospital is either a public hospital 
or a private hospital, no part of the net earnings of which inures to the benefit 
of any private shareholder or individual, and (3)’; and by striking out ‘in clause 
(1)’ and inserting in lieu thereof, ‘in clause (1) or clause (2)’.” 

This proposed amendment would give further recognition to the student status 
of student nurses and medical interns receiving their education in hospitals and 
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would make such hospitals eligible under the College Housing Act. Such status, 
we observe, is already recognized in the Internal Revenue Code. 

The American Hospital Association is very grateful to this committee for 
the opportunity given it to present its views concerning the needs of the Nation 
for increased numbers of health personnel and the facilities required to make 
the increase possible. We feel that if our proposal is accepted, the Nation will 
benefit immeasurably from the additional numbers of health personnel in these 
two vitally important categories. 

We would deeply appreciate your incorporating this statement and the 
attached exhibits in the record of your current hearings on housing. 


Iowa LUTHERAN HOSPITAL, 
Des Moines, Iowa, March 5, 1957. 
Mr. KenNEtTH WILLIAMSON, 
Associate Director, Washington, D. C. 


Dear Mr. WILLIAMSON: I am pleased to add the following comments to sup- 
plement the enclosed card as suggested in Mr. Crosby’s letter of March 1. 

We expect to construct a $1 million addition to our hospital this year which 
will give us 45 additional patient beds among other things. This would enable 
us to accommodate at least 25 additional student nurses. However, we are 
spending all our available money for hospital facilities. 

We should erect a combination dormitory and classroom building for the nurs- 
ing school which we estimate would cost at least $300,000. 1 believe our facilities 
for interns are adequate at the present time, but it is possible that a separate 
dormitory building should be erected for them within 10 years. I would estimate 
this to cost $80,000. 

Sincerely yours, 
I’. A. HANSON, Administrator. 


Sr. EvizarnetH HOspirar, 
Covington, Ky., March 4, 1957. 
Mr. KENNETH WILLIAMSON, 
Director, Washington Service Bureau, 
Washington, D. C. 

DEAR Mk, WILLIAMSON: Dr. Edwin L. Crosby, director of the American Hos- 
pital Association has suggested that we advise you of our needs regarding hous- 
ing for our student nurses. We have a lovely nurses’ home built in 1950, but 
it was necessary for us to leave one floor of the home unfinished, due to a lack 
of funds. 

Up to this time we have not refused student nurses due to a lack of room, but 
just a few days ago the director of nurses remarked that with a large class 
coming in, and with just a small class graduating we will probably have a hous- 
ing difficulty next fall. The top floor of our nurses’ home (the portion which is 
incompleted) as planned by the architect, would give us an additional 26 semi- 
private student rooms, housing for 52 student nurses, and would cost approxi- 
mately $125,000 to complete. We are placing special emphasis on recruitment of 
students at this time, for all of the hospitals, including our own, are short of 
graduate nurses, and we are the only hospital in this area of the State who has 
a training school for student nurses. 

We also have difficulty in the matter of providing housing for our interns. 
Most of the interns coming in now are married, and the dormitory rooms which 
we formerly used for the single doctor are inadequate. With sufficient funds an 
apartment building could be built to accommodate at least 12 interns, several 
student medical technologists, and approXimately 10 male student nurses. The 
architect estimated that such a building would cost about $250,000. We do not 
have adequate space for such a building on the hospital grounds, but ground 
could be purchased across the street from the hospital building. 

Anything you can do to help us in the interest of the above projects will be 
greatly appreciated. 

Yours very truly, 
Sister M. CHERUBINI, Administrator. 


mama 4 
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Sr. Mary's Hosprrat SCHOOL OF NURSING, 
Bransville, Ind., Mareh 4, 1957. 
Mr. KENNETH WILLIAMSON, 
Director, Washington Service Burcau, 
Washington, D. CU. 

Dear MR. WILlLiAMson: In answer to Mr. Crosby’s letter of March 1 regarding 
the need and any special problems your hospital faces in housing students, 
we are surely pleased to have this opportunity to state our need. 

Here at St. Mary’s we do have a very serious problem. A year ago a beautiful 
SS million hospital with a bed capacity of 354 beds and 75 bassinets was com- 
pleted. Because of lack of funds we are not able to build a nurses’ residence. 
The present residence is 644 miles away from our hospital. This presents a 
serious problem as it is necessary to provide bus transportation to and from the 
nurses’ residence. 

The hospital was planned in every way to give the best possible patients care 
and every available facility for education to student nurses. Because of these 
fine facilities we have attracted many applicants to our school of nursing. 
It is impossible to take as many students as we would like because of limited 
housing facilities and the limited number that even two bus trips can accom- 
modate. Also the time involved in travel causes a great loss of time to the 
students. We are afraid that this may discourage them in completing their 3 
years of nursing. 

Any help or money that can be contributed to help us solve this problem and 
begin a new nurses’ residence near the hospital will be greatly appreciated. 

Sincerely yours, 
SISTER ELIzABETH, Adminiatrator. 





*ROVIDENT HOSPITAL AND REE IDISPENSARY, 
Baltimore, Md., March 4, 1957. 


Mr. KENNETH WILLIAMSON, 
Director, Washington Service Bureau, 
Washington, D. C. 

Dear Mr. WILLIAMSON: Provident Hospital is in great need of additional hous 
ing for student personnel. The problem of replacing the present facilities is of 
even greater importance. The facilities now being used are approxiniately 75 
vears old and were private dwellings which have been converted into a nursing 
school and living quarters for student nurses and interns. We find ourselves 
now in the position of finding funds for building purposes or closing our training 
facilities. To continue our program we must soon provide new housing for at 
least 100 students, interns, and nurses. 

Any legislation providing financial assistance for such housing has our full 
support and the financial aid will certainly be a contributing factor in solving 
the problem of the critical shortage of nurses. 

Very truly yours, 
THEODORE TD, PERKINS, Administrator. 


HILLCREST MEDICAL CENTER, 
Tulsa, Okla., March 4, 1957. 
Mr. KENNETH WILLIAMSON, 
Director, Washington Service Bureau, 
Washington, D. C. 

Dear Mr. WILLIAMSON: In relation to the proposed legislation for housing of 
interns and: student nurses, we are building 400 beds, 200 in a general hospital 
and 200 in a children’s hospital. Unless housing can be procured for student 
nurses and interns, we will not be able to open the new additions. 

St. John’s hospital here in our city has a fine, large addition which they put 
on a drive to raise the money for, and they are unable to open it for want of 
nurses. This will be our predicament unless we can get adequate housing for 
student nurses. We need housing for 150 more nurses urgently. This would 
cost in the neighborhood of $750,000 to $1 million. 

Sincerely yours, 


Bryce L. Twirry, Administrator. 
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Tuer Evaneeticat Deaconess Hosprrat, 
St. Louis, Mo., March 6, 1957. 
Mr. KennetH WILLIAMSON, 
Director, Washington Service Bureau, 
Washington, D.C. 

DpaR Mr. WititaAMSON: I should like to add a word to the card mailed pre- 
viously, related to the proposed legislation for housing interns and student 
nurses. 

This is a definite need at Deaconess Hospital. We have the clinical facilities ; 
we have the teaching faculty; in fact, we have everything but sufficient living 
quarters for the additional student nurses that we could be training at Deaconess 
Hospital. At present we have 180 student nurses enrolled. These students are 
housed in modern buildings, one completed in 1942 and the other in 1947. By 
adding two floors to the building completed in 1947, we could accept at least 50 
more student nurses and thus increase the students in training to 230 students. 
Financial underwriting of an addition would be most helpful. 

Our interns and residents are now being housed in residences adjacent to the 
hospital. These residences are serving the purpose in a fairly acceptable way. 
Certainly they are makeshift. If resources could be made available for modern 
dormitories and apartments, our total training program would be greatly 
enhanced. 

It would seem that we would need approximately $250,000 to make the addi- 
tions to the school of nursing buildings. Likewise, a minimum of $100,000 would 
be needed to house our staff of 17 to 20 interns and residents. 

If we can be of further assistance to you, please do not hesitate to let me know. 

Personal best wishes. 

Sincerely, 
Cart C. Rascne, Administrator. 


Goop SAMARITAN HOSPITAL, 
Phoenix, Ariz., March 5, 1957. 
Mr. KENNETH WILLIAMSON, 
Washington Service Bureau, American Hospital Association, 
Washington, D. C. 

IoypaR Kenny: I am in receipt of your letter of March 1, regarding proposed 
legislation for housing for interns and student nurses. Enclosed you will find 
my card answering those questions. 

I would like to say, in addition to answering those questions, though, that the 
real problem with all our hospitals is not securing student nurses especially, 
but providing teaching facilities as well as housing. For example, we have 
accommodations for 160 girls when every bed is utilized. Our classrooms and 
especially our dietetic and science laboratories are crowded. We simply cannot 
get the money to build additional space and classrooms. That is where I feel 
the Government should come in by providing funds to build additional dormitory 
space, classrooms, and laboratories. In our case, we could take at least 30 more 
student nurses with an investment of $200,000, but we cannot put on a drive for 
funds for that purpose in this community, nor are there any wealthy people here 
who are interested in education. 

My reason for thinking the Government should assist in this matter is that 
they have no schools of nursing of their own and they are able to pay larger 
salaries than the private hospitals can to graduate nurses. Consequently, only 
about one-third of the graduates from the schools of nursing each year remain 
with their own institutions, many of them going into various branches of the 
Government and public health work. This is my frank opinion, and I know 
we must do something soon. 

Yours sincerely, 
G. M. HANNER, Administrator. 


ALBERT EINSTEIN MEDICAL CENTER, 
Philadelphia, Pa., March 5, 1957. 
Mr. KENNETH WILLIAMSON, 
issociate Director, Washington, D.C. 


DbynAR Mr. WILLIAMSON: Relative to the attached questionnaire please be in- 
formed that the problem of housing at the Albert Finstein Medical Center applies 
specifically to our entire house staff which is composed of interns and residents 
receiving training in the medical and surgical specialities, 
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We have recently expended considerable sums of money for the construction 
of housing facilities for student nurses at both divisions of the medical center. 
However, with the increase in the bed facilities to 650 beds at the northern 
division which is presently underway, the number of our interns and resi- 
dents will increase to about 75 physicians. To house them properly would 
require new construction. Our estimated cost for this additional housing would 
be approximately $500,000. 

I cannot overstate the acute need of voluntary hospitals for this type of 
support which the proposed legislation would furnish. I am sure that an in- 
spection of present housing facilities would add great impetus to the passage of 
such legislation. 

Respectfully yours, 

S. W. FrrepMan, D. D.S., 
Assistant to Executive Vice President and Medical Director. 


MARY IMMACULATE HOSPITA 
Newport News, Va., March 5, 1957. 
WASHINGTON SERVICE BUREAU, 
Washington, D.C. 
(Attention: Mr. Kenneth Williamson, director.) 

Dear Sm: The shortage of professional nurses has been a serious problem 
in our area over a period of years and the future holds no promise for improve- 
ment if we do not prepare more young ladies for this work. 

In our hospital we have, at the present, 32 students in the 3-year program. 
We could have that number doubled and even trebled if we had adequate living 
quarters and nurses homes that would attract these young ladies. Our building, 
with even this small number, is crowded. We have a number housed on the 
third floor which is more like an attic than a bedroom. The classrooms are 
located in the basement part of the hospital and though we try to make them 
attractive, they are not conducive to learning. The student nurses have no 
recreational facilities and no assembly hall for group gatherings. We have 
long realized the need for building, but up to this time have been unable to 
remedy the situation. This situation is multiplied a few times in our State 
and I know many more times throughout our country. 

If there were any possibility of obtaining assistance, either Federal or State, 
the Nation as a whole and this community in particular would profit through 
an expansion of the nurse-recruitment program. But enticing young women 
into this career without the necessities for making this a reality would be 
unsound. The people of this area, also aware of this need, would be willing to 
do their share if some Federal or State aid were available. 

With a prayerful wish that the proposed legislation for Government assistance 
in improving housing faciilties for student nurses and interns becomes a reality. 

I remain sincerely yours, 

Sister M. FupHRASIA, Administrator. 


GLENDALE SANITARIUM AND HOSPITAL, 
Glendale, Calif., March 5, 1957. 
Mr. KENNETH WILLIAMSON, 
Director, Washington Service Bureau, 
American Hospital Association, 
Washington, D.C. 

Dear Mr. WILLIAMSON: The Glendale Sanitarium and Hospital is finding it 
very difficult to adequately house interns. Last year we admitted 3 interns. We 
should have a total of 12. We think we will get 12 this year by working out a 
temporary arrangement for housing in the community. This is very undesirable 
because it takes interns away from the immediate vicinity of the institution. 
If we are to continue to secure and properly arrange for a full quota of 12, it will 
be necessary for us to find funds somewhere for the development of interns’ quar- 
ters. The least amount of money with which this could be accomplished would 
be approximately $54,000. 

We are faced with a similar problem in connection with the school of nursing. 
We admitted 42 students last year—a large class. Our total enrollment is 85. 
At the present time we have 59 applications for the class which will start July 1. 
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We expect several additional applications, but we will be able to accept only 
about 40. We have sufficient clinical material and teaching eapacity for a larger 
number, but the student nurses’ dormitory is already filled to capacity. It is 
possible that we might be able to build a wing, if we use a simple type of con- 
struction, for approximately $78,000, which will enable us to take a class of 55. 
If we use good quality construction, which should be done, the cost would be 
substantially more, probably about $125,000. 
Very sincerely yours, 
G. B. Newtson, Administrator. 





Tue Hemo-Carprac FounDATION, INC., 
Durham, N. C., March 28, 1957. 
Hon. ALBERT RAINS, 
House of Representatives, 
Washington, D, C. 

Dear Str: I am very much interested in H. R. 3502. I know of no problem 
more urgently in need of community attention than the matter of safe and 
competent care of the aged, and especially the aged infirm. I am convinced that 
there is no likelihood that anything like adequate financing can or will be 
provided unless it is done through some such legislation as that proposed in 
Il. R. 8502. I very earnestly trust that this legislation will be passed, and I 
would like to take this opportunity of expressing my thanks to you for intro- 
dueing and sponsoring this undertaking. 

There are a few thoughts which occur to me and which I would like to pass on 
to you for whatever they may be worth. After line 8 on page 2 I would suggest 
adding a requirement that the construction be “fireproof.” The tragic fires which 
have oecurred during the winter past emphasize the wisdom of this requirement 
only too well. I do not believe that funds should be available for new construc- 
tion or for renovation of existing structures unless this requirement is met. 

“Development costs,” I believe, should be expanded to include furnishings and 
furniture which would certainly be essential to the operation of such facilities. 

Without doubt, there are more people 65 or older urgently in need of consid- 
eration than can be provided for, for quite a time to come, but there are also 
a very great number of situations needing attention which could not meet this 
test. Perhaps there should be some provisions for exceptional cases which 
would not meet the age requirement. 

Should this legislation be enacted, under what agency will it be administered? 

How do you feel about the likelihood of its passage, and is there need for 
these of us at home who are interested to communicate with our representatives? 

Would you be kind enough to have your office mail me about a dozen copies of 
this resolution, and also mail several copies to Mr. Burns Allen, vice president, 
the Northwestern Bank, Minneapolis, Minn. 

I hope you will not regard my suggestions presumptive. They are prompted 
hy my very great interest. I know that you have given this matter a great 
deal of thought and I am sure are well aware of its many problems. 

Wishing you the best of success, I am, 

Very truly yours, 
F. OC. Owen. 





BIRMINGHAM-SOUTHERN COLLEGE, 
Birmingham, Ala., March 15, 1957. 
lion, ALBERT RAINS, 
House Office Building, 
Washington, D. C. 

Dear Mr. RatNs: I am informed that hearings are now being held on a housing 
bill, and I understand that one provision of the bill under consideration provides 
for loans to nonprofit organizations for the construction of housig fr the aged, 
such loans to be made for a 50-year period at 34% percent interest. 

There is real need in Jefferson County and in Alabama for housing for the 
aged, and I believe that educational and religious groups here will be able to 
do something toward satisfying the need if loan funds are made available. I 
think there is widespread support for the bill. 
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Knowing your interest in housing for the aged, I would expect that you will 
support the bill. I hope you will. 
Sincerely yours, 


Howakp HARLAN, 
Professor of Sociology. 


CORNELL UNIVERSITY, 
OFFICE OF THE PRESIDENT, 


Ithaca, N. Y., March 15, 1957. 
Hon. ALsert Rains, 


House of Representatives, 
Washington, D. C. 


Dear Mr. Rains: President Malott is away from the campus this week on 
business, but I know that he would want me to convey to you his feeling toward 
the question raised in your letter of March 12. 

As you perhaps know, we have been doing considerable research on farm hous- 
ing at Cornell in recent years and are only too happy to endorse the proposal raised 
in your letter. We, too, are dissatisfied with the problem of farm housing and 
are most anxious to bring the results of research to bear on the solution of this 
problem. Several members of our faculty have been involved in this research, 
and while we feel they have made significant progress, a great deal remains to 
be done. 

I can only say that President Malott is most interested in furthering work in 
this area, and he, along with our faculty, would be very eager to push ahead 


on the research to be done. I shall indeed discuss this further with him upon 
his return to the campus. 


Cordially, 


Luoyp H. Ex.iort, 
Executive Assistant to the President. 


CoRNELL UNIVERSITY, 
OFFICE OF THE PRESIDENT, 


Ithaca, N. Y., March 21, 1957. 
Hon. ALBERT RAINs, 


House of Representatives, 
Washington, D. C. 


Dear Mr. Rains: Upon discussing your letter of March 12 with President 
Malott, it became apparent that you would possibly be interested in further in- 
formation about what is going on at Cornell with regard to the problem of farm 
housing. 

I am taking the liberty, therefore, of sending you, under separate cover, a 
number of publications which have come from our housing research center. 
This division of the university was created in 1950 to carry on basic research in 
this area. In the intervening period, they have made substantia] progress on 
some of our difficult problems. The talents of staff members in the college 
of agriculture, college of home economics, and college of architecture have been 
used in carrying forward this work. 

Our most serious roadblock in pursuing this research has been the lack of 
financial support. Because of the nature of the home-building industry, there 
does not seem to exist sufficient sources of support for the underwriting of stud- 
ies which are aimed at the improvement of the general standard of living. 
Through our present organization, we are in a position to undertake contract 
research and would like very much to do so. It is our understanding that the 
Housing Act of 1956 carried certain provisions for Government-sponsored re- 
search ; however, an inquiry failed of any response from the Housing and Home 
Finance Agency. The progress of this Agency would indeed be of interest to the 
director of our housing research center and to others of the staff who are engaged 
in this work. 

I know that Dr. Glenn Beyer, who is director of the Cornell housing research 
center, would be only too happy to answer any specific questions you might wish 
to direct to him, and please rest assured, also, that Cornell University is inter- 
ested in pursuing this important problem to such a large number of our popula- 
tion. 

If we can be of any help at any time, I hope you will contact us, 

Cordially, 
Lioyp H. EL.iort, 
Executive Assistant to the President. 
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LIST OF OTHER PUBLICATIONS 
Journal articles 


Home Selection and Home Management, by Glenn H. Beyer, Journal of Mar- 
riage and Family Living, volume XVII No, 2, May 1955. 


Some Factors Relating to Farm Housing in the Northeast, Journal of Land 
Economics, University of Wisconsin, November 1950. 

Farm Family Trends Seen in Housing Survey, Farm Research, Cornell and 
Geneva Agricultural Experiment Stations, April 1950. 

Interdisciplinary Research in Housing, Journal of Home Economics, volume 33, 
No. 10, December 1951. 
Conference papers 


Kitchen Layout Studies, American Institute of Electrical Engineering, Cleve- 


land, Ohio, May 1955 (published in National Real Estate and Building Journal, 
August 1955) 


Planning the Kitchen, American Society of Refrigerating Engineers, December 
1955. 


The Cornell Kitchen, American Society of Agricultural Engineers—winter 
meeting, Long Island. 


Other 


The Cornell Kitchen—16 millimeter color movie in collaboration with Reynolds 
Metals. 





TEXAS AGRICULTURAL AND MECHANICAL COLLEGE SYSTEM, 

OFFICE OF THE CHANCELLOR, 
College Station, Texv., March 21, 1937. 
Hou. ALBERT RALNS, 

Chairman, Subcommittee on Housing of the Committee on Banking and 

Currency, House of Representatives, Washington, D. C. 

Dear Mr. Rarns: I have your letter of March 12 concerning facilities for farm 
home research, 

There is no doubt the quality of housing which is within financial reach of 
a large percentage of farm people has definitely affected their attitude toward 
agriculture as a profession or way of life. In many instances, it has affected the 
health of both individuals and families. In addition to these values, farm hous- 
ing represents a significant investment. 

I believe the only sound approach to the problem is through reSearch and 
education by all groups concerned. Lesearch is needed to improve livability, 
increase efliciency in household operations, and better utilize materials, utilities, 
and equipment to develop standards of design that will balance optimum liva- 
bility and operating efficiency with economy. 

Cooperative regional research on farm housing is being conducted by the 
land-grant colleges through their agricultural experiment stations with excellent 
cooperation from the United States Department of Agriculture and other Fed- 
eral services. Some valuable research findings have been obtained from these 
researches, but the work is very limited in scope due to the lack of adequate 
financial support. The cooperative studies now underway could well serve as 
a sound base from which to expand the work in determining the housing needs 
and preferences in farm families. 

A program of research and education, such as the one you have suggested, 
should do much to help improve housing standards on our farms. 

Sincerely yours, 


M. T. Harrinotron, Chancellor. 





ALABAMA POLYTECHNIC INSTITUTE, 
SCHOOL OF AGRICULTURE AND AGRICULTURAL EXPERIMENT STATION SYSTEM, 


Auburn, Ala., March 19, 1957. 
Hon. ALBERT RAINS, 


Member of Congress, House of Representatives, Washington, D. C. 


DEAR Mr. Rains: This is with further reference to your letter of March 11. 
I am glad to learn that you and your subcommittee have continued your interest 
in farm housing and farm housing research. Surely these are important subjects. 
One has only to make a road trip through almost any strictly farm section to see 
for himself the desperate need for improved farm housing. 


He does not have to 
89342—57 39 
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be a student of economics nor of architecture to recognize some of the inherent 
differences in the problems of rural and urban housing. 

In urban areas, the concentration of substandard housing produced a mass 
effect and stimulated a public interest in improved housing for low-income fami- 
lies. Substandard homes in the country are scattered and fail to produce the 
mass effect on the viewer. Furthermore, multiple housing for low income farm 
families does not lend itself to the solution of the problem of inadequate housing 
for these families. 

Yet, the problem of low net income is particularly heavy among many segments 
of our farm population. Means of planning low-cost, livable houses for large 
numbers of our farm families is particularly important, therefore. 

suilding materials and skilled labor in all the building trades are usually 
available in the more populous centers. By contrast, builders in strictly rural 
areas find far fewer choices of building materials available in the trade areas 
that serve them and frequently must depend on less skilled workers. Further- 
more, stock plans are more apt to suit the needs of urban dwellers than the 
particular needs of farm families. Finally, even the better-off families in rural 
areas and small country towns do not have the convenient contacts with archi- 
tectural firms that city dwellers have. 

All of this points to the need for research in rural housing. The agricultural 
experiment stations are keenly aware of this need and have made efforts to 
meet it. As you know, we recognize four regions of the United States, insofar 
as research in the State experiment stations is concerned. ‘These are the north 
eastern, southern, north central, and western regions. Each is a region having 
somewhat similar problems of geography, climate, and the like. Frequently 
the experiment stations of a region find it desirable to cooperate in research 
on. problems of more or less regionwide concern. This has been true in the case 
of rural housing research. Each region has had a regional project in rural 
housing research for a number of years. The bulletin that P. O. Davis gave 
your subcommittee last year, for example, was one reporting the results of the 
first cooperative rural housing study by the southern experiment stations. 

The value of the regional approach rather than a centralized national approach 
is particularly apparent in housing research. Structures sufficiently strong to 
withstand heavy snow loads may be important in one section of the country but 
may be wasteful in another. Custom and need may dictate the provision for a 
basement in all farm house plans for one section of the country but not for 
another. Plans to utilize a local building material may be highly desirable in 
the region of local abundance but totally inappropriate in another. 

Although several experiment stations usually join together in conducting 
regional research, one or two stations often assume leadership responsibilities. 
This is true with respect to rural housing research. For example, the Illinois 
Agricultural Experiment Station has been outstanding for its leadership in rural 
housing research in the north central region. Similarly, the Cornell (N. Y.) 
Agricultural Experiment Station has been a leader in the northeastern region. 
You are familiar with the work that we have been doing here at Auburn. Yon 
have a firsthand knowledge of Fred Kummer’s interest and leadership ability. 
You know, in addition, of the cooperative relationship between Mr. Grub in our 
agricultural engineering department and Dr. Kathryn Philson in our home 
economics department. Although we have a fine group of research workers 
cooperating in the southern regional housing project, we do like to think that we 
are taking the lead in the South. 

These regional rural housing research projects are supported in part by 
Federal-grant funds (Hatch Act, amended) appropriated by the Congress for 
research at the State experiment stations and in part by State appropriations. 
As vou well know, the Federal-grant funds that you appropriate for the State 
experiment stations must be used to support research on all sorts of agricultural 
problems ranging from apple diseases to zeropbytes. Consequently, no experi- 
ment station nor group of regional experiment stations has been able to allocate 
adequate amounts of these sorts of funds to support rural housing research at 
desirable levels. In our own case, we have two outstanding workers cooperating 
in rural housing research. We have not been able to use them as effectively 
as. we should because of inadequate funds for maintenance, for the employment 
of subprofessional helpers, nor for the employment on a part-time basis of 
highly trained personnel, such as electrical engineers, architects, and psycholo- 
gists, who are available on the college teaching staff. 

I am very pleased, therefore, to learn that your subcommittee not only recog- 
nizes the need for strengthening rural housing research now being conducted 
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in our State experiment stations but is considering appropriating $500,000 for 
that purpose. If this amount of money could be appropriated annually for 5 
or 10 years for the express purpose of rural housing research and if a mecha- 
nism could be developed for channeling it into a relatively few productive 
regional research centers, I feel sure that great benefits could accrue to our 
hard-pressed farm families who deserve better homes than many now enjoy. 

I am not prepared to tell you how that mechanism should be developed. 
Usually, the experiment stations’ research relationships, financial and otherwise, 
are with the Department of Agriculture. On the other hand, I understand that 
the Housing and Home Finance Agency is experienced in housing matters. If 
your subcommittee should decide to make an appropriation for rural housing 
research and should designate that agency as the custodial agency for the ap- 
propriation, T am sure that the subcommittee would use such phraseology as to 
assure the appropriation being used for the purpose for which it would be made. 
For example, I do not believe that that agency is currently engaged in rural 
housing research. 

Let me thank you for your thoughtfulness of our farm people and for your 
helpfulness in all matters concerning their welfare. 

With best regards, I am 

Very truly yours, 
2). V. SmitH, Dean and Director. 





THe UNIVERSItTy OF GEORGIA, 
OFFICE OF THE PRESIDENT, 
Athens, Ga., March 21, 1957. 
Mr. ALBerr RAINS, 
Chairman, Subcommittee on Housing of the Committee on 
Banking and Currency, House of Representatives, Washington, D. C. 

Dear Mr. Ratns: Thank you for your letter of March 11. I have discussed 
the matter about which you write with members of our staff and am including 
below statements made by two of them—Dr. Mary Speirs, dean of the School of 
Home Economics, and Mr. R. H. Driftmier, chairman of the division of agri- 
cultural engineering. 

Dr. Speirs makes the following observations: 

“Research on housing problems was initiated by the agricultural experiment 
stations when the Research and Marketing Act of 1946 made funds available for 
studies in this area. Since that time, projects have been supported by both 
regional and State funds. A number of publications providing useful informa- 
tion on housing have resulted from these studies. 

“Mr. Rains has a thorough comprehension of the problems in providing better 
rural housing. More research is needed in the areas of functional requirements, 
especially in management of space usage. Fitting the areas in the home to the 
changing needs of families and to new ways of living will require continuous 
research, if the needs of families for up-to-date information are to be served. 
As new materials and methods of construction develop, research should be car- 
ried on to test their usefulness and suitability for housing at different levels of 
cost—in terms of man-hours for construction, as well as actual monetary cost. 
More research is needed to determine the best way of adapting space and equip- 
ment in homes to the needs of certain groups of families, such as those in which 
the homemaker is crippled or handicapped or elderly. 

“Housing research in many institutions has been handicapped by lack of 
adequate support and facilities. The funds provided by the Research and 
Marketing Act of 1946 were useful in initiating some new projects. However, 
funds from this source are rarely used for provision of physical facilities for 
research. Housing research on a major scale does require certain expansive 
and flexible physical facilities to develop new plans, as well as to test their 
suitability for certain purposes. Housing research in Georgia has, for example, 
been limited in its scope because suitable physical space for studying more than 
one small area of a home at a time has been lacking. Moreover, funds for per- 
sonnel and operating expenses have not permitted expansion in this area. 

“We do believe that additional funds for housing research would be of great 
value to families. A home is a major investment for a family and should be 
an important source of satisfaction to all members. Evidence that this is not 
the case in many new hoines is plentiful in every region. 

“If new funds for research in housing are made available, we suggest that 
they should provide for research and demonstration facilities, as well as for 
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personnel and operating expenses. This suggestion is made on the basis of past 
experience. Flexible space, in which several alternative plans or materials can 
be tested, is not generally available for this type of research. The use of demon- 
stration areas or homes has proven effective both in evaluating functional designs 
as well as in educating families in their usage.” 

Mr. Driftmier makes the following observations: 

“It seems to me that Mr. Rains has pinpointed our most urgent research 
needs—research to determine the functional requirements of each type of build- 
ing, to find means of reducing construction labor, to test structures and materials 
developed to meet new and higher standards, and finally to obtain more building 
value per dollar invested. 

“Questions on space requirements for food preparation and serving, living and 
recreation, sleeping, sewing, laundry, and storage have been fairly well answered 
by the regional research conducted by the home economists and agricultural 
engineers in the Southeast and in other regions during the past several years. 

“We do need additional research on the more eflicient and effective utilization 
of native and manufactured materials; on environmental factors as they relate 
to health and comfort; on time and motion studies to reduce labor involved in 
fabrication and construction; on the most advantageous and economical utiliza- 
tion of facilities for water supply, waste disposal, heating, ventilation, and air 
conditioning; on determining the optimum conditions economically obtainable 
and the penalties of deviation therefrom; and on establishing standards of 
design that will meet sanitary, comfort, structural, and architectural require- 
ments and balance optimum conditions of function and environment with 
economy.” 

I hope these comments will be of value to you. If I can be of any further 
assistance, I hope you will let me know. 

Very truly yours, 
O. C. ADERHOLD. 





NATIONAL FAkMERS UNION, 
OFFICE OF THE PRESIDENT, 
Washington, D. C., March 21, 1957. 
Hon. ALBERT RAINS, 
Chairman of the Subcommittee on Housing of the Committee on Banking 
and Currency, House of Representatives, Washington, D. C. 

DreaR CONGRESSMAN Rains: This is in response to your letter of March 12, 
1957, concerning farm housing. 

The interests of National Farmers Union in functional, long-lasting, and 
usable farm buildings, and well-planned farm communities grows out of our 
interest in the preservation of the family-type pattern of farming. 

In this connection, the proponents of large-scale industrialized agriculture 
eliminated completely the federally sponsored title V farm housing program in 
December 1953. It is clear that the title V loan program, administered since 
1949 by the Farmers’ Home Administration, was viewed as inconsistent with the 
present policy on agriculture, the objective of which seems to be the outright 
elimination of farm families as a solution to problems in agriculture. 

Democratic government, we believe, is closely tied to widespread ownership of 
farmland and decent housing by the farm families of the Nation. We believe 
also that well-designed functional farm homes, well-planned rural communities, 
and low-cost service buildings can be a positive force for keeping farm families 
on the land, thereby making stronger the growth and development of family-type 
agriculture. 

We do not view farm housing research, farm housing credit, or better planned 
rural communities as the panacea to the farm problem. Realistically, we realize 
that good farm homes and service buildings and well-planned rural communities 
cost money which, no matter how liberal credit may be or how much the research, 
is available only through increased farm income. We have been and are in- 
tensely interested, however, in upgrading the quality, design, and livability of 
farm homes through a program of research and education. We are also cognizant 
of the need for research with respect to farm service buildings. We share your 
view that building methods, building materials, and design in rural areas, both 
in residences and in service buildings, are outdated. 

We are of the opinion that research is needed in the whole area of rural com- 
munity development. In keeping with our interests in improving rural architec- 
ture, we have conferred with a practicing architect whose work has been almost 
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exclusively in rural areas. Mr. Eugene Sternberg, 2364 Hast Third Avenue, 
Denver, Colo., has been called in to review your letter with me and a member 
of my staff. Because I am convinced that Mr. Sternberg’s approach to the matter 
of research in farm housing and in community development is sound, I am quot- 
ing directly from a letter to me. 

“1, Within the Housing and Home Finance Agency, it seems that a new division 
should be established, which would have as its concern housing and planning 
in farm areas and rural communities. This division’s task would be threefold: 
Educational, which could be through traveling exhibitions, of good work accom- 
plished in different parts of the country, lectures, seminars, and conferences in 
different regions, by qualified men whose heart and interest lies in the rural 
areas; the second aspect would be the establishment of mobile architeetural and 
planning clinics in rural areas available at nominal cost to individul farmers, 
groups, and small communities. These clinics would be staffed with technical and 
financial experts. The third aspect would be the building of experimental units 
in different parts of the country, completely furnished and available for exhi- 
bition. The division would also sponsor the preparation of complete architec- 
tural and engineering drawings of different types of housing for different regions, 
with such complete and simplified details that farmers could build all or part 
themselves with little experience. 

“The whole subject is a vastly neglected one: A field in which very few people 
with vision and experience are engaged. There are so many possibilities for 
improvement—e, g., the establishment of just one outstanding school of rural 
architecture and rural planning would be a good beginning and give status to this 
aspect of architectural practice. If $500,000 would be available every year to a 
school of that kind, a great deal could be accomplished. The graduates of such a 
school would be drawn from many rural areas, and would, I am sure, go back to 
their own regions to establish themselves as leaders in the field of housing and 
planning. 

“2. We have been in correspondence with almost all the agricultural experi- 
ment stations throughout the country. We found the most constructive results of 
the very extensive research they have undertaken have been published in 1956, 
by the University of Illinois Press, under the title ‘Contemporary Farmhouses: 
Flexiplan 71204.’ This is the only example we have found so far which presents 
a beginning of modern thinking as applied to rural buildings. 

“Almost all the hundreds of pamphlets we have received from the other col- 
leges present no new thinking—merely very practical and accepted ways to con- 
struct usable but unimaginative buildings of all types needed on the farm. Too 
much time and energy have been spent surveying the minutest details of what 
people think they need in the way of space for various activities and tasks. To 
finance more of the same kind of research, without creative and imaginative 
direction, would be of little value. 

“3. As very, very few of the competent architects, engineers, and city planners 
are working in rural areas, one of the important requirements for effective educa- 
tion and research in farm housing is the attraction of some really first-class 
personnel to undertake future projects, if they are to be channeled through the 
land-grant colleges. 

“4. We were interested to find in the letter of Albert Rains that he is still pre- 
occupied with need for additional research to determine the functional require- 
ments of each type of building, to find means of reducing construction labor, and 
to test structures and materials to meet new and higher standards. All this to 
obtain more building for less money. We feel that what is needed is to create 
in different regions of the country an architecture which fits into the environ- 
ment, has some character and uniqueness, with an intimate and truly contem- 
porary feeling. This cannot be achieved through the local lumberyards or 
through an inadequately staffed agricultural college. In most small communi- 
ties it is very difficult to achieve with the existing pattern of financing.” 

Recently, it has come to my attention that the Secretary of Agriculture is 
making restricted use of the funds available for title V loans. If it is at all 
possible, let me urge you to liberalize the terms set forth in the Housing Act of 
1949 by which farm families become eligible for such assistance. In this connec- 
tion, I believe that farm families should be eligible for title V housing loans if 
credit for housing is not available to them at 4 percent or less. I feel that the 
Housing Act of 1949 should be amended to provide such. While this may not 
result int he kind of activity in the making of housing loans by the Farmers’ 
Home Administration that Congress desires, possibly it will provide increased 
leverage needed by Congress to obtain the kind of administration of the title V 
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housing loan program which they envisioned when they passed that act and when 
they appropriated $450 million in 1956 for use through June 30, 1961. 

Please accept my personal thanks for the interest that you are taking, Con- 
sressman Rains, in upgrading rural housing and rural communities. I want you 
to know that we appreciate deeply the support that you and the Committee on 
Banking and Currency gave last year to the $450 million appropriation for farm 
loans under title V of the Housing Act of 1949. 

We respectfully request that this be made a part of the record of the hearing 
of the Subcommittee on Housing. 

Sincerely, 
James G. Patton, President. 

Mr. Rarns. The next and final witness this morning is our dis- 
tinguished former colleague and now mayor of the great city of Balti- 
more, Mayor D’Alesandro. 

We are glad to have you, Mayor. 

Mayor, I notice you don’t have too long a statement, and you speak 
on behalf of a very great organization, the United States Conference 
of Mayors. Weare olad to have you. 


STATEMENT OF HON. THOMAS D’ALESANDRO, JR., MAYOR OF 
BALTIMORE, MD., CHAIRMAN, STANDING COMMITTEE ON LEGIS- 
LATION, UNITED STATES CONFERENCE OF MAYORS 


Mr. D’AvEesanpro. Mr. Chairman and members of the committee, 
Iam Thomas D’Alesandro, Jr., mayor of the city of Baltimore, chair- 
man of the standing committee on legislation of the United States 
Conference of Mayors. 

I have with me Mr. Harry Betters, the director of the United States 
Conference of Mayors, and Mr. Oliver Winston, the urban renewal 
coordinator for the city of Baltimore. 

I am happy to have this opportunity to appear before the Housing 
Subcommittee of the Banking and Currency Committee to express 
the deep interest and concern of the United States Conference of 
Mayors in maintaining and expanding effective programs for housing 
and for the clearance and redevelopment of slums and blighted areas. 

The membership of the organization is made up of approximately 
300 major American cities. Our members feel at first hand the fuil 
brunt of the pressure and need for decent housing for all the elements 
in our population. Looking ahead to the expanding future require- 
ments for housing resulting from the constant increase in this coun- 
try’s population, which is primarily occurring in the large metropoli- 
tan areas of the Nation, we feel that there must be sufficient produc- 
tion of new housing throughout the coming years. We are also becom- 
ing more aware not only of the importance of clearing our slums but 
of the necessity for rehabilitating our existing housing supply and 
conserving those sections of our cities which are still strong and sound. 

As a former Member of this House, I know the members of the sub- 
committee won’t mind if I commend for your consideration the fine 
staff report recently issued by your colleagues on the Housing Subcom- 
mittee of the United States Senate Committee on Banking and Cur- 
rency. This report sums up and analyzes the answers of 150 mayors 
to a questionnaire sent them by Sen: ator Sparkman on the housing 
conditions in their cities. Because I feel these views are so timely and 
appropriate, I would like to cite some of the report’s findings, which 
are based chiefly on what the mayors said: 





a 
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(a) Serious housing shortages exist in the Nation’s cities. 

(6) Four groups in 1 the population are especially hard hit by these 
sao ages: Low-income families, middle-income families, families 
from minority groups, elderly persons. 

(c) Current production of new and rehabilitation of existing dwell- 
ing units are not materially reducing these shortages. 

(zd) Prices of available sales and rental units, both new and used, 
are generally too high for these groups to afford. 

(e) The great majority of mayors feels that expanded housing pro- 
grams are needed in their communities, and that the Federal Govern- 
ment should provide more effective assistance in meeting these needs. 

[ certainly feel that these mayoral views are fully in accord with 
what I wrote the committee about Baltimore’s housing situation. As 
the report pays me the honor of quoting my reply to the questionnaire 
at length—on pages 18 and 19—I will not take this committee’s time 
to repeat it here today. 

The conference of mayors wanted me to emphasize to you gentle- 
men that we are seriously disturbed by the restrictive effec ‘t of current 
credit stringencies which are resulting in a decreasing volume of resi- 
dential construction. In plain language, the tight money market is 
knocking the blazes out of new home building. We therefore trust 
that your committee will be successful in evolving methods for over- 
coming these current problems and assuring a constant flow of the 
home building required to meet the growing needs of our cities. 

We would also urge that your committee give consideration and 
study to the necessity for eventually evolving an effective method for 
assisting and encouraging the deve lopment of good housing for lower 
middle-income families who in most cities are now not being served 
either by the private residential industry or by the national supply of 
low-rent public housing. I would also like to register the strong sup- 
port of our organization for adequate authorizations of additional 
iow-rent public housing. These will be absolutely essential in order 
to house a dequate ly our low-income families and particularly to pro- 
vide for the decent relocation of families displaced by slum clearance 
and now by the large program of federally assisted urban highway 
construction. 

In Baltimore, our thinking is in the direction of the coordinated 
use of all possible housing resources to meet current and prospective 
market demands, including existing and contemplated Federal and 
State assistance. Some suggestions along these lines are contained 
in the recent report of my urban renewal study board, a copy of which 
I have brought along to give the committee. 

Mr. Rats. We would be glad to have it. 

(The data referred to above has been filed with the subcommittee 
on housing :) 

Mr. D’Auesanpro. I would like to tell the subcommittee members 
at this point something about the urban renewal study board, which I 
appointed last February and reported to me in September. This 
board was composed of 6 nationally known experts who rendered 
Baltimore outstanding service by rec ommending a 20-year, $900 mil- 
lion program for urban renewal and a sweeping overhaul of our ad- 
ministrative machinery to help carry out this program. I like the 
report, so did practically all segments of Baltimore opinion, and we 
have moved fast to put its recommendations in effect. On December 
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31, 1956, I signed the ordinance creating a new Baltimore Urban 
Renewal and Housing Agency, which represents an amalgamation of 
several existing boards and bodies and portions of other departments. 

Gentlemen, we recognize that each city is different, and has its own 
problems, traditions, and circumstances. However, I think the fol- 


lowing paragr aph on page 1 of the report could well apply to a great 
many “American cities, large and small : 


If the city of Baltimore is to remain a community which continues to attract 
a reasonable cross section of its employed population, it must face the problem 
of making more of its residential areas competitive in many respects with those 
of its surrounding suburban districts. Recognition of this need considerably 
expands the areas requiring urban renewal treatment. Renewal must therefore 
deal with areas now substandard, areas becoming substandard in the future, 
areas which are merely obsolete or beginning to decline, and even fairly good 
areas which may decline in the future unless improved. Renewal, in short, 
includes slum clearance, the rehabilitation of declining areas, and the preven- 
tion of decay in areas now sound. It also includes community action to provide 
adequate modern industrial and commercial land where new uses are required 
by the community in older areas. 

We always prided ourselves in Baltimore that we were doing a great 
deal to halt urban deterioration. This report has fired our imagina- 
tion and made us realize how much bolder we must be to gradu: ally re- 
build our cities and strengthen our tax base. We understand that we 
must concentrate much attention on slum prevention in order to reduce 
future problems. We now recognize that new, improved parks, play- 
grounds, schools, and other community facilities will have to be pro- 
vided for most neighborhoods. Obsolete commercial and industrial 
areas must also be renewed. Baltimore is ready to sink a lot of cash 
and other resources into this challenging program and private invest- 
ment will undoubtedly far exceed the estimated public cost of $900 
million. But to make all this possible the Federal Government must 
do its share. 

I would like to devote the balance of my testimony to emphasize 
the vital importance of prompt congressional action to assure the 
continuity and the expansion of Federal financial aid for the slum 
clearance and urban renewal redevelopment program. This program 
is essential to the survival of American cities. It provides a mechan- 
ism whereby, at relatively modest cost to the Federal Treasury, as 
compared with the cost of other Federal-aid programs, the hard core 
of urban blight can be successfully attacked and the deteriorated 
sections of our cities transformed and revitalized to provide new 
housing, parks, and playgrounds, new schools, modern commercial 
facilities, or sites for well- pl inned modern industry. This program, in 
short, offers an essential tool to help American cities and metropolitan 
areas, where an increasing majority of American citizens live and earn 
their livelihoods, to keep i in pace with the dynamics of the American 
economy. 

It is for these reasons that the United States Conference of Mayors 
has been a strong advocate and supporter of the Federal urban rede- 
velopment program since it first began to receive consideration and 
study by the committees of Congress over a decade ago. As mayors, 

many of our members assisted in undertaking the first pioneering 
redevelopment projects which followed the enactment of title I of the 
Housing Act of 1949. I am pleased that the second redevelopment 
project in the country to be officially completed is located in Baltimore. 
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We have seen community interests in an experiment with redevelop- 
ment broadened and mature in the ensuing years. We have arrived 
now at a point where the full potentialities < of well-planned redevelop- 
ment for revitalizing the blighted cores of our cities are seized upon by 
communities throughout the country. After a long period of probing 
and experimentation, our cities are now on the threshold of actual 
achievement of the full benefits of redevelopment. 

It is therefore with dismay that we learn that the continuity of this 
vital program is now threatened by the exhaustion of the essential 
Federal capital grant authorization. We recall that the chairman of 
this subcommittee, Mr. Rains, had the foresight a year ago to propose 
an increase of $1 billion in this capital gr ant authorization. It was 
unfortunate that this recommendation did not prevail in the legisla- 
tion which was finally enacted in 1956, as the current situation 
demonstrates. However, I would like to urge upon your committee 
with all the forcefulness at my command ‘the urgent necessity of 
congressional action to make adequate capital grant authorization 
available as promptly as possible in order to avoid a stoppage in this 
vitally important program. 

The recommendations in the President’s budget for an additional 
authorization of $250 million in Federal capital grant contract au- 
thority to become available on July 1, 1957, and a further authoriza- 
tion of $250 million to become available on July 1, 1958, are, in our 
judgment, the bare minimums needed to maintain the impressive 
momentum now developed in local renewal programs. In fact, I would 
urge your committee to consider whether the best interests of this long- 
term program would not better be served by a more substantial in- 
crease in the capital grant contract authority in order to avoid a future 
situation similar to what is now threatened. 

The planning and undertaking of redevelopment projects is by 
nature a complex and time-consuming process. This situation becomes 
intensified when you ¢ ‘ontemple ite larg ge sections of your city designated 
as renewal areas. Baltimore’s new ordinance No. 692 refers to the 
“central functions of urban renewal, such as but not limited to, neigh- 
borhood and project planning, land acquisition and clearance, area 
code enforcement, relocation of displaced families, development, re- 
development, rehabilitation, conservation, management of property ac- 
quired in renewal areas, investment and improvement counseling, com- 
munity organization services, research and public information.” These 
functions we have placed in one agency. But my study board reported 
that a city’s urban renewal program is even broader than this big list 
when looked at from the mayor’s viewpoint, and should also give a 
place to comprehensive citywide planning, capital budgeting, con- 
struction and maintenance of public works, operation of public s service 
facilities, and private enterprise participation. 

The decisions involved in urban renewal go to the heart of the com- 
plicated social, economic, and property interrelationships of the Amer- 
ican city and will vitally affect the future trend of its development. 
Even though both the cities and the Federal Government have gained 
experience in redevelopment and renewal and, I hope, will continue to 
find ways and means of reducing redtape and needless delays, there 
is no magic wand that will ever make the renewal of our cities an easy 
and quick process. This fact of life makes it all the more evident that 
any hiatus in the progress and continuity of the renewal program re- 
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sulting from a failure of Federal financing would represent a major 
setback to the future welfare of American cities. 

We would also like to recommend that your committee, in its con- 
sideration of legislation affecting the urban redevelopment program, 
study the impact of the present ‘sti atutory requirement that one-third 
of the net cost of renewal projects be absorbed by the participating 
communities either in the form of cash grants or through the con- 
tribution of supporting public facilities and site improv ements. 

In our opinion, experience has shown that this requirement has re- 
stricted unduly the scope of redevelopment activities in relation to the 
needs and objectives of cities. The record shows that almost 50 per- 
cent of the local contributions to the redevelopment and renewal proj- 
ects undertaken thus far have had to be in the form of cash donations, 
over and above the facilities and work in kind which can be contributed 
through the normal capital municipal budgets. In view of the finan- 
cial problems and financial demands upon all American municipalities 
and their restricted sources of revenue, the requirement for a one-third 
local contribution has, in cur judgment, undoubtedly exerted a re- 
strictive influence on the redevelopment program. We would recom- 
mend, therefore, that your committee consider the advisability of 
reducing the required local contribution to 20 percent. In light of the 
fact that the Federally aided urban highway program, involvi ing much 
larger expenditures of Federal funds than does the urban renewal 
program, requires only a 10 percent local contribution on a major phase 
of the overall program, the Interstate System, we believe that a 20 per- 
cent local financial participation in renewal undertakings would be 
most reasonable. At the same time it would greatly bro: den the « capac- 
ity of American cities to utilize this essenti: al program for the sound 
future development of our urban centers. 

If the committee will pardon one more reference to Baltimore, I 
would like to conclude with the first paragraph of the foreword te the 
report of the Urban Renewal Study Board: 

Urban renewal is the new American frontier. During the last century that 
frontier was the development of the agricultural areas of the West and the 
mineral and other resources which have made this the most prosperous nation 
in man’s history. In this century our population has become predominantly urban. 
Two-thirds of our people live in or near cities. Most of our recent growth has 
taken place in urban areas. Virtually all of our future population growth will 
occur in and around our cities. But these cities are largely the product of the 
19th century. Their dwellings, factories, and offices, their streets and com- 
munity facilities, are ill-adapted to the needs of mid-20th century civilization. 
Overcrowded, blighted, or threatened by blight. these cities must be rebuilt to 
meet the needs of our contemporary society and to serve the demands of a 
population blessed with an ever-rising standard of living. The conflict between 
the development of adequate transportation facilities and the creation of a 
satisfactory living environment must be resolved. This is the challenge of 
urban renewal. 


I hope the committee will do its best to keep the Federal Govern- 
ment pulling its oar not only so that the boat doesn’t rock but that it 
will forge full speed ahead. 

[ appreciate very much this opportunity to present the views of the 
United States Conference of Mayors to your committee. 

Mr. Chairman, I ask you to excuse me for reading this fast. I was 
afraid that bell might ring. 
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Mr. Rains. Well, Mayor, it is a pleasure to have somebody before 
the committee, when time is of the essence, that understands the prob- 
lems we face. 

I want to tell you I think that is a very excellent statement, 
and noting the samples you gave from that report it sounds to 
me as though it must be a very fine report. I was just talking to 
some of the ‘people around the ts able here. You know Baltimore is so 
close to the Nation’s capital that this committee has never had the 
opportunity of seeing the fine urban renewal program you have over 
in Baltimore. 

Mr. D’Auesanpro. I will beat you to the punch, Mr. Chairman. I 
would like to have you over. I want to say that we are sincere in 
our efforts. I asked for the resignation of the Housing Authority, the 
old Redevelopment Authority, and the Planning Commission, and 
thanked them for their past work, and since then I appointed the new 
urban renewal ¢ praiiee e of five to expedite projects in Baltimore, and 
I would like to invite the committee over and have you spend some 
time with us, and take ca uu around to different sec tions of Baltimore: 

Mr. Rarns. We are going to come over some day later on in the 
session. 

Mr. D’ALesanpro. Iam glad the chairman recognizes that Balti- 
more is part of the United States. It has been pretty Pra 1, trying 
to take our airport away, after you encourage us to build it by giving 
us $4 million, and [ fell for it, and spent $14 million. 

Now, of course, we have a tunnel. When I was over here a lot of you 
men criticized the traffic situation in Baltimore. We have the best 
traffic director in the United States. We are building a tunnel. You 
can bypass us now. But I hope you don’t bypass us urban renewal, 
though. 

Mr. Apponizio. Is that Highway 40? 

Mr. D’AtEsanpro. Yes. 

Mr. Ratns. Let me ask you one or two questions, Mayor. 

On the proposition of the amount of participation of cities, the 
burden is especially heavy, we note, on small cities in America, the 
amount which they pay. I see that you urge we reduce the amount, 
and you give a very good reason in that the partcipation of cities 
has been reduced, of course, in the Federal aid program on interstate 
highways. ‘That is true. So it is my thought that the committee 
needs to give some real study and consideration to those two sugges- 
tions you have. 

L can assure you when we get through with the immediate situa- 
tion that we intend to do that, consider the proposition of whether or 
not it would be safe and sound, within the best interests of the pro- 
gram, and of the Government, and of the cities, the lowering of that 
local participation. 

Mr. D’Aesanpro. Mr. Chairman, I might say at the present session 
of the legislature I put in an enabling act. for $10 million more of 
mite hing money. We are prepared in Baltimore to be re eady to put 
up our share of the money when the time comes. 

Mr. Rais. That is State participation ? 

Mr. D’Avesanpro. City. 

Mr. Rains. You have to get an enabling act through the legislature 
for the city ¢ 
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Mr. D’Atesanpro. Yes. It is a revolving fund, in case we need it. 

We have another one on roads, which wouldn’t affect this commit- 
tee, it is another one for $20 million for roads. 

Mr. Rarns. I was also interested in noting what you had to say 
about the tight money market, and what it was doing to the housing 
situation in cities of America. I agree absolutely with your state- 
ment, and that is the big problem immedi: itely before this committee, 
an effort to find some adequate financing so that the home building 
programs can be carried on in all of the cities. 

You will admit, I am sure, that it is a tough problem. We are 
going to do our best to find some of the answers : al hope we can help 
spur ‘the home building industry at least to a reasonable level. 

I want to thank you -and then ask any of the other members if they 
have any questions. 

Mr. Addonizio? 

Mr. Apponzzt1o. I just want to say, Mr. Chairman, that I agree with 
you that the Mayor has made a very fine statement, and I am very sym- 

vathetic to the suggestions that he has proposed here this morning. 
t notice on page 3 of your statement you refer to more housing pro- 
duction for ie and middle income families. These would be families 
whose incomes are a shade too high to qualify for public housing and 
yet whose incomes are not high enough to afford decent private 
housing. 

Mr. D’Atesanpro. That is right. 

Mr. Apponizio. I would support such a program 100 percent, Mr. 
Mayor, and I was wondering whether you have anytihng definite in 
mind that you can submit to this committee ? 

Mr. Winston. The thing we have in mind is some means of provid- 
ing through private enterprise, through cooperatives, or some other 
means, a kind of help for the person above the public housing cost and 
below the luxury housing cost, to be properly housed in Baltimore. 
Our problems w ith the new highway program and slum-clearance pro- 
grams is going to be terriffic, unless we can find some way to get some 
housing for the lower middle-income group. 

Mr. Apponizio. Well, I agree it is a very serious problem and one 
that this committee should give consideration to. Are you familiar 
with section 221 of the Housing Act ? 

Mr. Winston. Yes, I] am. 

Mr. Apponizio. Has that been of any material benefit? 

Mr. Winston. We haven’t used that yet in Baltimore. There are 
many problems involved in it. We have just established our new 
renewal program, end under the renewal program we may find some 
use for 221. That isn’t an answer to the entire problem. 

Mr. Apponizio. Thank you. 

Mr. a Dr. Talle. 

Mr. Tatie. Mr. Chairman, under the circumstances all I will do is 
take time to say I am delighted to see the Mayor of Baltimore, and, 
likewise, the gentleman with you, sir. I remember your service in the 
House of Representatives. 

How about the gentleman to your left? 

Mr. D’Atesanpro. That is Mr. Betters, the director of the United 
States Conference of Mayors. 

Mr. Tate. Well, I am delighted to see all of you here. Thank you 


very much for your statement. 
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Mr. D’Auesanpro. Thank you. 

7 Rains. I would like to say, too, right here for the record, that I 
am glad to see Harry Betters over there, and to express to him and to 
the ‘mayor and to the Conference of Mayors, our sympathy in the 
great loss of his brother, Col. Paul Betters. He was a great deal of 
help to us and we miss him very much. 

Mr. D’Arrsanpro. Paul was a great help to all of the mayors. I 
have been chairman of this standing committee on legislation for ae 
last 9 years. I don’t know why I was selected but Paul said it w 
because of my experience in Congress, and living close it wouldn’t he 
too much carfare for me to come over, but we traveled in Europe 
together. Paul was always ready to help mayors, and his loss was a 
great shock. 

I spoke to him on Friday afternoon, and received a letter on Satur- 
day that he was dead. 

Mr. Rats. It wasa great loss. 

Mr. Widnall. 

Mr. Winatt. Mayor, we all appreciate your testimony, and it is 
very valuable in view of the fact that Baltimore has made such strides 
in the urban redevelopment program. I would like to ask this one 
question : 

Recently Baltimore bonds due in 1982 were selling at an interest 
y ie ld of 2.80 percent, whereas Treasury long-term cr redit sold at about 
314 percent yield. Why should the F ederal Government make grants 
to Baltimore when the city government can borrow funds cheaper 
than the Federal Government? 

Mr. D’ALEsANpRO. Well, because we administer our administration 
economically and bate our money wisely is no reason why we 
should be penalized. I don’t think we should be penalized for doing 
a good job. 

Mr. Wipnatx. One of the reasons we don’t administer our Govern- 
ment wisely and economically is because of the demand for grants 
all over the United States. 

Mr. D’Atesanpro. I was here for 10 years. That has been going 
on for a long time. If you were down here you would be making my 
speech and I would probably be making yours. 

Mr. Wiwnau. Mayor, aren’t you robbing Peter to pay Paul when 
you say to the Federal Government, you borrow money at 314 percent 
and give it back to us when we can get it at 2.80? 

Afier all, the people of Baltimore are still paying the Federal 
taxes, 

Mr. D’Atrsanpro. Mr. Congressman, it is our money, too. I can 
say this: The great mayor of New York, LaGuardia, took all of the 

Jaltimore money because the mayor of Baltimore at that time 
wouldn’t take Federal grants. We helped to clean the slums of 
New York, build the parks a housing projects, and all, and when 
I became mayor of Baltimore I thought Rome was the holy city, until 
I became mayor and found Baltimore streets full of holes, and found 
it was the holy city. 

We built schools, additions to schools, a swimming pool, a new 
stadium, got into the big leagues and beat the Redskins, and we also 
built the new airport. 

You encouraged us to build that airport, and now you are trying 
to make it a white elephant by building one at Burke Field. So, of 
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course, we are asking for help, and we administer our finances in a 
profitable way for the city of Baltimore, and we shouldn’t be 
penalized. 

Mr. Wipnatu. You need a salesman on the airport. 

Mr. D’Atesanpro. We don’t need asalesman. You hang in the air 
3 hours over Washington before you land. You could walk over to 
Baltimore in less time. 

Mr. Appontz1o. Doesn’t the fact remain that the cities cannot do 
the jobs by themselves ? 

Mr. D’Aresanpro. Yes; and I spoke before the Military Affairs 
Committee last week, if the Federal Government doesn’t take over 
civil defense and operate it, it is a joke, you are just wasting money. 

Mr. Ratns. Any further questions ? 

Mr. Ashley has a question. 

Mr. Asuiey. I just might make a comment. I appreciate the in- 
vitation which you extended to the committee directed to the chair- 
man. I might just say I took a busman’s holiday about a year ago 
and came over to Baltimore and tramped around some of your rede- 
velopment areas there, and I was most impressed by what I saw, and 
I certainly look forward to returning. 

Was that the Prince Georges area I was in, something of that 
sort? It was an area that had been designated for redevelopment. 

Mr. D’Axesanpro. You mean George Street, Congressman. We 
are building 653 units there. 

Mr. Asntey. I want to say I was impressed by what I saw over 
there, Mayor. 

Mr. Rarys. Mayor, we want to thank you very much and your 
colleagues with you for a good presentation. If we had time we 
would love to talk to you a Tong time. But you know what the bell 
means. 

Thank you very much. We meet at 10 o’clock tomorrow. 


STATEMENT OF DoNALD H. MreAp, Mayor or Syracuse, N. Y., ON BEHALF OF THE 
AMERICAN MUNICIPAL ASSOCIATION 


The American Municipal Association which represents more than 12,000 muni- 
cipalities throughout the United States continues to support Congress’s effort 
to achieve an adequate national housing program. The mayors, councilmen, 
city managers and others municipal policymaking officials who comprise the 
association are custodians of our multi-billion-dollar investment in urban popu- 
lation centers. We are very concerned lest the inevitable process of aging and 
decay increase the generation of slums with all the resultant hardship, human 
suffering and economic waste. 

Congress and the administration are to be congratulated for the National 
Housing Act which is the last, best hope of our cities. We say hope because as 
yet the goals of this legislation are far from reality. We have made a brief be- 
ginning but it is only a beginning. Our program needs to be strengthened and 
expanded. Specifically, we recommend the following. 

(1) Continue the authorization and appropriation of sufficient funds for an 
effective low-rent housing program.—Onur efforts in urban renewal may collapse 
in many communities unless there is adequate public housing to take care of 
those in the low-income groups who are displaced by renewal projects. Our 
expanded Federal highway program is estimated to require 1 million acres of 
land in urban areas. This will compound our need for adequate low-cost 
housing. 

(2) Expand Federal participation in the urban renewal program to include 
1/5 of the net project cost.—Municipalities are finding it difficult to finance the 
present one-third non-Federal matching requirement. 

(3) Increase the urban renewal obligational authority to a minimum of $250 
million each year for the nert 2 years.—The Urban Renewal Administration has 
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exhausted available funds. They have stopped entering into contracts with 
localities for additional renewal projects. They must have sufficient obligational 
authority to sustain the momentum the program has thus far achieved. Authori- 
zation of anything less than the $250 million per year recommended by the 
President wiil seriously jeopardize the future of urban renewal. 

(4) Continue the community facilities programs at an effective level.—Cities 
are turning increasingly to the advances for public works planning program and 
the community facilities loan program to satisfy the ever-growing demand for 
schools, public buildings, and other urgently needed facilities. The urban 
planning assistance program is also providing much-needed assistance. This 
is a large order particularly in a year when the Federal Government, the States 
and local governments are trying so desperately to hold down expenditures. 
However, we have to ask ourselves if we have a choice. We have too much at 
stake to let down in our efforts now. The health, happiness and future prosperity 
of the two-thirds of our population who live in urban centers is involved. We, 
therefore, earnestly urge Congress’ support for the programs we have outlined 
and which we believe to be of vital importance inthe achievement of an effective 
national housing program. 





Crry or CoLumMBUs, OHIO, 
OFFICE OF THE MAYoR, 
March 13, 1957. 
Mr. ALBerT Rains, 
Chairman, Housing Subcommittee, 
House Office Building, Washington, D. C. 

DEAR Mr. Rarns: It is of utmost importance to our slum clearance and reha- 
bilitation program in Columbus that the 1957 Congress authorize additional 
funds for urban renewal as outlined in the President’s budget. Since we passed 
a $5 million slum clearance bond issue September 14, 1956 to clear our slum areas, 
we are now beginning to make substantial progress. We now have $8,300,000 of 
Federal funds reserved for us under the 1949 Housing Act. This will cover only 
the Goodale project and a part of our second project, Market-Mohawk. It is, 
therefore, imperative that more funds be allocated for urban renewal this year 
so that we will be able to obtain more aid when it is needed and to carry out 
our local program without interruptions, 

Secondly, we believe this program should be given prompt attention now so 
as to precede the 1965 demand for housing. Experts on population trends calecu- 
late that during 1965 there will be a tremendously high number of marriages and 
new households formed because of the high birthrate during World War II. 
Urban renewal programs should be carried out now so that wornout areas can 
be redeveloped in time to provide the needed housing for the vast number of 
new households. Clearing our slum areas now and redeveloping them into fine 
residential areas is a challenging way to revitalize our cities and to prepare for 
the 1965 housing demand. 

A third reason that the additional funds should be authorized now is because 
urban renewal is a sound and economical program which creates a multitude 
of jobs and business opportunities. 

We, therefore, request you to support the President’s budgetary request for 
urban renewal. First, because of our local needs; secondly because of the na- 
tional need to complete projects before the 1965 demand for housing: and third, 
because it is an economical program which creates a multitude of job and business 
opportunities 

Very truly yours, 
M. E. SENSENBRENNER, Mayor. 


New York, Varch 14, 1957 
Congressman ALRERT RAINS, 
Chairman, Subcommittee on Housing, 
House Banking and Currency Committee, 
House Office Building, Washington, D. C.: 

Understand that there is a move to cut the new request for $500 million in 
title 1 assistance funds to $200 million. This should not be done. Programs are 
hased on advanced planning and require additional funds. It is obvious that 
in view of the allocation of funds authorized to date which have been practically 
exhausted the $500 million additional is a minimum program over the next 
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2 years to provide for completion of existing projects, reasonable amounts for 
new projects. Otherwise the program will collapse. 
Rosert Moses, 
Chairman, Committee on Slum Clearance, City of New York. 


CITY OF SCHENECTADY, N. Y., 
OFFICE OF THE CITY CLERK, 
March 12, 1957. 
Hon. ALBERT RAINS, 
Chairman, Housing Subcommittee of the 
House Banking and Currency Committee, 
House Office Building, Washington, D. C. 
My Dear CoNGRESSMAN: The enclosed is a certified copy of resolution No. 5808, 
adopted by the Council of the City of Schenectady on March 11, 1957. 
I was directed by the council to send you a copy of this resolution. 
Very truly yours, 
FREEMAN K, KELLER, City Clerk. 


RESOLUTION No. 5808 


Whereas increasing local activity in slum clearance and urban redevelopment 
programs has made it imperative that there be a prompt increase in the capital 
grant authority of the Urban Renewal Administration under title I of the Hous- 
ing Act of 1949 if there is not to be a damaging break in the continuity of local 
operations under this program; and 

Whereas while the amount of actual capital grant contracts under execution 
still totals less than $250 million, the additional amounts of capital grants ear- 
marked for projects in the planning stage and needed to support projects for 
which planning applications are currently pending have raised the total capital 
grant requirements of the program to substantially over $900 million, or more 
than the total capital grant authorization now available to the URA. While 
the President has the authority under the Housing Act of 1956 to allocate an 
additional $100 million in capital grant authorization, at the pace of local demands 
for such allocations this additional amount would suffice to carry the program 
forward for only a brief period; and 

Whereas the President’s budget for the coming fiscal year contained a request 
for authorization by Congress of an additional $250 million in capital grant 
contract authority to become available on July 1, 1957, and a further amount of 
$250 million to become available on July 1, 1958, with an additional authorization 
of $100 million at the discretion of the President; and 

Whereas the need for continuing adequate financing of the slum clearance 
and urban redevelopment program will be among the matters of major municipal 
interest now being considered at hearings which commenced on March 6, 1957, 
by the Housing Subcommittee of the House Banking and Currency Committee 
under the chairmanship of Congressman Albert Rains of Alabama; and 

Whereas the city of Schenectady, a pioneer in urban redevelopment, is now 
in a planning stage for an urban renewal project adjacent to the present re- 
development project ; and 

Whereas the city of Schenectady may request additional funds from the 
eapital grant from the United States Government to complete this project: Now, 
therefore, be it 

Resoived, That the Council of the City of Schenectady urges congressional ap- 
proval of the President’s request in his budget for the coming fiscal year for 
authorization by Congress of an additional $250 million in capital grant con- 
tract authority to become available on July 1, 1957, and a further amount of 
$250 million to become available on July 1, 1958, with an additional authoriza- 
tion of $100 million at the discretion of the President; and be it further 

Resolwed, That copies of this resolution be forwarded forthwith by the clerk 
of the city of Schenectady to Representative Bernard W. Kearney, Senator 
Irving M. Ives, Senator Jacob K. Javits and to Congressman Albert Rains of 
Alabama, chairman of the Housing Subcommittee of the House Banking and Cur- 
rency Committee. 
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Ciry CLERK'’s OFFICE, 
City of Schenectady, ss: 

CITY AND COUNTY OF SCHENECTADY, 
Ntate oO] New York, 88: 

I, Freeman K. Keller, city clerk of the city of Schenectady, N. Y., do hereby 
certify that the resolution of which the foregoing is a true copy, was duly 
adopted by the Council of the City of Schenectady, N. Y., at a meeting thereof, 
held in the city hall in the city of Schenectady, N. Y., on the 11th day of March 
1957. 

Witness my hand at Schenectady, N. Y., the 12th day of March 1957. 

FREEMAN K. KELLER, 
City Clerk of Schenectady, N. Y. 


DENVER, Couo., March 14, 1957. 
Congressman ALBERT RAINs, 
Chairman, Housing Subcommittee of the House Banking and Currency 
Committee, House of Representatives, Washington, D. C.: 
Increase in capital grant authority of Urban Renewal Administration essen- 
tial if slum clearance and urban renewal in Denver to have any hope for success. 
Denver’s projected sixth year program proposes approximately $15 million 
in Federal capital grants with only $1.3 million now so earmarked. 
OLNEY G. SMITH, 
Urban Renewal Director, City and County of Denver. 


Nn 


OAKLAND, CALIF., March 12, 1957. 
Hon. ALBERT RAINS, 
Chairman, Housing Subcommittee, House Committee on Banking and 
Currency, House Office Building, Washington, D. C.: 

City of Oakland has been preparing for nearly 3 years to undertake urban 
renewal programs with Federal assistance with important projects nearing de- 
velopment. We urge support of sufficient Federal budget allocations to continue 
this essential activity. 

CuiFFoRD E. RIsHELL, 
Mayor, City of Oakland. 


OFFICE OF THE MAyor, 
City of New Haven, Conn., March 8, 1957. 

LEAR CONGRESSMAN RAINS: New Haven has an active urban renewal program. 
We are trying to reach out and do the total job. 

If we and cities like us are going to conquer our slums and blight, additional 
capital grant contract authority must be made available on at least the minimum 
proposed in the President’s budget. We shall certainly appreciate your continued 
support for the program. 

You have given us good tools to work with, and I am confident that the next 
2 years will see remarkable progress in key cities across the country. 

My very best wishes, 

Sincerely, 
RroHwarp C. Ler. 


Ciry or RICHMOND, Ca.ir., March 11, 1957. 
Hon. ALBerr RAINS, 
Chairman, Housing Subcommittee, Committee on Banking and Currency, 
House Office Building, Washington, D. C. 

DEAR CONGRESSMAN RAINS: The city of Richmond wishes to express to you 
and to the honorable members of your committee its deep interest in and vigorous 
support of the proposed additional capital grants for urban renewal now beiug 
considered by your body. 

Richmond has been making vigorous efforts for the last 10 years to renew 
and replan its southside area which was so seriously dislocated during World 
War II by the construction of some 17,000 units of temporary war housing units 
Which were scattered through partially developed residential subdivisions. In 
attempting the renewal of this area the city of Richmond has not looked solely 


89342—57 4() 





618 HOUSING ACT OF 1957 


to the United States for financial support and has completed redevelopment 
plans in three project areas (Harbor Gate, Terrace, and Pilot), under the pro- 
visions of the community redevelopment law of California without Federal 
financial assistance under the provisions of title I of the National Housing Act. 
Of these 3 projects all have been sold and 2 are in active private development. 
Development of the third will be underway before July 1, 1957. 

The city has found it financially desirable to avail itself of title [ financial 
assistance in two other project areas. Of these, one (Galvin project—U, R. 
Calif. 7-1) is under a loan and grant contract and the first offering of the sale 
of land therein is planned for March 15, 1957. The second (Eastshore project— 
U. R. Calif. 7-2) is in the final planning stages and will be submitted to the 
Urban Renewal Administration for a loan and grant contract on or about April 
1, 1957. 

Our redevelopment agency has pending with the Urban Renewal Administra- 
tion a recently submitted application for a third title 1 project (project 1-C), 
and a capital grant reservation in the amount of $2,500,000. In preparation 
is another application for an 80-acre project (Hensley project). 

The city of Richmond is currently undertaking a comprehensive urban re- 
newal program. It is apparent however that this city. and no other about which 
we are informed, can successfully execute an undertaking of such scope and 
importance without the Federal financial aid that has been available under 
title I. 

We respectfully urge that you and the members of your committee take favor- 
able action on the proposal for additional appropriations of capital grant funds 
to aid American cities in halting the trend to urban blight. 

Very truly yours, 
D. M. Brapiry, Acting Mayor. 


Ciry oF WILMINGTON, Deri 
OFFICE OF THE Mayor, 
Warch 138, 1957. 
Congressman ALBert RaAINs, 
Chairman, Housing Subcommitice of House Banking and Currency 
Committee, House of Representatives, Washington, D. C. 

DreAr ConGRESSMAN Rarns: I am enclosing a copy of the letter which I have 
sent to Congressman Brent Spence, chairman, House Banking and Currency 
Committee. I sincerely urge that your Subcommittee on Housing support an 
immediate and realistic increase in capital grant authority under title I of the 
Housing Act of 1949. 

Very truly yours, 


Ausust F. Warz, Mayor. 


MARCH 13, 1957. 
Congressman BRENT SPENCE, 
Chairman, House Banking and Currency Commiitee, 
House of Representatives, Washington, D.C. 

DEAR CONGRESSMAN SPENCE: The years since passage of the Housing Act of 
1949 that have been spent in devising the legislative and administrative tools 
at Federal and local levels and in planning the first projects must not now be 
laid waste for want of Federal financial aid on which the work has been predi- 
cated. These years have taught us the importance of applying foresight and 
the knowledge of economic advantage in dovetailing the planning of successive 
projects to insure implementation of the urban renewal concept of the Housing 
Act of 1954. The broader and longer range concept of urban renewal makes 
mandatory financial commitments of equal scope. 

Wilmington expects to execute a loan and grant contract with the Federal 
Government within a very short time. The total capital grant will be in the 
amount of $2,003,119, and the temporary loan, $2,587,950. A request for an addi- 
tional capital grant reservation for a second project in the amount of $1,539,850 
is expected to be submitted soon thereafter. Coordination of our urban renewal 
plans with those for interstate highways will generate even more activity in 
the near future as we strive to make the most economical use of public funds by 
revising our timetable of renewal areas to coincide with highway needs. 

In order to insure a continuing program with coordinated planning for this 
and other cities, you are urged to support an immediate increase in capital grant 
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authority of the Urban Renewal Adwinistration under title I of the Housing 
Act of 1949. 
Sincerely yours, 
Avoeust F. Watz, Mayor. 


City oF CINCINNATI, 
OFFICE OF THE MAYOR, 
March 21, 1957. 
Hon. ALBERT RAINS, 
Chairman, Housing Subcommittee, 
House Banking and Currency Committee: 

I appreciate the opportunity to file a brief statement with your subcommittee 
on the situation as to urban renewal and housing in Cincinnati. 

We are at a most critical point where the question of the cooperation of the 
Federal Government is of the utmost importance for our entire future. 

1. The interstate highway program affects us more than most cities because 
of the absence of Ohio River bridges which presently prevent the bypassing of 
the congested areas of Cincinnati. 

Our own plans for expressways, practically all on the Interstate System, are 
financed, not out of general United States appropriations, but out of special taxes 
in trust funds. Federal budget cuts therefore are not likely to affect them. 
Those plans originally contemplated removal of over 2,000 living units. 

Kentucky, beginning on January 1, 1958, under the same program of Inter- 
state Highdays, will construct a new bridge that connects with our expressways, 
and the approaches on our side of the Ohio River will take 60 acres or more, 
and will destroy more dwellings, increasing those 2,000 units to a total of 3,000 
units, 

Therefore, before we get to urban renewal at all, it will be necessary to 
find new living places for more than 10,000 people. The last of our plans for 
these expressways will be ready for United States-State-State approval within 24 
months, and we have every reason to believe that they will all be ready for 
bids by July 1, 1959. Our relocation time, because of expressway improvements, 
is therefore short. 

Any serious reduction in funds available for section 221 rental housing during 
fiscal year 1958, through FNMA, could practically destroy our efforts to break 
the terrible traffic bottlenecks on our interstate transportation routes. The im- 
portance of these bottlenecks you will readily recognize by reason of the fact 
that we have no present day adequate bridges within 50 miles or more of 
Cincinnati in either direction. 

2. Our housing situation is already bad, both because of the flood of newcomers 
from Kentucky and other Southern and Southeastern States, and also because 
we are the oldest large city west of the Alleghenies and our housing downtown 
is older. Urban renewal for the first time gives us real hope to make progress 
in this field of housing. We presently have approval of the Kenyon Barr project 
which covers 450 acres beginning where our disastrous blight begins, just two 
blocks west of Race Street, our main north-south shopping street. We have a 
contract with Webb & Knapp for the private redevelopment of 40 percent of 
this area, and many other prospective private purchasers. To hold this and 
similar projects back at this stage, when we in Cincinnati have voted to tax 
ourselves substantially to pay our share of the cost, $9 million having already 
been appropriated for such purpose, would represent a kind of failure the Con- 
cress and the Hisenhower administration should not contemplate. It is the only 
program which really meets the basic problem of all the large cities, the blight 
at their cores. 

I attach the report of our commissioner of housing to show the preventive 
steps we are taking in residence areas to stop the spread of blight, and also copy 
of letter of the Better Housing League. 

CuHar_es P, Tarr, Mayor of Cincinnati. 


BETTER Housine LEAGUE, Cincinnati 2, Ohio. 
Hon. THeopore M. Berry, 
Vice Mayor, City of Cincinnati, Cincinnati 2, Ohio. 
Dear Ted: You and Mrs. Dolbey have asked for certain facts concerning the 
problem of relocation housing. 
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From figures compiled by the housing division, 2,976 dwelling units have been 
demolished in the 3-year period, 1954 through 1956, while permits for the con- 
struction of 3,881 new dwelling units were issued; as shown below: 


| 
| 


Dwelling | Permits for 
units new dwellin 
eliminated | units 
or vacated 
1954__. ‘ . 479 1, 609 
1955. __ . . 1, 070 | 1, 110 
1956__- 1, 427 | 1, 162 
nm | 
Total 2, 976 | 3, 881 


Hence, the rate of demolition has been such that, despite new residential con- 
struction, the total housing supply for the city of Cincinnati has increased by only 
905 units during the last 3 years. Hence, while the dwelling unit supply was 
increased by about 300 units per year, the total population increased by about 
4,000 per year, according to an estimate made by Dr. Floyd P. Allen of the 
Public Health Federation. 

The crucial problem as I see it, however, is not the total housing supply within 
the city of Cincinnati. The key problem involves the low-rent housing supply, 
particularly for Negroes. 

It has been estimated by Dr. Allen that between 1950 and 1956, the nonwhite 
population of Cincinnati increased by 3,414, while the nonwhite population of 
the county as a whole increased by about 18,000. During the last 3 of these 6 
years, the low-rent housing supply was decreased by close to 3,000 units, as noted 
above. It is probably safe to estimate that at least two-thirds, or nearly 2,000 
of these units were occupied by Negro families. 

For the next 2 years, if present schedules are adhered to, more than 3,000 
additional dwelling units will be demolished, as follows: 


IY in el sera eles oe bios ierese merece the DOU 
2. Remaining dwelling units in Laurel- Richmond. Aes - hear 650 
3. Dwelling units in proposed public housing site in West E nd_ Se is gilts 416 

4. Dwelling units in dangerous buildings to be purchased and demolished 
PRA OMEN TRS ois et wie I a a 400 

5. Estimated dwelling units to be v: vacated. or demolished | as a result of 
PEE, Ce CRT ORCOMICIE oc id bse ek ee oe ek siestenbacida cds 300 
I Te ci a DE a sl ia ceed amet eps igen il 3, 146 


It can be assumed that most of these will be low-rent units by Negro families. 

If present construction schedules are adhered to, it can be assumed that the 
only new construction low-rent housing, public or private, that will be ready 
for occupancy by the end of 1958 will be as follows: 


Additional public housing units at Winton Terrace_ i coed bt 

2 Estimated dwelling units ready for occupancy in “Laurel- Ric hmond 
redevelopment project... __ iit ants cor eaikvin es Diets aioaleciassteeniat ace 
GOI. .. cei ccbe i nun Bb eh emb tangesiatapeece ciepent Seiit inntebiein me 


Hence, the total supply of low-rent housing will be decreased by over 2,500 units 
in the next 2 years, during which time it can be assumed that there mi be an 
increase in the number of low-income families due to marriages and inmigration. 
In fact, if the estimates for the nonwhite population increase between 1950 and 
1956 are accurate, it can be assumed that the increase in Negro population during 
the next 2 years will be in the neighborhood of 1,000. 

As I see it, there are 3 alternatives to providing additional dwelling units to 
accommodate the estimated 2,500 families to be displaced, as well as other low- 
er families, at rent levels within their reach. They are as follows: 

To provide for the legal conversion to multiple occupancy of large, old, 
aiacrbante homes in areas such as Avondale. 

2. To provide equite capital, through the issuance of councilmanic bonds, so 
that the metropolitan housing authority can build additional relocation housing 
comparable to the Irving Street project, with no income limitations and charg- 
ing economic rents. Enclosed is a legal opinion from the city solicitor indi- 
cating the legality of this. 





| 
| 
i 
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3. To provide contingencies in any negotiated sale of redevelopment land, 
whereby the redeveloper must agree to build relocation housing before he under- 
takes redevelopment, and turn over the relocation housing to a nonprofit housing 
corporation. Such a corporation is now being formed. 

In view of the questions concerning housing displaced families that were re- 
peatedly raised during the recent bond campaign by both proponents and op- 
ponents of redevelopment, it may be that there is a moral obligation on the part 
of the city to take affirmative steps. 

If I can be of assistance in providing additional information, please let me 
know. 

Sincerely, 
D. Rep Ross, Secretary. 


OFFICE OF THE MAYor, 
Hoboken, N. J., March 18, 1957. 
Hon. ALBERT RAINs, 
Chairman, Banking and Currency Committee, 
House Office Building, Washington, D. C. 
DreAaR CONGRESSMAN: I am advised that slum clearance and urban redevelop- 
ment matters are being discussed by your committee at the present time. 
I should like to take this opportunity to urge you to authorize the additional 
grants in capital-grant contract authority. 
Urban renewal and slum clearance is of vital importance, not only to me and 
to my city, but to every central city in the country. 
It is necessary that we receive more aid if we are to redevelop our old cities. 
Yours very truly, 
JOHN J. GRoGAN, Mayor. 


Ciry oF New Roce te, N. Y., 
THE COUNCIL, 
March 19, 1957. 
Hon. ALBERT RAINS, 
Chairman, House Banking and Currency Committee, 
House Office Building, Washington, D. C. 

Dear Srr: Enclosed herewith is a copy of Resolution No. 82 adopted by the 
Council of the City of New Rochelle on March 6, 1957, urging the United States 
Congress to continue adequate financing of the slum clearance and urban redevel- 
opment program and increasing the funds available for such programs throughout 
the country. 

This resolution is being transmitted to you so that you may take it into con- 
sideration in your deliberations on this matter. 

Very truly yours, 
CHARLES U. CoMBEs, 
City Clerk. 
RESOLUTION No. 82 


Resolution urging the United States Congress to continue adequate financing of 
the slum clearance and urban redevelopment program and increasing the 
funds available for such programs throughout the country 


Whereas the city of New Rochelle, N. Y., together with many other cities 
throughout the country, is presently engaged in a slum clearance and urban 
redevelopment program under title I of the Housing Act of 1949; and 

Whereas such program is in the stage of the preparation of final plans and 
any break or discontinuance of this program by reason of inadequate funds 
being available for these great plans for slum clearance throughout the Nation 
would result in a continuation of inadequate housing and slums with which 
local municipal governments are unable to cope without Federal assistance and 
a great loss in funds already expended in the preliminary stages of these pro- 
grams which have not been fully completed and which will have to be abandoned 
if the Federal program is discontinued: Now, therefore, be it 

Resolved, That the City Council of the City of New Rochelle urge the Congress 
of the United States to continue adequate financing of slum clearance and urban 
redevelopment programs throughout the United States and to provide for an 
increase in the funds available for such programs; and he it further 

Resolved, That a copy of this resolution be forwarded to Hon. Irving 
Ives, Hon. Jacob Javits, and Hon. Edward Dooley, legislative Representatives of 
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this city in the United States Congress, to the House Banking and Currency 
Committee, and to its chairman, Hon. Albert Rains, and to the United States 
Conference of Mayors; and be it further 
Resolved, That this resolution shall take effect immediately. 
Authenticated and certified this 6th day of March 1957. 
GEORGE VERGARA, Mayor. 
CHARLES U. Comus, City Clerk. 


STATEMENT OF Hon. RICHARDSON DitwortH, MAyor OF PHILADELPHIA 


May I say at once that I consider this opportunity to record our views with 
the subcommittee to be one of the most crucial that has come my way in a long 
while. Crucial because the cities across the Nation have suddenly been con- 
fronted with the possibility of a setback which could affect the pattern of our 
people’s lives for generations to come. 

I refer, of course, to the administration’s proposal to cut back the Nation's 
progress toward renewal of its cities—a proposal made in the name of economy 
but one which is among the most crass examples of false economy I have ever 
encountered. 

Let me remind you, briefiy, of where we stand on urban renewal. In the 
thirties, Congress gave recognition to the national need to replace bad houses with 
good and to the importance of the market for homes in the economy as a whole. 
In the forties, Congress recognized the need for tearing down slimuos as such ard 
for expanding vastly the supply of new private housing. In the early fifties, 
after 20 years of trying to solve the housing problem by tearing down old houses 
and building new ones, we found our cities to be in worse shape than ever. We 
had not even kept pace with the spread of blight. 

We might not have solved the problem, but we had at least accumulated 
some experience to guide us. Congress issued that experience in 1954 to label 
the problem correctly as a problem not of individual houses but of cities as a 
whole; to move toward pulling together all the Federal aids; and to insist that 
cities, too, attack the problem as a whole. A half billion dollars had origi- 
nally been authorized for the old piecemeal approach, Another $400 million was 
added to make possible a start on the new. 

City after city has responded to this new approach—forced by their increas- 
ingly serious circumstances, as Well as drawn by the Federal incentives, to ac- 
cept the need for a total renewal effort. They have surveyed their overall prob 
lems, reviewed all available experience. They have assessed their resources, 
worked out arrangements for putting these resources together effectively, 
stepped up the rate of their financial commitment to the maximum level possible. 

And they have begun to believe that the problem of blight can be licked. This 
is perhaps the most important of all the products of the new approach. No 
longer are the cities planning a patch of work here, a piece of activity there. 
They have begun to plan a continuing program providing a sure reprieve from 
decay within the foreseeable future. 

One who views ail this preparatory work cannot help but realize that we have, 
at this moment, reached the action stage as never before. Merely to review 
the record on commitment of the Federal funds is to see this at once. 

The first $500 million for redevelopment was authorized in 1949. It took 6 
years for these funds to be fully committed. The next $400 million was made 
available in 1955. In less than 2 years they have almost all been allocated. 

On the face of it, now would seem the time when a major increase in the 
Federal authorization is called for. The time is ripe to strike a body blow at 
blight, which has until now won all rounds. To do so would be to give some 
hope that we can roll it back and some day taper off expenditures for its elimina- 
tion. To fail to do so would be to insure its spread and the need for endless, 
cumulatively greater costs over the years. 

Yet, at this of all times, it is proposed to cut the program back. The admin- 
istration bill would authorize only $175 million. Tt would not even make the 
funds available at once. The effect of such av authorization would be to waste 
the vast effort made in good faith that Congress meant—and would support 
what it said about a total program. If this provision is approved, a continuous 
programed attack on blight will be impossible and, in a short period, progress 
toward urban renewal will once more grind to a halt. 

I should like to illustrate what this means by describing our situation in 
Philadelphia. 
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PHILADELPHIA’S RENEWAL PROGRAM 


Accepting wholeheartedly the necessity for a total approach, we in Philadelphia 
have taken time out to measure our problem and to work out a well-balanced 
pregram for its solution. The staffs of the Philadelphia Planning Commission 
and the Philadelphia Redevelopment Authority studied in considerable detail 
the entire central portion of the city which contained blight at all stages and 
degrees. They worked out estimates of what was needed for sections in various 
stages of decay througout the area. These and other agencies, under the overall 
guidance of the city’s development coordinator, reviewed the city’s operating re- 
sources and determined the role which each agency could play in a total pro- 
gram. The city council and the cabinet examined the city’s financial status and 
competing needs for city funds. We stepped up the rate of cash allocation to 
renewal work in the 6-year capital program and agreed to adjust future capital 
programs to meet the needs of the renewal program as it developed. 

We arrived at agreement on a policy approach which called for focusing all 
types of resources in the areas of beginning blight, for tying some resources in 
With institutional and business efforts, and for allocating certain other types of 
resources to provide a minimum program in areas which could not be treated 
immediately. We worked out priorities for applying this policy approach and 
have, in the past few weeks, selected the most suitable places to begin the pro- 
gram, Starting with those priority areas, we are now jin process of refining 
a schedule which would tag every blighted area in the city with a definite pro- 
gram in a specific year. If this schedule could be followed, we would expect to 
have completed work in many of the areas and at least started work in all within 
the next 20 years 

This is a definitely scheduled program. The capital program for the city 
has included allocations to serve as matching funds for Federal grants to do 
the work which has been planned for the first 6 years. The planning and 
redevelopment technicians are even now at work developing planning applica- 
tions for the first projects under this program. 

Let me underline that last statement. Planning applications to start the 
program are only now being developed. We took the time—and the city money- 
to work out a total program and a total approach. And, not until this task was 
done did we start our preparations to request Federal aid. 

This total program, therefore, is not included in those to which existing 
Federal funds have been allocated. 

For Philadelphia, and all other cities working on a similar long-term program, 
this is a critical point. As of early March, the Housing and Home Finance 
Agency established a policy of accepting no new planning applications other 
than for disaster areas. The small amount of Federal aid still not yet allocated 
is to be used only for such disaster areas and for needed increases in funds for 
projects already underway. 

This means that, after doing all the necessary groundwork, Philadelphia 
eannot start its program until new Federal funds are made available. And 
maybe not even then. 

For, as part of its March policy determination, the HHFA indicated that 
limitations on accepting project applications might have to be continued even 
if new funds are made available, with priority given, among other things, to 
cities not presently participating in the urban renewal program. It seems pretty 
clear that, with a cut-back Federal program, this would be the case. 

Quite apart from the question of when our program could get started is the 
question of its pace once it is started. Such a resolution in the Federal program 
would slow down this pace tremendously. 

The concept of a continuing scheduled program rests on the premise that, as 
soon as the first group of project areas move from the planning into the action 
stage, work is started on planning the next group. Our policy is based on this 
concept. But, under existing regulations, project planning cannot even be started 
unless the funds needed to carry out the project fully are available and can be 
reserved for it. A sharply circumscribed total program thus means that this 
continuing process must be halted—thereby returning us to the old piecemeal 
approach we thought we had outgrown, 

Further, curtailment of the total program means a corresponding sharp cur- 
tailment of the funds available to any one city, regardless of its need and its 
ability to make good use of the aid. This is because of the limitation set on 
the proportion of the total program which may be allocated to any one State. 
In working up our program, and in formulating our capital program, we bore 
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this limitation constantly in mind. If the proposed $175 million is the amount 
finally approved, the sum potentially available to us would be much smaller than 
we had counted on and the program would have to be stretched out that much 
more. 

And so, Philadelphia finds itself fully prepared with a long-range feasible 
program for truly eliminating blight. If the administration proposal is approved, 
the most we could hope for would be funds to do a few scattered pieces of it, 
with not even the wherewithal to do project planning for the next pieces. At 
worst, we could not even make a start on the program. 

I cannot find strong enough words to urge that long range economy calls for a 
much larger authorization and one which clearly puts the program on a con- 
tinuing basis. I urge you to provide for at least $250 million to be made avail- 
able at once, with a similar amount authorized for each of the next 4 years. 

The question of the total amount of Federal aid authorized is so urgent that 
I have wondered whether I should not perhaps restrict my comments to that 
subject. However, there are many other urgent and continuing problems in this 
field, and I cannot fail to comment on them too. 


OTHER PROBLEMS CONCERNING FEDERAL GRANTS 


I have already indicated the importance of making possible a sustained long- 
term program approach to the problem of blight. And I have urged that an- 
nual authorizations be made for the coming 5 years rather than just the single 
authorization contemplated. This is, I think, important not just from the point 
of view of the amount of money available. It is also important as establish- 
ing the principle that this work is recognized as an integral—and key—part 
of our domestic program, that it is accepted as a job which Congress will sup- 
port until its objectives are accomplished, that it is clearly to be thought of as 
a continuing program. 

Given such a context, I would then favor an arrangement whereby the Fed- 
eral Government could commit itself to a project without reserving from exist- 
ing authorizations the entire amount of funds anticipated to be needed for the 
project. This is one of the criticisms that is frequently directed at the pro- 
gram. Millions of dollars have been allocated and are now tied up and kept 
out of any current use, while the amount that has actually been spent is far 
less. 

In reality, I believe wholeheartedly that this type of arrangement should be 
earried one step further. Wein Philadelphia have long advocated getting away 
from the “project” approach to renewal. I would certainly like to suggest ex- 
ploration of the possibility of a Federal commitment of some kind to supporting 
a series of related projects such as we and other cities have worked out as a 
total approach. Again I do not mean the actual tying up of funds. But, ope- 
rating on the basis of a firm long-term Federal program, could there not be 
some agreement on the larger program which encompasses a series of projects? 
For example, under our new policy we propose to do a whole series of conser- 
vation projects in South Philadelphia, another in West Philadelphia, another 
in the southwest sector, and so on. Each project in the cluster depends on the 
one before it and would be a suitable subject for a broad agreement or com- 
mitment of this type. 

Such arrangements would of course also ease the limiting effect which the 
authorization of a set sum to be available at a given time has on long-term 
preparations for series of projects. In combination with the higher authori- 
zations recommended, it would make possible the successive, stage-by-stage ap- 
proach which we all recognize to be the only effective way to handle the 
problem. 

Another factor which operates as a drag on the attempt to really crack down 
on blight is the current ratio for matching funds. The limited nature of local 
resources is well known. So long as localities are required to put up one-third 
of the cost of each project, operations will be held down to the pace which 
these limited local resources makes possible, rather than going forward at the 
pace needed to eliminate the problem quickly. The State of Pennsylvania has 
provided $5 million to help Pennsylvania communities with this work—of 
which Philadelphia is receiving $1.5 millon. We are urgng an additional appro- 
priation at the present legislative session. But the resources of the State too 
are limited. 

We are therefore in the position of having dug into our own State and city 
pockets to the greatest degree possible. This will still enable us to work only 
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so fast—not fast enough to prevent additional deterioration, which will cost 
that much more money to eliminate later on. 

Federal and local officials have reached the stage where all agree that this 
work will have to be done eventually. Why not speed it up in all possible 
ways? Establishment of a ratio of four Federal dollars for each local dollar 
would have this effect. 

I should like to note also that this is the ratio urged by the AMA by resolu- 
tion at its 1956 convention. It is a question relevant for all cities, large and 
small. Those with smaller needs also have smaller resources. Those with 
greater resources have more massive problems, 

In this connection, I should also like to urge greater flexibility in the limitation 
set on the proportion of total funds which may be allocated any one State. 
While smaller communities have the same need as larger cities for Federal 
coverage of a higher proportion of project cost, the total sum involved is of a 
completely different magnitude. It seems hardly realistic, therefore, to give 
so little leeway to the differences between heavily- populated and more rural 
States. 

In addition to revising the matching fund ratio, the rate of progress on the 
program could be stepped up measurably by a revision of the regulations regard- 
ing what city improvements can be included as part of the local contributions 
to a project. Three categories, in particular, should, I believe, be permitted 
to serve as part of the locality’s share: (1) recent improvements which actually 
do contribute to the project area but which happen to have been made before 
the project was approved; (2) funds spent on such self-supporting facilities as 
water, sewer, and, in Philadelphia, gas works; and (3) such improvements as 
those made to airports and ports, which benefit the project area as they benefit 
the whole city but for which credit is presently subject to a 10-percent cutoff 
point. 

sefore leaving this general subject, I should like to comment briefly on the 
“alternative” ratio proposal contained in the administration bill. This relates 
again to the ratio of Federal to local funds but aims, of course, at a quite dif- 
ferent problem than the one I have been discussing. This proposal is designed 
primarily to premit cities to finance the planning stage of renewal projects 
themselves yet make up the difference by recovering a larger portion of project 
costs from the Federal Government. I heartily endorse this proposal. It should 
eliminate one whole segment of the redtape which has slowed down this program 
every step of the way, and this is, in itself, a great advantage. For cities like 
Philadelphia, which are committed to this broad program on a continuing basis, 
it may well provide some financial advantage as well. 

I need hardly mention that we also support the administration’s proposal for 
technical revision of the provision for paying relocatees’ moving expenses. 
This provision would simplify a part of the program which may be small in 
terms of money amount but which is very important for the individual families 
involved. 


THE USES OF RENEWAL FUNDS 


In working out our balanced approach to the city’s overall problem, we in 
Philadelphia have run into several problems relating to the uses to which the 
Federal funds can be put. 

First of all, I would recommend that the 1949 legislation be amended to 
permit commercial and industrial redevelopment without the “predominantly 
residential” restriction. The more we study our city and try to come to grips 
with problems arising in the various segments of its population and its economy, 
the more we realize how closely interrelated all these segments are. We can- 
not hope to renew our city by treating only residential problems. The residents, 
after all, are dependent on the commercial and industrial welfare of the city 
for the wherewithal for and many of the amenities of daily living. This concept 
is included in the depressed area bill but should not be limited to such areas in 
its application. All cities should be able to take into account the most desirable 
distribution of land uses in their efforts at renewal. 

In addition, as we progress into prevention and conservation operations, the 
question arises as to how we can best stimulate the residents to action and 
continuing concern with regard to their own homes and the general neighborhood 
environment. Our experience with an experimental program of voluntary re- 
habilitation in Philadelphia leads us to the conclusion that the only way this 
can be accomplished is by paid full-time workers assigned specifically to this 
kind of work. Please note that this is a quite different function from code 





To attempt to cut down somewhat the length of this presentation, I shall omit 
a good many of the details of individual need—which are in any case fairly well 
documented already. Rather, I should like to treat this in two broad groupings: 
the segment of the population for which a feasible program exists and those 
segments for which provision has not as yet been made. 


PUBLIC HOUSING 


The first of these is the low-income group. Public housing has proved itself 
to be a workable means for meeting the low-cost housing need—in fact, the only 
workable one yet developed. It should be authorized in an amount and over a 
continuing period of time sufficient to meet this long-standing need and yet be 
programed so as best to fit the other parts of the locality’s effort. 

The present 2-year authorization for public housing has enabled us in Phila- 
delphia to approach the development of a public housing program in a much 
more sensible way than was ever possible under previous annual authorizations. 
We have had time to consult our citizens, increasing greatly the understanding 
of the public housing program and indeed the whole housing and renewal prob- 
lem. We have had time to attempt to survey all potential sites and develop a 
well-balanced program—to work toward a programed series of sites similar to 
the successive series of urban renewal projects. 

This seems to us a most fruitful approach and one which justifies a long-term 
Federal authorization similar to that urged for renewal funds. Indeed, as we 
pull all the various resources for renewal more closely together, we are more 
and more aware how necessary it is to have each individual resource available 
on a basis sufficiently long term for integrated planning. In the conservation 
program I have mentioned, for example, we contemplate replacing blight and 
neighborhood nuisances with playgrounds, schools, health, and other facilities 
as needed by the particular neighborhood. But we also anticipate some replace- 
ment by public housing as well. Our capital program insures the necessary 
local renewal funds and community facilities over a 6-year period. The board 
of education has continuing resources which have made possible a commitment 
that it will participate in the program as needed over the same period. Only the 
housing authority is not in a position to plan participation over that length of 
time. 

We therefore must continue to urge that the public-housing program he put 
on a stable basis, with a substantial annual authorization provided at once. I 
think you know our feeling that the figure should still be 200,000 a year. 

Quite apart from this broader issue, there are several changes needed in the 
public-housing program if it is to play its most effective role in solving our 
urban housing and renewal problem. Let me mention a few of them briefly. 

First, I strongly urge that the statutory limitation of $2,500 cost per room be 
revised in the light of increased construction costs since the enactment of this 
limitation in the 1949 Housing Act. These costs have increased nearly 40 percent 
since that legislation was passed but the increase has gone unrecognized to date. 
We constantly encounter more and more serious problems due to this unrealistic 
cost limitation. 700d potential sites cannot be utilized, particularly sites in 
blighted neighborhoods. This includes sites in neighborhoods where the city 
is attempting to bring about rehabilitation without the aid of title I funds and 
where replacement of some of the blight with public housing would give a real 
shot in the arm to private rehabilitation of other blighted properties. 

Other restrictions have also proved a stumbling block to this kind of 
integration of public housing into a neighborhood improvement pregram. For 
example, a real contribution could be made by the housing authority if it could 
purchase and rehabilitate existing structures in some of these areas. At pres- 
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enforcement. It is quite different from survey work of any kind. It is, in fact, 

a function not normally undertaken by city governments. It is absolutely essen- 

tial to any kind of success in this type of program, where Government rehabilita- 

tion and demolition will be at a minimum. Yet it cannot presently be covered 

by Federal funds. I believe strongly that the Federal program should be 

specifically revised to permit such coverage. 

HOUSING SUPPLY IN A TOTAL EFFORT 
Any discussion of the title 1 program centers perforce primarily on clearance 

and other environmental questions—the tearing out of blight and blighting 

influences and the provision of needed facilities. The other side of the coin is, 

of course, the provision of adequate housing for all groups in need of it. 
| 
| 











HOUSING ACT OF 1957 627 


ent, the Federal restrictions make such action just not workable. A simpler 
form of financing than bond issue and annual contribution contracts could 
enable housing authorities to carry out this fruitful activity. Such a program 
would be particularly useful for the larger cities—those with populations of 
a half a million or more. 

Other facets of this question of developing the most useful public-housing 
program possible include modification of the restrictions to permit construction 
of seattered public-housing units in older row-house neighborhoods; authoriza- 
tion of funds for program as distinct from individual site planning, to make 
possible the continuing development of a well-balanced program geared to other 
city efforts; and a shift from the present practice of signing annual contri- 
bution contracts with a particular local authority on a piecemeal basis, which 
necessitates the maintenance of multitudinous sets of books and contracts, to 
the establishment of a master contract covering all of the projects operated by 
the authority and permitting incorporation of additional projects as they are 
planned. ‘This last-mentioned shift would enable a local authority to operate 
in the same way as, and as efficiently as, any large corporation; it would also 
strengthen the financial feasibility of small or scattered projects of the kind 
mentioned previously. 

Finally, it seems clear that the whole question of the rent-income ratio, the 
concept of sliding rents, the computation of income as including that of secondary 
wage earners, the desirability of extending the presently allowable exemption 
for minors to unemployable adult dependents, and so on, should be reexamined 
to determine whether existing provisions truly reflect existing conditions and 
the overall objectives of the public-housing program. 


OTHER HOUSING NEEDS 


Moving on to the question of those segments of the population with inadequate 
housing and no progrums which effectively help meet their needs, I can perhaps 
group them together as has been done by various legislative proposals, past 
and present, on the subject. This includes minority groups, aged persons, 
large families, and the broad category of persons in the middle-income bracket. 

The first three categories have, of course, special problems which are too 
well known to require elucidating here. For these and all persons in the middle- 
income bracket, however, I should like to call attention to the recent action of 
seven local FHA offices in liberalizing recommended ratios of housing expense 
to income. Ina recent article, House and Home pointed out that, if the median 
lines of the 7 new charts are averaged, families with $9,000 net income after 
taxes may now qualify for a $13,000 mortgage instead of $11,000; a $6,000 
family may qualify for an $11,000 mortgage instead of $9,200; and a $3,000 
family may qualify for an $8,500 mortgage instead of $7,000. It would seem to 
me that this constitutes clear-cut recognition by the Government that prices 
are too high for the middle-income family to purchase homes. 

To clarify the full implications of these figures, I also call your attention to 
newly available data on 1956 construction in the Philadelphia standard metro- 
politan area. BLS surveys of new residential construction in the first quarter 
of that year show that less than 8 percent of the new sales units built were 
priced at under $10,000—and this covers the whole area, including the lower 
priced developments in surrounding counties. 

Some individuals in each of these categories are able to get help under 
existing Federal programs, of course. For example, the voluntary home mort- 
gage credit program has helped individual minority families, and I certainly 
support the administration proposal to extend this program. The normal 
FHA insurance programs have helped others in various of the categories. Again, 
I am definitely in support of the proposals to liberalize FHA downpayinents 
and other terms. 

But none of these aids has yet proved to be a solution for the problem as a 
whole. Bolder, more direct action is called for. 

I think, myself, the provision for direct low-interest loans by the Federal 
Government is far and away the most practicable approach, particularly in 
today’s money market. I say this in spite of the fact that I share with you the 
belief that all possible meang of action through the private market should be 
exhausted before we turn to the Government for direct action. 

I think that we have exhausted the possibilities for solution through the pri- 
vate market. I therefore, strongly advocate enactment of such a program of 
loans to cooperatives and nonprofit corporations as that proposed in H. R. 815. I 
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would, however, extend such loans to housing for all of the groups mentioned. 
An alternative solution posed is that provided for by the bill introduced in 
the Senate by Senator Sparkman on March 18. This would extend the benefits of 
section 221 FHA mortgage insurance to all of the groups cited, hold the interest 
rate to 4 percent, and establish a new special-assistance category for FNMA 
purchase of these mortgages at par. This is designed to produce much the same 
result as a direct-loan program, but through the more round-about mechanism 
of the FNMA takeout. 


It has, however, the signal advantage of providing for 
individual sales housing, not covered by the direct-loan program proposed. I 
would therefore urge its serious consideration alongside the direct-loan possi- 
bility. Certainly, either one of the other should be provided by this year’s legis- 
lation, and perhaps a combination of both, for different types of housing, would 
be the best solution. 

After these last observations, I need hardly point out that we support the 
administration bill’s provision for an increase in FNMA resources—both total 
and for the special-assistance categories—but that we definitely oppose the 
proposal to repeal the requirement that FNMA pay a minimum of 99 points on 
mortgages in the special-assistance ‘categories. I am aware that, in today’s 
money market, there may be some risk in this latter requirement if MNMA is 
to be expected to be fully self-supporting in these categories and to resell large 
portions of the mortgages acquired. I do not think this should be an overriding 
consideration, and I feel that the mere existence of the categories labeled 
“special assistance” points to quite a different objective for this FNMA opera- 
tion. In any case, the “profit and loss” columns may not read so very differentiy 
from those of other FNMA operations over the long run. 

I fear I have already been too long winded, and I shall therefore merely) 
record with you our continuing concern regarding two other broad problems. 

One is the ever-present difficulty that property owners encounter in obtaining 
rehabilitation financing. We favor the proposed legislation which would 
permit an increase in the maximum amounts of mortgages which the FHA can 
insure under section 220—and indeed any other revisions which might make 
this program effective in the rehabilitation effort. In addition, we have long 
made our position clear on the basic importance of an adequate research pro- 
gram in this whole field. We must not plan and execute these vital operations 
“in the dark.” 

You know, I am sure, how much we in Philadelphia appreciate your considera- 
tion of our views on these questions. I cannot state too strongly how important 
the outcome of your deliberations is to citizens throughout the Nation. 


(Whereupon, at 12:15 p. m., the subcommittee adjourned, to meet 
again on Wednesday, March 13, 1957, at 10 a. m.) 
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WEDNESDAY, MARCH 13, 1957 


House or REPRESENTATIVES, 
SuBcOMMITTEE ON HovusING OF THE 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

The subcommittee met at 10 a. m., the Honorable Albert Rains, 
chairman of the subcommittee, presiding. 

Present: Messrs. Rains (presiding), Addonizio Barrett, Mrs. Sul- 
livan, Messrs. Ashley, Talle, McDonough, Widnall, and Betts. 

Mr. Ratns. The committee will be in order. 

The first witness this morning is Mr. David L. Krooth. Come 
around, Mr. Krooth. 

With him I see our longtime friend, Lee Johnson. We are glad 
to have you, sir. 

Mr. Kroorn. Thank you, sir. 

Mr. Rains. We always start on time because we must run as close 
on schedule as possible, with roll calls coming this noon. Your entire 
statement will be included in the record, Mr. Krooth. I see you have 
a summary. We would like you to proceed with the summary and 
then have yourself ready for questions. 


STATEMENT OF DAVID L. KROOTH, ON BEHALF OF THE NATIONAL 
HOUSING CONFERENCE 


Mr. Kroorn. Thank you, Mr. Chairman, members of the com- 
mittee. I want to thank you for the opportunity to appear before this 
committee again. As an unpaid member of its board of directors, I 
am appearing on behalf of the National Housing Conference, a non- 
profit organization which for over 25 years has been devoted to the 
protection of the public interest in housing and the development of 
a balanced housing program for all the people. 

May I also present a man who needs no introduction to you, Mr. 
Lee I. Johnson, executive vice president of the National Housing 
Conference. 

Mr, Rats. We are very glad to have Lee, and we do recognize the 
great work he has done for housing. We are proud to see you here, 
Lee. 

Mr. Jonnson. Thank you, sir. 

Mr. Kroorn. May I first congratulate the committee on the out- 
standing contribution which it has made to the study of housing 
and of the current problems caused by the tight-money market and 
rising costs. The hearings of this committee throughout the coun- 
try have brought out the vital facts concerning our serious housing 


629 











630 HOUSING ACT OF 1957 





problems. They have made it possible to formulate legislation that 
is responsive to the needs of the people who are being neglected by 
our present housing programs. 

We all recognize that the tight-money market has been particular! 
harsh and retarding in its effect on housing, as compared with eer 
segments of our economy. Despite the large and continuing need 
for more housing construction to meet the requirements of our popu- 
lation and its growth, we are again faced with the likelihood of a fur- 
ther decline in housing construction this year. For the first time 
since 1948, we expect less than a million homes to be built. 

It is necessary to provide some relaxation in the housing field from 
the tight-money market if we are to maintain even the low current level 
of housing construction, and if we are to provide housing for middle 
income families who now find housing beyond their reach. 

First, let me say that we are in favor of additional authorizations 
of funds for the secondary market operations of the Federal National 
Mortgage Association. 

Since FNMA has become a mixed-ownership corporation, instead 
of a Government-owned institution, it has been oper ating like a 
private business in its secondary operations. It does not provide any 
substantial support to the market, but it purchases mortgages at what 
it regards as their current market price. FNMA reduces its prices 
from time to time, if necessary, to follow the market on down. Ona 
typical purchase by FNMA of a mortgage guaranteed by the Vet- 
erans’ Administration and bearing 41% percent interest, the total costs 
—and here I include not only the FNMA costs but the costs of the 
mortgagee and of financing construction—now amount to 914 percent, 
or over $1,200 on a $13,000 mortgage. 

Congress should provide some price supports by authorizing the 
purchase, at par, of those types of mortgages involving housing in 
special areas of need. This can be done without danger of suffering 
losses, since the mortgages are federally guaranteed, if Congress 
establishes a policy that FNMA is to hold the mortgages and make 
collections on them until their full retirement, unless they can be re- 
sold earlier at not less than par. 

On special assistance functions of FNMA where no private money 
is invested, FNMA should assure in this way that mortgage financing 
is made available, on reasonable terms, to meet areas of special need 
among the population. 

The recent staff report of the Senate Subcommittee on Income and 
Housing contains some vital information as to these areas of specia!] 
need. Apart from low-income families who require public housing, 
the mayors of 74 cities reported critical needs in their cities for hous- 
ing among middle-income families. They say that the housing being 
produced in their cities today costs more than these families can afford. 
~ The monthly income of middle-income families in cities ranges 
from $320 to $500 per month, with a median income of $404 per month. 
These families can afford to spend about one-fifth of their income for 
housing, or from $65 to $100 per month, or a median of $80 per month. 
This includes all housing costs, not just monthly mortgage, tax, and 
insurance payments. 

Yet the median price of homes being built in cities today is $14,500, 
which involves a monthly housing cost beyond the reach of middle- 
income families. One way to serve more middle-income families is to 
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reduce the cost of getting financing and the monthly carrying charges 
on mortgages. 

With FHA cooperative housing under section 213, it has been found 
that lower monthly costs have been achieved than the housing costs 
under other FHA sections. Let me illustrate. Let us assume a mort- 
gage of $13,000 under section 203 of the FHA law, where there is a 

5-year period of amortization at 5-percent interest, plus one-half per- 
cent FHA insurance. In this case the monthly financing cost is $80, 
and the total housing cost is $113. This is more than middle income 
families can afford. 

With a sales type cooperative under section 213, at the same in- 
terest rate, there is a 40-year amortization period. This reduces the 
monthly financing cost by $13, so the monthly carrying charges on 
this mortgage are $67 and the total housing cost is $ 100. This brings 
this house within the reach of a family with an annual income which 
is $780 less than is possible under section 203. This is within the 
reach of families at the top of the middle income third. 

With a management-type cooperative under section 213, the in- 
terest rate is one-half of 1 percent less than on a sales-type coopera- 
tive, due to the fact that there is a lower servicing cost on a single 
mortgage covering many dwellings. This reduces the monthly finane- 
ing cost by another $4.50, so the monthly carrying charges on this 
dwelling is $62.50 and the total housing cost is $90. This reduction 
brings this home within the reach of a family with an annual income 
which is $1,050 less than is possible under section 203, This reaches 
a little lower in the middle income third and prov ides housing for 
those who earn $450 per month. 

As to the funds which have been allocated under special assistance, 
only the $50 million authorization for cooperative housing has been 
fully used and is now exhausted. Of the balance of the special assist- 
ance authorizations, the total amount which has been used, or com- 
mitted, and this was about the 1st of February, is about $50 million. 

Our recommendations as to FNMA in order to make rt 
financing available to meet the special needs of groups and area 
which would otherwise be neglected, are as follows: 

First, increase the FNM. \ authorization for special assistance func- 
tions by $1 billion. In his budget message the President has requested 
an increase of $200 million. 

Second, with respect to cooperative housing: (a) increase the au- 
thorization to make commitments or purchase mortgages of coopera- 
tives from $50 million to $350 million. Ine identally, the Senate bill, 
with the interim additional authorization of secondary market funds 
for FNMA, contains an increase which would go into effect at this 
time of $50 million in the fund for cooperative mortgages; (6) $150 
million of this increased authorization should be earmarked sole ly for 
cooperatives where there is consumer sponsorship; (c) the limitation 
as to the amount to be available for any one State should be increased 
from $5 million to $35 million, which would be 10 percent, and (d) the 
limitation for any one State should be $20 million for cooperative 
projects which are not of the consumer-sponsored type. 

Third, with respect to special assistance and cooperative housing 
functions, Congress should direct that FNMA purchase these mort- 
gages at par, in recognition of the special public interest to be served. 
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Since the 1-year period for purchases at 99 percent will shortly expire, 
it is necessary to extend the period an additional 1 year. At the same 
time, the price should be fixed at par, just as is done with FNMA pur- 
chases of mortgages on armed services housing under section 803. 

Fourth, the act should be amended to reduce from 114 percent to 
1 percent of the mortgage amount, the fees charged by F ‘NMA for its 
commitment and purchase of special assistance “mortgages , just as is 
done with mortgages on armed services housing. 

Fifth, the special assistance provisions should be amended to avoid 
discrimination against larger families and against housing in high- 


cost areas. In such cases the FHA statutory Limit on the amount of 


mortgage, computed on a per room basis, should be applicable. 

Sixth, the act should be amended to authorize FNMA to make 
construction financing available in special assistance cases where the 
financing is not otherwise available. 

Now, we turn to the subject of the purchase of GI mortgages. There 
is virtually no money available to buy, at or near par, mortgages 
guaranteed by the V eterans’ Administration and bearing an interest 

rate of 414 percent per annum. Therefore, if we are to provide such 
GI financing at this interest rate, legislation must be passed providing 
for the purchase of such mortgages, along the lines of the bills intro- 
duced by the chairman of this committee, or Congressman Patman, or 
Congressman Ayres. We concur in the action. taken by the Com- 
mittee on Veterans’ Affairs in voting against an increase in this in- 
terest rate. Such an increase in interest rates on a $13,000 mortgage 
would mean an increase in monthly payments of $4, which would 
require an additional income of $250 per year to carry it. 

We are not particularly concerned as to which of several approaches 
is used in making the money available to veterans for purchases of 
their mortgages, so long as the assistance is available on the following 
basis: (a) without limitation as to areas, since the need for such 
assistance is nationwide; (6) with a volume of money suflicient to 
meet the need, and (c) with the purchase of the mortgages at par. 

Now we turn to the ted amendments to FHA, as recommended 
by the Housing Administrator. We are in favor of the amendments 
to liberalize section 203 of the FHA law. To the extent that these 
amendments reduce downpayments, they will help families to buy 
homes which they can afford to carry. However, the major problem 
facing middle income families today is that the monthly cost of hous- 
ing is too high for them. This is confirmed by the figures which we 
have cited showing that 7 out of 10 homes financed now with FHA 
insurance serve families that are above the median level in the middle 
income third of the population. The proposed amendments to the 
FHA law will not meet this problem because there is nothing in these 
amendments which will have the effect of reducing the monthly cost 
of housing. 

Incidentally, in the longer statement which is filed, we are pro- 
posing an amendment to ‘permit section 213 financing on existing 
housing, just as Congress has done under section 203. 

lo make housing available for those families of moderate income 

who are now neglected by our housing programs, a different approach 

and new tools are required. It is necessary that loans be made avail- 
able at lower interest rates and with | mger-term amortization. 
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For example, if financing were available at an interest rate of 31% 
percent, and with a 50-year amortization period, the monthly fi- 
nancing cost on a mortgage of $13,000 could be reduced by $16 below 
the financ ing costs under section 213 of the FHA law and $34 below 
the financing costs under section 203. This would amount to a 
monthly financing cost of $46 and a total monthly housing cost of 
$74. It would bring this housing within the reach of a family with 
an annual income which is $1,000 jess than is possible under section 213 
and $1,950 less than is possible under section 203. Families earning 
$74 a week could afford this housing. They are in the lower range 
of the middle income third in our cities. Typical of the bills intro- 
duced to carry out this program is H. R. 815, introduced by Congress- 
man Multer. 

To assure that the benefits of such financing are reflected entirely 
in lower monthly costs of housing to the occupant, this type of 
financing could be made available only to cooperatives and nonprofit 
corporations. 

Such a program would be possible through the establishment of a 
nonprofit mortgage corporation for cooperatives and nonprofit hous- 
ing. The Federal Government would initially subscribe to capital 
stock in this corporation aggregating $100 million. This stock would 
be retired from the proc eeds of the sale of stock to borrowers who 
would be required to subscribe to such stock. 

When the corporation had used its initial capital to purchase mort- 
gages, it would be authorized to issue bonds in an amount equal to 
the unpaid principal of the mortgages held and serviced by it. The 
honds of the mortgage corporation would have the same type of 
guaranty as FHA- -insured mortgages. They would represent an 
attractive investment and would tap large new sources of funds for 
housing investments. Purchasers of these bonds would not have the 
problems involved in owning or servicing mortgages, but would 
merely clip coupons to collect interest on the bonds. 

We believe labor unions and other institutions interested in coop- 
erative and nonprofit housing would be prepared to invest large sums, 
from pension and other funds, in the bonds of the mortgage corpora- 
tion. These sources have not been prepared generally to make invest- 
ments in mortgages because they involve servicing burdens and long 
maturities. 

The nonprofit mortgage corporation would provide an assured 
source of low-cost financi ing for cooperative and nonprofit housing. 
This program would make it possible to meet the housing needs of 
families of moderate income for whom housing cannot now be built 
with the tools available under existing legislation. The projects would 
be limited to the admission of only those families whose needs cannot 
be met without the aid of nonprofit financing. 

Mr. Ratns. Thank you, Mr. Krooth. 

I think I should announce to the members, first, that Dr. Talle had 
to go to a meeting of the Rules Committee, and second, we are in- 
formed there will be a bell at 11 o’clock. The House is meeting early 
tod: ay. 

I am interested in a good many items which you have mentioned, 
because some of them are new and different. The first one I want 
to ask you about is on page 10 of your statement. It is about construe- 
tion financing and loans to be made by FNMA. 
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Is there any precedent for this? Is there any place that has been 
done ? 

Mr. Kroorn. It used to be done before FNMA was converted to a 
mixed ownership corporation. ‘There was an authorization to do it, 
and at that time Fannie May charged an extra fee for doing it. 

Mr. Ratrns. It is your idea that Fannie May would operate better, 
then, if it went back to its original functions prior to 1954 act and 
became actually a Government corporation ; is that right ? 

Mr. Kroorn. Well, I think basically that as far as the areas of 
special need and public interest are concerned, that the operations of 
Fannie May as a mixed ownership corporation have not served the 
public interest, and I think that this is not a criticism of the officials 
but, rather, the law under which they are operating. 

Congress set up the law, and I think that the law serves a purpose 
in providing additional funds in the secondary market. But I believe 
that this is a limited purpose and that it does not have the effect of 
meeting many of the large areas of need among the populat ion, because 
in those secondary market operations Fannie May is operating just like 
a business. 

But Congress did have the wisdom and foresight to include the 
provisions on special assistance. There Fannie M: ay should operate 
as it operated before it was made a mixed ownership corporation. 
There has been a tendency on their part not to do so. 

Mr. Rarns. I am sure you will remember, Mr. Krooth, that on spe- 
cial assistance funds last year the subcommittee, and in the bill which 
I introduced, and which came out of the Banking and Currency Com- 
mittee, but which got into a snafu on the House floor, carried a 
special assistance program of Fannie May at par. 

Mr. Kroorn. | remember that. 

Mr. Rats. And the bill finally passed when it went to the Senate, 
and the Senate had 99, and of course we took the 99 as the best we 
could do in conference. Even with the increased amounts you recom- 
mend be authorized for special assistance, you recommend that those 
mortgages should be bought at par; is that correct ? 

Mr. Kroorn. Yes, and Fannie M: ay currently is buying some mort- 
gages at par, those under one phase of spec ial assistance. I think it 
should be extended to all of the special assistance functions. 

Mr. Rarys. In other words, it gets down to the basic principle, 
they are programs that need special assistance, and the Congress os as 
said that they are, then they should have the same type of considera- 
tion in these other programs that go to military housing? 

Mr. Kroorn. That is correct. 

Mr. Rats. Now, it is my information that most of the 213 co- 
operatives, the sales-type cooperatives, have been builder sponsored. 

Let me ask you this question: Why should a builder building under 
213 be able to offer his customer a 40-year mortgage and enjoy pres 
ently a 99 backup from the special assistance fund, when a builder 
building under 203 at the very most can only offer a 30-year mortgage 
and take his chances in the private money market ? 

Mr. Kroorn. Well, I think it is sound if the benefit is passed on to 
theconsumer. In effect what we are saying is that it should be possible 
for the consumer to have more favorable financing available because 
this tends to reach a lower income group. I will say that I believe that 
there are greater benefits that flow to the consumer when, instead of 
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having a builder-sponsored project, we have a consumer-sponsored 
project. That is one reason why I feel so strongly that, in the addi- 
tional authorization, half of the additional authorization ought to be 
earmarked and set aside for these consumer- -sponsored projects. Lt 
takes them so much longer to get underway than it does a builder. 

In a consumer- -sponsored project certain speculative profits are 
eliminated, and the entire operation is motivated by serving the 
people who are members of the group. 

Mr, Rarys. Doesn’t the management-type cooperative finally be- 
come a consumer cooperative in the long run ¢ 

Mr. Kroorn. Yes; it does. Therefore, I think that the manage- 
ment type provides a greater and continuing benefit to the people. 
As between two types of management type, you can have a builder 
who is a part of a management-type project in the sense that it is 
builder initiated. The distinction on consumer sponsorship is that it 
has such sponsorship right from the start, so that there is a non- 
identity of interest and dealings at arm’s length between the builder, 
on the one hand, and the people. represe ented by independent represent. 
atives of their own selection. This includes an independent archi- 
tect and independent counsel; and a board of directors which consists 
solely of members from the cooperative and not from the builder. 
When I speak of a consumer-sponsored project, I am not excluding 
the fact that a builder may be in the picture. 

I am aware, for example, of some projects in New Jersey near New 
Brunswick where there was a builder who acquired the land and had 
the plans all prepared. It was a builder-initiated project, but then 
A hg ssl group was set up and they negotiated with the builder for 
the purchase of the land. They bought the land at perhaps half 
of the FHA appraised value. They negotiated with him as to con- 
struction price. So from the very start they were making what was 
« sound and beneficial deal from the point of view of the consumer. 

Mr. Ratns. Of course, the ideal cooperatives, the ones all of us 
would like to see, are the consumer-sponsored ones, but they are much 
more difficult to get underway, aren’t they / 

Mr, Kroorn. They are; and that is why it is significant that a new 
type of approach 1 is emerging where you get a kind of partnership of 
builder-initiation and consumer sponsorship. The FHA law, as Con- 
gress amended it last year, has given some incentive to this new ap- 
proach, because what you said in the amendments last year was if a 
project was builder-sponsored, and lacked consumer sponsorship from 
the start, then the builder would have to certify his costs. However, if 
there was an independent consumer representation from the start, the 
builder could build on a ae sum basis. So in an indirect way pres- 
sure is being placed on the builder to develop his program in coopera- 
tion with an independent consumer sponsoring group. I think as 
time goes on you will see more of that. 

Mr. Ratns. I hope so. 

Do you believe it wise, Mr. Krooth, for individuals in contrast to 
institutions, such as cooperatives, to assume 40-year mortgages ? 

Mr. Kroorn. Yes; I believe I feel that there is nothing unsound in 
a 40-year mortgage, provided that the structure on which the mort- 
gage is placed will have a 40-year life. I think the effect of the longer 
term amortization is to reduce monthly payments. It is true that a 
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home owner pays more interest over a period of years, but as far as he 
is concerned it will make the difference between w hether he can afford 
the house or not. It is the monthly payments that are important to 
consumers generally. 

Mr. Rauys. Of course, the figures that back up your statement also 
are that the experience of mortgages today, especially FHA, is that 
they never run the full course to one individual; isn’t that true? 

Mr. Kroorn. That is true. 

Mr. Rarns. I think it is about 12 to 13 years that is regarded as the 
average life of an FHA mortgage. 

Mr. Kroorn. I was interested in seeing in the report released by 
the FHA commissioner yesterday that the percentage of defaults on 
FHA-insured mortgages on individual homes is five-hundredths of 1 
percent. 

Mr. Ratns. Yes; that is quite a good repayment record. I am sure 
you have noticed a bill I introduced last year, which I took quite a 
lot ‘of pride in, did a lot of work on, and then didn’t get it through, 
to provide direct loans to nonprofit institutions to provide housing 
for elderly people along the lines of the college housing program. 
What do you think of that program 4 

Mr. Krooru. I think it is a sound proposal, sir, because I honestly 
do not feel that last year’s amendments to the FHA law to make hous- 
ing available to the elderly will produce any extensive programs. 
This is a special type of program, and the only way it is going to get 
underway is either direct loans from the Governme nt, or loans through 
a nonprofit corporation such as the one I outlined in my statement. 

Mr. Rains. There is no denying the fact that housing for the elderly 
is not longer just an imaginary need. It isa real and a great need, is 
it not? 

Mr. Kroorn. Yes, and a growing need as longevity increases. 

Mr. Rarns. Mr. Mason, testifying before the committee the other 
day, was quite optimistic for the outlook on the amendments tacked 
on last year to FHA for elderly housing. You don’t share his opti- 
mism as to what it will accomplish ? 

Mr. Kroorn. I have great doubts as to how far that program will 
go because of the difficult problems involved in financing generally 
today in the tight money market. When you introduce a new program 
like housing for the elderly, I think it will have even greater diffi- 
culties in today’s market. 

Mr. Ratns. This committee is always anxious to get new ideas, and 
I think finally we are going to have to get some brand new ideas in 
the housing field, all of the w ay across the board, and I was interested 
in your paragraph 7 of your summary, on page 6, in which you de- 
scribe and set up and talk about a new nonprofit mortgage company. 

Actually, what you outline there is a system referring to housing 

very similar to the REA program for rural electrification; is that 
not right ? 

Mr. Kroorn. That is correct. It also borrows from programs that 
have»been previously authorized, and have proven very successful. 
The whole program of our Federal savings and loan associations was 
set up initially with the Government subscribing to stock and then the 
local institutions buying stock in them. Now, as you know, the entire 
Government investment has been retired. 


| 
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Here, too, I feel that the initial $100 million would be a Govern- 
ment investment, as every cooperative or nonprofit corporation as 
it borrowed would have to subscribe to stock. Ultimately this corpo- 
ration, too, would become wholly owned by the cooperatives and non- 
profit corporations. 

Mr. Rarns. I think a lot of people—and I am glad you put that 
into the record—I think a lot of people have for gotten exactly how 
the savings and loan associations really came into being. I think 
some of the savings and loan people have forgotten it, as a matter of 
fact. I think it is a good illustration of what ¢ could be done under this 
outline which you have suggested here. 

I will tell you now that we intend to give it very carefuly study. 
I have some other questions, but I will defer to Mr. Addonizio. 

Mr. Apponiz1o. Mr. Krooth, on page 9 of your full statement in 
regard to your comments on commitment and’ purchase fees charged 
by the special assistance fund, do you believe it is nec cessary to put 
your recommendation into law, or would some language in our report 
be enough ? 

Mr. Kroorn. I have the feeling it is necessary to put it into law. 
This committee had language in its reports previously on the pur- 
chase of mortgages at par. Until the law was changed FNMA kept 
purchasing at ‘their old rate, and they increased the price when the law 
was ¢ hanged, and bought at 99. 

Mr. Apponizio. Now under the present public-housing program I 
understand 15 percent of the units can go to 1 State. Do you 
think it would be a good idea to do the same thing in regard to ‘the 
special assistance backup money for section 213% I believe there is 
a 10-percent limitation there. 

Mr. Kroorn. Yes, there is a 10-percent limitation in it, and in the 
bill reported by the Senate committee they have increased that limita- 
tion to 121% percent. I think if the amount of the total authorization 
was increased in the proportions recommended there is much to be 
said for increasing the State limitation. If not, we should retain the 
present State limits. 

At the moment on cooperative housing, to take an example, I think 
there are about 17 States and Territories that have participated in the 
first FNMA $50 million for cooperative housing. 

Mr. Apponiz10. On pages 12 and 13 of your statement you make 
some proposals in regard to a middle-income housing. I want you to 
know that I am very sympathetic to the suggestions that you have 
made. As a matter of fact, on past occasions I have introduced 
similar bills. 

Frankly, however, I don’t believe we can get them passed in the 
Congress. At least, that is what the history shows. Now I am told 
that the best program we present have for middle-income housing 
is section 213. I was wondering what you would think about liberal- 
izing section 213 to the extent of, say, reducing the interest rate to 
4 percent, abolishing the downpayment, provide a special assistance 
backup at par with enough money to carry out the program, and also 
extending the mortgage on management- -type cooperatives from 40 
to 50 years, and possibly even giving the FHA authority to extend 
it to 60 years? 

Mr. Kroort. Well, I think that a realistic approach may indicate 
the wisdom of measures to improve 213. As you remember, the 
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original history of 213 was that this middle-income bill which T de- 
scribed had been reported favorably by the Senate committee. When 
it failed of passage on the Senate floor by about 3 votes, 213 was formu- 
lated and adopted as a substitute. Commenting specifically on the 

various measures which you have suggested, I would say that as to 
management-type projects, they are built with long life in mind, and 
I do not believe that there is anything sacred about the number of 
years of maturity. 

I think that a sound, economic SD ROACH would be to have the longest 
maturity that the useful life of the buildings would justify. There- 
fore, I would be in favor of 60-year mortgages, because it would reduce 
the monthly charges; and certainly I would favor going to at least 50 
years. 

When the Senate committee went to Europe to study cooperative 
housing, and they were the ones who cut the amortization period from 
60 to 50 years, they came back and reported that in the European coun- 
tries they had maturities of a hundred years; also that the private 
bankers and others in the country felt there was no problem about it. 

Sut we are not ready for maturities of that length here. Certainly 
I feel that 50 or 60 years is a desirable step. 

Now on special assist ance, I agree that purchases should be made at 
par and that these excessive fees should be eliminated so we would have 
at most a 1-percent fee for both the commitment and purchase. In 
making construction financing available, they should get an additional 
1 percent for that, that would represent a total cost of 2 percent for 
financing. Compared to what these co-ops are paying now, that would 
be reasonable. 

As to the interest rates, currently the interest rates on the mortgages 
on management-type projects are 414 percent. I think that there is 
considerable merit to reducing the interest rate. If it were done I 
think that it is important to limit it to consumer-sponsored projects. 
Not that there cannot be a builder in it, but I think that they should 
also be consumer sponsored, because if we are making these benefits 
available I think it is important to be sure that they pass on to the 
consumer. 

So I would be in favor of the various liberalizations which you 
have recommended. 

Mr. Rarns, Any other questions? 

Mr. Apponizio. Do you think that if we liberalized the terms that 
it would make the cost of the houses more expensive? 

Mr. Kroorn. No, particularly in the case of consumer-sponsored 
projects. On the subject of downpayments, by the way, I feel that 
you cannot have a sound cooperative unless a person has some down- 
payment. We believe that people who enter into a program of this 
type must have a stake in the program. But certainly the down- 
payment need not be large, because whatever the amount is, even if it 
‘were 4 percent—and the present FHA amendments propose under cer- 
tain other sections to reduce it to 4 percent—I would think a 4-percent 
(lownpayment would represent a pretty good stake to the person. It 
Ww would mean they would be putting up about $500. 

Mr. Barrerr. Mr. Krooth, you talked about the Senate committee 
going over to Europe and found out they were willing to grant a 
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60-year mortgage, and in some places up to 100 years if it were neces- 
sary. 

Would you say that that was due to the homes being more sub- 
stantially built in Europe than they are in America? 

Mr. Kroorn. No, sir; I just think that they have a different ap- 
proach. Iam speaking of Sweden and Norway. For example, they 
set up their financing so they never amortize the land. The struc- 
tures—there were all different types of structures. They did have a 
distinction between wood structures and masonry structures. As I 
recall, they would go as much as 75 years on wood and 100 years on 
masonry. 

Mr. Barrerr. Well, then, they were basing their mortgage upon the 
type of structure rather than on the borrower's ability as we say here, 
the average FILA mortgage is paid off in 13 years. We are taking a 
gamble on the basis of its structure, that it will be paid off before its 
maturity. 

Mr. Kroorn. They were assuming if the structure was a sound 
structure and properly maintained, and if the monthly charges were 
reasonable, there would be people who would live there that long and 
pay off the mortgage. 

Mr. Barrerr. Well, would you be able to comment on what the per- 
centage of foreclosure are in the European countries ? 

Mr. Kroorn. I couldn’t give you the percentage offhand, but I know 
this: The program has been very successful. As a matter of fact, 
in some of those countries as much as 40 percent of the housing 
which is being produced is being produced under this plan of cooper- 
ative nonprofit housing in contrast to our situation here where it is 
a mere fragment. We will be glad to put a statement into the record 
as to the experience abroad, because we have some material which I 
could furnish. 

Mr. Ratns. We would be glad to have it. However, I think we 
should make one thing clear: The land over there in Norway and 
Sweden is owned by the Government, anyway, and there is no fore- 
closure. Isn’t that correct? 

Mr. Kroorn. Lee, you just came back from there. Why don’t you 
tell what you observed there. 

Mr. Jounson. Mr. Chairman, I was in all of the Scandinavian 
countries except Finland, last September and October, and met with 
the housing ministers in every one of the countries, and their staffs 
and local staffs. The land i is not all owned, although I should say 
the governments are acquiring the land for housing development, and 
the land is generally on a 99-year lease. 

Mr. Rarns. Leaseholds. 

Mr. Jonson. With a leasehold, yes, of 99 years. 

Today, some of the amortization periods have been lowered some- 
what. They do run as high as 100 years in Norway, but the average 
in Sweden has been lowered materi: lly. The cooperative program 
in Sweden formerly accounted for a very high percentage of home 
construction but now it is down to 40 percent or less. 

Mr. Ratns. Why don’t you put in a statement of that for the bene- 
fit of the record, 

Mr. Jounson. I would be very happy to. 
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(The statement referred to above is as follows :) 
STATEMENT BY LEE F. JoHNSON—‘“HovUSING IN NORTHERN EvROPE” 


During the last 10 years and more, Americans have been traveling in increas- 
ing numbers to Northern Europe and England to study housing methods and 
community planning. It has become a common practice to point to Scandinavian 
countries as a model for cooperative housing, to England for its technique of 
population dispersal through the creation of “new towns,” and to Holland and 
Belgium for land use and the ultimate for sound planning and community 
living. Recognizing many basic differences between the economic, political, and 
social problems of the United States and the countries of Northern Europe, all 
housing experts agree that much can be learned from the housing and planning 
experience of these small nations. 

In September and October 1956 the National Housing Conference sponsored 
a housing tour which included Norway, Sweden, Denmark, Holland, and Eng- 
land. While visits in each country were brief, they included intensive studies 
of housing and planning in each country as guests of the various housing min- 
istries. There were extensive briefing sessions, and visits to all kinds of com- 
munities. No one making the tour could qualify as an expert in European 
housing, but many impressions were of extreme value. In this brief report only 
a few highlights of the Northern European approach to housing can be reported. 

The historical background for the existing housing problem in northern coun- 
tries as elsewhere, is the rapid growth of towns and urban districts following 
World War I and II in the wake of advancing industrialism. 

The assumption by the community of major responsibility for the provision 
of adequate housing accommodations for the broad masses of the population is 
of comparative recent date, although it predated such activity in the United 
States. Prior to 1914 the intervention of public authorities was largely con- 
fined to what they termed “passive” legislation—that is regulations as to better 
construction, fire risks, health considerations—the kind of local regulations con- 
tained in city housing, fire and health codes in this country. Provisions of that 
character go back to the Norwegian Building Act of 1827, and comparable Danish 
legislation in 1858. 

It was always the general view in Northern Europe, as elsewhere, that home 
building was the exclusive responsibility of private enterprise and no concern 
of the community. That traditional attitude gradually gave way to an active 
housing policy based on social considerations of housing needs. Up to 1914 
government initiative was limited to a few modest programs for certain low- 
income groups in Denmark, Norway, and Sweden. The housing shortage fol- 
lowing World War I led to a considerable expansion of public intervention in 
all Northern European countries, not only in the form of rent controls but also 
through a variety of government loans and subsidies for new housing projects 
and through the construction of new dwellings. These activities were allowed 
to lapse in the 1920’s. That decade, however, witnessed the strong development 
of housing cooperatives which have come to play an important role in the pro- 
vision of dwellings for better-paid workers, and the lower middle-income groups. 

Today’s approach to housing is generally described as beginning in the early 
1930’s, particularly in Denmark and Sweden. Social and statistical surveys 
made during this period showed that large numbers of people inhabited obsolete 
dwellings both urban and rural. In Sweden, for example, at least 2.5 million 
persons lived in overcrowded dwellings. Low-income families, and those with 
many children and aged persons suffered most. 

Programs adopted in Sweden and Denmark entailed broad State support for 
home building for low-income groups. Government controls for State-supported 
housing were tightened. Special provisions were enacted in Sweden and Den- 
mark favoring large families, old age pensioners and agricultural laborers. 
These measures were geared to family welfare and social insurance reforms 
introduced during this period, and were also linked with employment programs 
to help offset the effect of the depression. 

Throughout the interval between the two World Wars the situation in Norway 
was characterized by a persistent housing shortage. In the 1930’s public support 
of housing construction was left mainly to local authorities, the contribution 
of the central government being of secondary importance. Housing cooperatives 
figured prominently among the builders of subsidized housing in Oslo but were 
of no significance elsewhere. 
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Collapse of housing construction following the outbreak of World War II 
and the following critical housing shortage gave the final impetus to the full- 
scale development of the massive housing programs now in effect in Scandinavian 
countries. National developments show many differences, but their basic features 
have been essentially the same. State financing and subsidies have been expended 
on a large scale, cooperative and other nonprofit housing has been particularly 
favored. The result has been that a high proportion of new construction (in 
Denmark and Sweden no less than 80 percent) has been undertaken with Gov- 
ernment support. At the same time the central governments haVe assumed an 
increased measure of direction over housing activities. In this connection a 
fundamental consideration has been the integration of the construction of new 
dwellings within a general investment program compatible with economic con- 
ditions and the overall economic policies of the governments, These measures 
have been supplemented by strict rent controls and regulations concerning the 
allocation of housing accommodations. 

Northern European countries rationalize the assumption of primary responsi- 
bility by the community for the improvement of housing conditions in two ways. 
First, experience gained in the past has led to a widespread conviction that 
government support and planning on a national scale is essential if the general 
population is to be assured of suitable dwellings at a cost within their means. 
Housing programs are an integral part of welfare policies on a par with programs 
in fields of employment, family welfare, and health. Second, economic de- 
velopments since the 1930’s have shown that the building industry occupies 
a position of vital importance in the national economies—not only as regards 
employment, but also government finance. Housing policy is a key factor in the 
general economic policies pursued by the governments of these countries. 

The vast increase within recent years of the housing responsibilities assumed 
by the central governments has led to radical administrative changes, particu- 
larly the centralization of housing administration in new autonomous State 
agencies. 

In 1946 a special housing directorate was created in Norway and the National 
Housing Bank was organized. In Denmark a separate Ministry of Housing 
was established in 1947. The following year the Swedish housing administra- 
tion and loan agency, established in 1933, was reorganized as a new independent 
agency, the National Housing Board, with 24 regional committees. Tasks en- 
trusted to these agencies include the planning of housing policies, the ration- 
alization of housing construction, the administration of Government loans and 
subsidies, and, as a rule, the regulation of building activities, including indus- 
trial and other construction, on the basis of the available supply of building 
materials and manpower. 

PRIVATE INTERESTS BUILD 


Although public authorities have become a decisive factor in the construction 
of homes during the last 15 to 20 years in Northern Europe, it is noted that this 
has not changed the basie structure of the building industry. In a large majority 
of cases actual building of new housing, either for central or local governments, 
cooperatives, or other nonprofit associations or private persons, has remained 
in the hands of private architects and construction firms. Only in Denmark 
and Sweden are cooperative construction firms of importance. 

However, important changes have taken place with respect to the type of 
builder. In all northern countries it is government policy to give preference to 
nonprofit agencies and to persons planning to build for themselves rather than 
to commercial builders. This policy has had as its corollary that in none of the 
Scandinavian countries does the State or local authority normally appear as a 
builder. The overwhelming share of all new construction, whether for private 
ownership or for rent is undertaken by private builders or by cooperative and 
other nonprofit agencies. 

Multifamily rental housing plays a far greater role in Northern European 
cities and towns—notably Denmark and Sweden, than in most other countries. 
Recent years have witnessed, however, a growing movement, supported by public 
officials, favoring owner-occupied dwellings. In Norway, for example, approxi- 
mately 75 percent of all new dwellings erected in recent years are small single- 
family houses built by the prospective occupant, or two-family houses built by 
the future occupant of one of the dwelling units. 
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NONPROFIT HOUSING AGENCIES 


There are three main types of nonprofit housing agencies in Northern European 
countries : 

First, the housing cooperatives which were strongly influenced by the Roch- 
dale principles of consumers’ cooperatives and which are governed by the tenant- 
owners as Shareholders in the organizations. 

Second, the nonprofit building societies founded mainly on the initiative of 
trade unions or consumers’ cooperatives and frequently organized as joint stock 
companies. Originally such societies were often organized by building trades 
unions during periods of declining construction and employment. 

Third, the community housing associations, a comparatively new type, which 
are organized in close cooperation with the local authority (government) which 
is usually strongly represented on the governing board. Residents in dwellings 
constructed by these organizations are tenants only, and are not shareholders 
in the association. 


GOVERNMENT CONSTRUCTION AIDS 





It is characteristic of the Scandinavian countries that government aid has 
been extended for home building primarily through State loans on low interest 
and easy repayment terms. To varying degrees there are also direct subsidies. 
The preference for loans as the main form of aid is explained by experience 
gained after World War I when it was found that large-scale direct subsidies 
tended to raise building costs. The extent to which State financing of housing 
construction supplements or takes the place of traditional credit sources varies 
zreatly among the northern countries. In Denmark and Sweden, for example, 
Government financing centers on junior liens, while in Norway it extends also 
to first mortgage loans. To a large extent this difference reflects the varying 
degree to which traditional credit institutions have been able to provide adequate 
financing. 

In Denmark and Sweden the loan arrangement generally assumes that the 
builder has taken a first mortgage loan from a bank, savings bank, insurance 
company or cooperative credit association. The State has everywhere taken over 
the “risky top” financing by granting third mortgage loans at low interest and 
on easy repayment terms, thus covering nearly all construction costs that could 
not be financed by loans through real estate credit institutions. 

The Danish Building Aid Act of 1951, provides that the size of the State loan 
varies automatically with the amount obtained through first and second mort- 
gage loans in the open market, usually 30-35 percent of building costs. The 
upper loan limit depends on the extent to which the local authority will guaran- 
tee the loan as well as on the type of builder and the character of the project. 
For nonprofit housing associations the maximum limit is 97 percent of total 
building costs, while in the case of commercial builders of rental housing the 
limit is 90 percent. This means that the maximum State loans range from 55 to 
67 percent of the costs of building. All groups of builders are exempted from 
building taxes for 22 years. 

Nonprofit organizations and low-income owner-occupants are also favored inso- 
far as interest rates are concerned. For example the interest and repayment 
charges on loans granted to nonprofit associations erecting detached or terrace 
houses are 2.2 percent, while the corresponding rate of a third mortgage loan in the 
open market is 7 to 8 percent. The lowest capital or amortization charges are 
paid by an owner-occupant with 2 or more children, or 1.2 percent, with ad- 
ministrative costs accounting to 0.2 percent of this amount, the remainder going 
for repayment, This rate compares with charges of 5 to 6 percent for first and 
second mortgage loans in the open market. The amortization period in Denmark 
is usually about 60 years. 

In Sweden the first and second mortgage loans obtainable through the various 
credit institutions usually amount to as much as 50 to 70 percent of the 
capitalized value of the property (production costs minus subsidies). This is 
higher than in most countries. The balance is in large part covered by State 
financing in the form of third mortgage loans and so-called supplementary loans 
under provisions approved in 1953. 

For multidwelling construction third mortgage loans may be granted up to 
100 percent of the property’s capitalized value when the builder is a local 
authority or a community housing association; for cooperative housing societies 
the loan limit is 95 percent and for private builders 85 to 90 percent. The in 
terest rate is 3 percent and loans are redeemable over 30 to 40 years, depending 
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on the building material (timber, brick, or concrete). The borrowers are 
guaranteed an interest rate of 3 percent on first mortgage loans and a 
slightly higher rate on second mortgage loans, thus eliminating the risk of 
future upward changes in credit costs. Builders of 1- and 2-family houses in- 
tended for their personal use may obtain a “homestead loan.” This is a 3-percent 
loan for 25 years, granted up to 90 percent of the approved construction costs. 

Norway, since 1989, has witnessed a vast expansion of central government 
financing which, in some respects goes further than in any other northern 
HDuropean country. The program is implemented principally through two state 
banks, the National Housing Bank of Norway, established in 1946 with urban 
housing as its primary field of activity, and the 50-year-old Norwegian Small- 
holders’ Bank, which mainly serves rural areas. The statutes of the latter were 
reformed in 1948 to conform with the basic principles of the Housing Bank. In 
recent years 8O to 90 percent of all Norwegian home construction has been 
financed by these two institutions. The Housing Bank has dove double the 
business of the Smallholders’ Bank, 

Loans of the Housing Bank cover first, second, and third mortgages. The 
calculation of loans and subsidies is based on the principle that, in order to be 
equitable from the social point of view, the rent of a normal dwelling should not 
exceed 20 percent of the average income in each locality. The capitalized value 
of this rent provides the yardstick for determining the size of the loans which 
are granted up to a maximum of 90 to 95 percent for cooperative building 
societies, 85 to 95 percent for homeownership building, and 75 percent in other 
cases. The rate of interest is 24% percent and the loans are of very long 
duration, generally 100 years for brick and concrete houses and 75 years for 
timber houses. However, the capitalized value arrived at according to this 
method falls far short of actual construction costs and in practice the loans 
granted do not—on an average—go higher than 55 to 60 percent of these costs. 
The remainder is in part contributed by the builder (usually 10 to 15 percent 
for cooperative building societies, otherwise 20 to 25 percent) and in part by a 
subsidy granted by the bank and normally free of any interest or repayment 
charges. The subsidy is determined according to the size of the dwelling and 
reaches its maximum at a floor area of SO square meters (corresponding, roughly, 
to 8 rooms plus kitchen and bath). 

All northern countries build for families with children, and for those of low 
and middle income generous rent subsidies are provided based on the number 
of children. There are similarly large subsidies provided to care for the elderly. 
The entire question of rents and subsidies in Scandinavian countries is a subject 
for exhaustive study. 

It ts doubtless true that much of the northern European experience in housing 
is not applicable to the United States, but its basic concept merits careful and 
on-the-spot examination by those who would place human welfare in housing 
ahead of private profits. In northern Europe we find countries facing up to 
difficult population problems that are countless years away from American 
experience. We find nations that have faced up to the unhappy facts of housing 
needs, put them in proper relationship to economic and social structures of 
their countries, and are proceeding to conquer a problem that is gradually 
strangling the cities of America. American technicians also have much to 
learn from Scandinavian experience in the field of land utilization, community, 
social and economic planning. For a thumbnail sketch of housing in northern 
European countries, must reading is a reprint of chapter V from the study on 
Freedom and Welfare (Social Patterns in the Northern Countries of Europe), 
sponsored by the Ministeries of Social Affairs of Denmark, Finland, Iceland, 
Norway, and Sweden. 


(The complete statement of Mr. Krooth is as follows:) 


STATEMENT OF Davin L. Kroornu, oF THE NATIONAL HOUSING CONFERENCE 


Mr. Chairman and members of the committee, my name is David Krooth. 
I want to thank you for the opportunity to appear before this committee again. 
As an unpaid member of its board of directors, I am appearing on behalf of 
the National Housing Conference, a nonprofit organization which, for over 
25 years, has been devoted to the protection of the public interest in housing and 
the development of a balanced housing program for all the people. 

May I first congratulate the committee on the outstanding contribution 
which it has made to the study of housing and of the current problems caused 
by the tight-money market and rising costs. The hearings of this committee 
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throughout the country have brought out the vital facts concerning our 
serious housing problems. They have made it possible to formulate legislation 
that is responsive to the needs of the people who are being neglected by our 
present housing programs. 


1. NEED FOR RELAXATION OF TIGHT-MONEY MARKET IN HOUSING 


We all recognize that the tight-money market has been particularly harsh 
and retarding in its effort on housing, as compared with other segments of our 
economy. We have a large and continuing need for more housing construction to 
meet the requirements of our population and its growth. Yet our construction 
of homes last year was 200,000 less than the preceding year. We are again faced 
with the likelihood of a further decline, so that this year—for the first time 
since 1948—we expect less than a million homes to be built. This is grossly 
inadequate to meet the increasing housing needs of the people, which are esti- 
mated conservatively as at least 1,400,000, and realistically as 2 million homes a 
year. 

It is necessary to provide some relaxation in the housing field from the tight- 
money market if we are to maintain even the low current level of housing con- 
struction. It is also necessary to reduce financing costs if we are to provide 
housing for middle income families who now find housing beyond their 
reach. 

2. FNMA’S SECONDARY MARKET OPERATIONS 


First, let me say that we are in favor of additional authorizations of 
funds for the secondary market operations of the Federal National Mortgage 
Association. At least the amounts requested by the President are needed to 
continue a job that must be done. 

However, I would like briefly to comment on the nature of the secondary 
market operations of FNMA and their effect on the present housing market 
and costs. These operations are designed to assure the availability of a lim- 
ited amount of mortgage financing by providing a degree of liquidity for mort- 
gage investments and helping to improve the distribution of investment capital 
for residential mortgage financing. 

Since the time that FNMA has become a mixed-ownership corporation, instead 
of a Government-owned institution, it has been operating like a private business 
in its secondary operations. It does not provide any substantial support to 
the market, but it purchases mortgages at what it regards as their current 
market price. FNMA reduces its prices from time to time, if necessary, to 
follow the market on down. In short, FNMA’s program makes limited amounts 
of money available—at a price. These current prices, involving large discounts, 
have been one of the factors which have increased housing costs, as it must be 
assumed that builders pass on to the consuiner the additional costs of financing, 
just as they do with increases in the cost of bricks, lumber, or other con- 
stituents of a house. 

Illustrative of current FNMA prices on mortgages guaranteed by the Veterans’ 
Administration and bearing 41% percent interest are: 95 percent of par for 
mortgages on properties in New York and the Northeast; 94% percent on 
properties in the South and Midwest; and 94 percent on properties in the 
West. Besides these discounts, there are fees and other costs which may be 
summarized as follows, on a typical sale of a GI loan to FNMA: 

Percent 
(1) Discount, i. e., pay 9414 cents on the $1 51 
Ee RE IO nap irene nes eecmbieee bias So ee er 
(3) Investment in FNMA stock-_-_-~--- 


tw 


* 
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Total payments to FNMA 


7 8 


In addition, there are the following additional costs of financing incurred by 
the builder : 


Percent 

(1) Services of mortgagee___-_-~~- te Fe tite 1% 
a ea a, cinema anal semrinenineselisinah dhiwwniet ~~ 1 
Total payments for financing__.....-_.-...--~- 5 a io upeadaphince Haitian ches fee 


While it is true that 2 percent represents the purchase of FNMA stock, this 
stock is currently selling at 50 cents on the dollar, so that half of the price repre- 
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sents an additional cost of financing. In this typical case the total costs in- 
volved in getting financing amount to 9% percent, or over $1,200 on a $13,000 
mortgage. This is a tremendous price to pay for financing. Undoubtedly, it is 
one of the reasons for the current increases in the prices of houses, 

What can be done about this situation? Since FNMA was made a mixed- 
ownership corporation in 1954, and is ultimately destined to be privately owned 
entirely, its charter contemplates that it should operate at a profit so that it can 
pay dividends on the stock which is privately held, as well as the stock held by 
the Government. The present program of large discounts and financing charges 
is a product of this new form of organization and private stock investment in the 
company. It also reflects action taken in response to the congressional direc- 
tion that mortgages be purchased within the range of market prices, which pre- 
sumably means following the market on down. Thus, when the interest rate 
was recently increased by one-half of 1 percent on FHA mortgages under section 
203, the market price for previous mortgages bearing a 414 percent rate went down 
immediately. This was reflected in a reduction of 4 points in the price which 
FNMA now pays for the 4% percent mortgages, as compared with its price for 
5 percent mortgages. 

If Congress wishes to provide some support for certain types of mortgages, it is 
necessary that the provisions of the FNMA law be amended. What is the danger 
of suffering losses in case higher prices are paid for mortgages in the secondary 
market operation? If FNMA were required to resell the mortgages in the open 
market, it would suffer losses to the extent that it paid a higher price than the 
current market price. However, if Congress established a policy that excessive 
discounts were to be eliminated in purchasing mortgages under the secondary 
market, that policy could also prescribe that FNMA should hold the mortgages 
and make collections on them until their full retirement, unless they could be 
resold sooner without loss. If FNMA holds the mortgages, there is no real risk 
of loss, since they have the protection of Federal insurance or guaranties. 


3. FNMA SPECIAL ASSISTANCE FUNCTIONS 


So far I have been discussing FNMA’s secondary market operations, where we 
recognize that an increased authorization is necessary to aid in supplementing the 
limited current supply of mortgage financing. However, we should also consider 
the needs for additional FNMA authorizations of special assistance funds to pro- 
vide housing where it is most needed and where it will best serve the publie 
interest. 

At the time Congress rechartered FNMA, it was apprehensive about the avail- 
ability of financing for mortgages originated under special housing programs 
designed to provide housing for segments of the population who would otherwise 
be unable to obtain housing. Under this legislation, mortgages relating to the 
following groups or areas have been designated as eligible for purchase by FNMA 
under its special assistance program : Military; Territories; renewal and reloca- 
tion; disaster: and elderly. Congress itself designated mortgages on cooperative 
housing as eligible for special assistance. It was also contemplated that housing 
for minority groups should also be covered, but this has not been done. 

To meet these special assistance needs, Congress authorized FNMA to make 
advance commitments and to purchase mortgages. For these functions, the 
Treasury was authorized to make advances of funds to FNMA against the receipt 
of its corporate obligations. 

On these special-assistance functions, no private money is invested, and no 
private stock is sold. FNMA operates solely with Government money, the same 
as other Government agencies. These operations should, therefore, serve the 
public interest. FNMA should assure that mortgage financing is made available, 
on reasonable terms, to meet these areas of special need among the population, 

The recent staff report of the Senate Subcommittee on Income and Housing 
contains some vital information as to these areas of special need. Apart from 
low-income families who require public housing, the mayors of 74 cities reported 
critical needs in their cities for housing among middle-income families. They say 
that the housing being produced in their cities today costs more than these fami- 
lies can afford. This is confirmed by the data showing that 7 out of 10 homes 
financed with FHA insurance serve families whose incomes are above the median 
level in the middle-income third of the population. 

What can these middle-income families afford? The monthly income of mid- 
dle-income families in cities ranges from $320 to $500 per month, with a median 
income of $404 per month. These families can afford to spend about one-fifth 
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of their income for housing, or from $65 to $100 per month, or a madian of $80 
per month. This includes all housing costs, not just monthly mortgage, tax, and 
insurance payments. 

Yet the median price of homes being built in cities today is $14,500, which in- 
volves a monthly housing cost beyond the reach of middle-income families. One 
way to serve more middie-income families is to reduce the construction costs of 
housing, but costs of land, lot development, and construction are all going up, and 
so is the cost of getting financing. The median sales price of new homes rose 
from $12,300 in 1954 to $13,500 in 1955, and to $14,500 in 1956. Part of this may 
be due to an improvement in the size or amenities in housing, but a substantial 
part is due to increased construction costs. These are difficult to check in an 
economy where costs are rising generally. However, you can legislate to help re- 
duce both the cost of getting financing and the monthly carrying charges on mort- 
gages. In this way you can make housing available to middle-income families. 
In doing so, the special-assistance legislation should earmark funds for those 
types of housing which will serve middle-income families. 

With FHA cooperative housing under section 213, it has been found that 
lower monthly costs have been achieved than the housing costs under other 
FHA sections. Besides the other savings realized on nonprofit cooperatives, the 
monthly costs of this housing are reduced because of more favorable financing 
terms. Let me illustrate how these reductions bring this housing within the 
reach of middle-income families. 

Let us assume a mortgage of $13,000 under section 203 of the FHA law where 
there is a 25-year period of amortization at 5-percent interest, plus 0.5 percent 
FHA insurance. In this case the monthly financing cost is $80. 

With a sales type cooperative under section 213, at the same interest rate, 
there is a 40-year amortization period. This reduces the monthly financing 
cost by $13, so the monthly carrying charges on this mortgage are $67. This 
brings this house within the reach of a family with an annual income which is 
$780 less than is possible under section 203. 

With a management-type cooperative under section 213, the interest rate is 
one-half of 1 percent less than on a sales-type cooperative, due to the fact that 
there is a lower servicing cost on a single mortgage covering many dwellings. 
This reduces the monthly financing cost by another $4.50, so the monthly carry- 
ing charge on this dwelling is $62.50. This reduction brings this home within 
the reach of a family with an annual income which is $1,050 less than is pos- 
sible under section 203. 

Can middle-income families afford housing at these costs? Besides financing 
costs, we must consider taxes, insurance, heat, utilities, and maintenance costs 
of housing. On this house with a $13,000 mortgage, these additional costs aver- 
age $33, so the total monthly housing cost under section 203 is $113. This is 
more than middle-income families can generally afford. 

With a sales-type cooperative under section 213, the total monthly housing 
cost on this house is $100. This is within the reach of families at the top of the 
middle-income third. Families who earn $500 per month can afford to buy a 
house in a sales-type cooperative where they get fee simple title upon the com- 
pletion of their home. 

With a management type cooperative under section 213, the total monthly 
cost on this dwelling is $90. This includes not only the savings on financing due 
to one-half of 1 percent lower interest rate, but also some savings through pur- 
chases of utilities at lower rates. This mangement type cooperative reaches a 
little lower in the middle income third and provides housing for those who earn 
$450 per month. 

In the recent survey by the Senate Subcommittee on Housing, the mayors 
recommended some form of Federal assistance to provide housing for middle 
income families. Out of a total of 108 mayors, &3 pointed out the need for such 
assistance, including measures such as: More favorable mortgage terms; direct 
loans; and more effective assistance to nonprofit rental and sales cooperatives 
To carry out the purposes of the special assistance program and serve the public 
interest in housing, it is necessary to include provisions which would meet special 
areas of housing need which are now neglected. Congress has authorized pur- 
chases and commitments by FNMA for various special assistance functions which 
total $550 million, including the authorization of $100 million for purchases of 
20 percent participations. With private particiations of $400 million, it was 
intended that there would be total special assistance authorizations and finance 
ing amounting to $950 million. 
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As to the funds which have been allocated under special assistance, only the 
$50 million authorization for cooperative housing has been fully used and is now 
exhausted. Of the balance of the authorizations, the total amount which has 
been used or committed is about $50 million, leaving $850 million of unused 
authorization. This ineludes the $400 million of private participations which 
have not been forthcoming. 

The President’s budget message (p. M43) states that substantial commitments 
are anticipated in both 1957 and 1958 to purchase mortgages insured under the 
urban renewal, military family, elderly family, and other special assistance 
programs. In view of this anticipated volume, the message states that additional 
legislation will be requested to authorize new purchases amounting to $200 
million under the special assistance program, but we believe the increase should 
be $1 billion. 

4, RECOMMENDATIONS AS TO FNMA AMENDMENTS 


What are our recommendations as to FNMA in order to make mortgage financ- 
ing available to meet the special needs of groups and areas which would other- 
wise be neglected? 

First. The authorization to make commitments or purchase mortgages of 
cooperatives should be increased from $50 million to $350 million. The Presi- 
dent’s budget message recommends a $50 million increase in the FNMA authori- 
zation for cooperative housing, but this is not enough even to take care of the 
applications and commitments on cooperative housing which are now pending 
with FHA. These alone would require over $100 million of additional authoriza- 
tion. To help meet the critical need for housing among middle income families, 
the cooperative housing authorization should be increased by at least $300 mil- 
lion. 

Second. Of this increased authorization, $150 million should be earmarked 
solely for cooperatives where there is consumer sponsorship. The FHA would 
make the determination as to consumer sponsorship on the basis of its finding 
that there is a nonidentity of interest between the builder and the cooperative. 
It is necessary to earmark a portion of the authorization for consumer-spon- 
sored projects, since those projects require more time in their formulation and 
development. During their period of organization, consumer groups require an 
assurance that funds will be held for them, without being quickly exhausted by 
the builder-initiated projects which move so much faster. 

Third. With respect to the authorization for conimitments and purchases of 
mortgages on cooperative housing, the limitation as to the amount to be avail- 
able for any oue State should be increased from $5 million to $35 million. This 
would maintain the principle that not more than 10 percent of the $350 million 
proposed authorization would be available for any one State. 

Fourth. In this connection, a provision should be added that the limitation 
for any one State should be $20 million for cooperative projects which are not of 
the consumer-sponsored type so that the remaining $15 million of the State limi 
tation would be available for cooperative projects sponsored by consumers. 

Fifth. With respect to special assistance and cooperative housing functions, 
Congress should direct that FNMA purchase these mortgages at par, in recogni 
tion of the special public interest to be served. The present legislation provides 
that these mortgages are to be purchased at a price not less than 99 percent of 
the principal amount of the mortgage : such purchases are authorized for a period 
of 1 year following the passage of the Housing Act of 1956. Since the 1-year 
period will shortly expire, it is necessary to extend the period an additional 1 
vear; at the same time, the price should be fixed at par. Purchases at par are 
now being made by FNMA under one of the special-assistance programs, i. e., 
mortgages on armed services housing under section 805. We are merely proposing 
that the same policy should be applied to other special-assistance functions. 

Sixth. The act should be amended to reduce from 1% to 1 percent of the mort 
gage amount, the fees charged by FNMA for its commitment and purchase of spe- 
cial-assistance mortgages. Before FNMA was rechartered, these fees were one 
half of 1 percent, so a charge of 1 percent is liberal. One-half of this charge 
should be payable when the commitment is issued and the balance when the 
mortgage is delivered. Under one of its special-assistance functions (' e., 
mortgages on armed services housing), FNMA is now charging at this rate t ‘tal 
ing 1 percent, and payable one-half at the time of commitment and one-half at 
the time of purchase. Here again we are merely suggesting that the same rate 
of charges be applicable to other special-assistance mortgages. 
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Seventh. The special-assistance provisions should be amended to avoid dis- 
crimination against larger families and against housing in high-cost areas. In 
cases where housing averages more than 6 rooms, or where housing is located in 
an area determined by FHA to be high cost, the $15,000 limit on mortgages 
eligible for purchase by FNMA should not apply; instead, the FHA statutory 
limit on the amount of mortgage, computed on a per-room basis, should be ap- 
plicable. 

HKighth. The act should be amended to authorize FNMA to make construction 
financing available in special-assistance cases where the financing is not other- 
wise available. Such financing merely involves making advances at an earlier 
dte, since FNMA is now authorized to make a commitment to purchase the mort- 
gages. This construction financing would be made only where FHA insures the 
construction advances. 

I am submitting with my testimony a draft of amendments to the pending reso- 
lution which would make the changes in the law which we are proposing. 

These amendments to the FNMA legislation are necessary to carry out the 
objective of assuring financing for housing of the types which have been deter 
mined to have a special public interest. This includes not only housing for fam- 
ilies of middle income under cooperative mortgages insured by FHA, but also 
housing for elderly persons, the armed services, renewal areas and relocation, 
disaster areas, and minority groups. 


5. PURCHASE OF GI MORTGAGES 


There is virtually no money available to buy, at or near par, mortgages guar- 
anteed by the Veterans’ Administration and bearing an interest rate of 414 per 
cent per annum. With competing FHA-insured mortgages available at 5 percent, 
this is understandable. Therefore, if we are to provide such GI financing at this 
interest rate, legislation must be passed providing for the purchase of such mort 
gages, along the lines of the bills introduced by the chairman of this committee 
or Congressman Patman or Congressman Ayres, i. e., H. R. 3081, H. R. 22, or 
H. R. 3602. 

With the increasing costs of housing and the greater difficulty of middle-in 
come families in getting homes within their means, we concur in the action taken 
by the Committee on Veterans’ Affairs in voting against an increase in this inter- 
est rate. Such an increase in interest rates on a $13,000 mortgage would mean 
an increase in monthly payments of $4, which would require an additional income 
of $250 per year. 

However, it is not a service to the veteran merely to deny an increase in the 
interest rate, unless affirmative measures are taken to provide him with a loan 
at the 414-percent rate. Moreover, it should be done without imposing upon the 
veteran the additional burden of paying $1,000 more for his house in order to 
sell FNMA a $13,000 mortgage at this interest rate. To avoid imposing such ad 
ditional burdens represented by excessive discounts, it is necessary that funds 
be made available for the purchase of these mortgages at par. 

We are not particularly concerned as to which of several approaches is used 
in making the money available to veterans for purchases of their mortgages so 
long as the assistance is available on the following basis: (a) Without limitation 
as to areas, since the need for such assistance is nationwide; (b) with a volume 
of money sufficient to meet the need; and (c) with the purchase of the mortgages 
at par. 

As to the specific approaches suggested in various bills, we will comment 
briefly. We approve, in principle, the use of $1 billion of the national service 
life insurance fund for investment in GI mortgages. We feel that these mort- 
gages represent sound securities which will adequately protect the purposes of 
the fund. 

We likewise would approve the extension of the principle of direct loans for 
GI housing, so that assistance could be provided wherever needed. Finally, we 
would approve the extension of the principle of special asistance under FNMA 
for the purchase of GI mortgages at par. Assistance in any one, or combination, 
of these methods should be provided to the extent required in order to provide 
funds for the purchase of GI mortgages. 


6. PROPOSED FHA AMENDMENTS 


We are in favor of the amendments recommended by the Housing Administra- 
tor to liberalize section 203 of the FHA law. To the extent that these amend 
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ments reduce downpayments, they will help families buy homes which they can 
afford to carry. 

Generally speaking, there are two major problems which face a purchaser: 
First, his ability to make the downpayment; and, second, his ability to meet the 
monthly payments on the mortgage as well as the maintenance and expense of 
the house. 

As we have pointed out above, the major problem facing middle-income fam- 
ilies today is that the monthly cost of housing is too high for them. This is 
confirmed by the figures which we have cited showing that 7 out of 10 homes 
financed with FHA insurance serve families that are above the median level in 
the middle-income third of the population. 

The proposed amendments to the FHA law will not meet this problem, because 
there is nothing in these amendments which will have the effect of reducing the 
monthly cost of housing. That is why new legislation and new tools are neces- 
sary to reduce monthly housing costs to a level which middle-income families 
ean afford. 

7. NEED FOR NEW NONPROFIT MORTGAGE COMPANY 


In short, we feel that none of the measures recommended by the Housing 
Agency will fulfill the larger area of Government responsibility to make housing 
available for those families of moderate income who are now neglected by our 
housing programs. Here a different approach is required than that available 
through FHA, VA, or FNMA. What we need are new tools which will have 
the effect of providing housing at lower cost. 

There is a serious housing need among the families of moderate incomes who 
are below the level which can be reached by private housing construction with 
present financing. These families are above the income level served by subsi- 
dized public housing. In short, they are caught in the middle—with their hous- 
ing needs neglected. 

A sound national housing policy requires a program that will meet the ueeds 
of these families of moderate income. Their needs can be met without Federal 
subsidies under a program which would be privately owned and privately 
constructed. 

To bring the cost of housing within the reach of these moderate-income fam- 
ilies, it is necessary that loans be made available at lower interest rates and with 
longer-term amortization. For example, if financing were available at an in- 
terest rate of 344 percent and with a 50-year amortization period, the monthly 
financing cost on a mortgage of $13,000 could be reduced by $16 below the 
financing costs under section 213 of the FHA law and $34 below the financing 
costs under section 203. This would amount to a monthly financing cost of $46 
and a total monthly housing cost of $74. It would bring this housing within 
the reach of a family with an annual income which is $1,000 less than is possible 
under section 213 and $1,950 less than is possible under sectiou 203. Families 
earning $74 a week could afford this housing. They are in the lower range of 
the middle-income third in our cities. Typical of the bills introduced to carry 
out this program is H. R. 815, introduced by Congressman Multer. 

To assure that the benefits of such financing are reflected entirely in lower 
monthly cases of housing to the occupant, this type of financing could be made 
available only to cooperatives and nonprofit corporations. 

A cooperative is the way people build for themselves and own as a 
There are savings that result from the use of the cooperative: 

First, there is the nonprofit feature, as the people undertake and operate 
the project, without speculative profits on the land, construction, or sales 
of housing. Private builders construct the housing at reasonable con- 
tractor’s profits. 

Second, cooperative owners of a group development can do much of their 
own work in maintaining the project. 

Third, by having their homes built in a group rather than individually, 
people save money on construction costs. 

The use of cooperatives, with Federal assistance, has been successful in other 
fields, including rural electrification, farm cooperatives, and cooperatives of 
water users on irrigation projects. 

Families with modern income should be able to get financing for their coop- 
erative housing developments on terms which will make it possible for them to 
afford the housing. So should nonprofit developments of rental housing. 

Such a‘ program would be possible through the establishment of a nonprofit 
mortgage corporation for cooperatives and nonprotit housing. The Federal 
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Government would initially subscribe to capital stock in this corporation agegre- 
gating $100 million. This stock would be retired from the proceeds of the sale 
of stock to borrowers who would be required to subscribe to such stock con- 
currently with the purchase of their mortgages by the mortgage corporation. 
In this manner, the mortgage company would ultimately become privately owned 
by the housing cooperatives and other nonprofit companies. This is the same 
procedure followed with the Federal home loan banks, in which all the Gov- 
ernment’s stock has now been retired. It is also the procedure which has been 
set up for FNMA in its new charter, except that this nonprofit mortgage 
corporation would be owned ultimately by cooperatives and other nonprofit 
borrowers. 

The mortgage corporation would use its initial capital to purchase an initial 
group of mortgages. When the corporation had purchased a number of mort 
gages, it would be authorized to issue bonds in an amount equal to the unpaid 
principal of the mortgages held by it. Thus the basic underlying security behind 
the bonds of the mortagage company would be sound, since it would consist of 
mortgages on cooperative and nonprofit housing projects which had been built 
under the supervision of the mortgage corporation. 

The bonds of the mortgage corporation would have the same type of guaranty 
as FHA-insured mortgages. In the event of a default on those bonds, as in 
the case of FHA-insured mortgages, they would be exchangeable for debentures 
of the Government which would be guaranteed. Reserves would be set aside 
each year as a protection against defaults. They would provide the same pro- 
tection against loss as is present under the FHA-insurance program 

The nonprofit mortgage corporation would not sell the mortgages which it 
purchased, but would pool them as security for its consolidated financing. This 
would provide protection and diversity of security. The project mortgages would 
all be serviced by the mortgage corporation on a nonprofit basis. 

The bonds of the mortgage corporation would represent an attractive invest- 
ment. They would tap large new sources of funds for housing investments. 
Purchasers of these bonds would not have the problems involved in owning or 
servicing mortgages, but would merely clip coupons to collect interest on the 
bonds. 

We believe labor unions and other institutions interested in cooperative and 
nonprofit housing would be prepared to invest large sums—from pension and 
other funds—in the bonds of the mortgage corporation. These sources have 
not been prepared generally to make investments in mortgages because they 
involve servicing burdens and long maturities. 

The nonprofit mortgage corporation would provide an assured source of low- 
cost financing for cooperative and nonprolit housing. This type of low-cost 
financing would be made available only to cooperatives and other nonprofit 
organizations who could demonstrate that they will achieve additional savings 
through the use of nonprofit and other features. In short, the savings involved 
in this program represent a combination of savings: First, in the nonprofit 
undertaking and operation of the projects ; and second, in the nonprofit financing 
with long-term loans at low interest rates 

This program would make it possible to meet the housing needs of families 
of moderate income for whom housing cannot now be built with the tools avail 
able under existing legislation. The projects would be limited to the admission 
of only those families whose needs cannot be met without the aid of nonprofit 
financing. 


8. FHA AMENDMENT MAKING SECTION 215 APPLICABLE TO EXISTING HOUSING 


Section 213 of the FHA law should be amended to carry out a comparable 
policy to that established by Congress under other FHA provisions by making 
section 213 applicable to existing housing. Thus, financing under section 203 
has been extended to existing housing. Since existing housing can be purchased 
for substantially less than new construction, there are cases where cooperative 
purchasers could acquire housing at lower initial and monthly costs if the FHA 
financing were available to them under section 213, primarily for management 
type projects. 

We are submitting herewith a proposed amendment to accomplish this pur 
pose, with the necessary limitations that the financing of existing housing under 
section 213 would be limited to cases involving construction started after the 
date of the passage of the proposed amendment where: (a) the housing was 
constructed subject to FHA inspection; and (b) the housing was built with the 
payment of prevailing wages as required by section 212. 
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Amendment to section 213 of FHA law to make it applicable to existing housing 


Section 213 of the National Housing Act, as amended, is hereby amended 
by adding at the end thereof the following new subsection : 

(i) Nothing in this act shall be construed to prevent the insurance of a mort- 
gage under this section covering property upon which dwelling units and related 
facilities have been constructed prior to the filing of the application for mortgage 
insurance hereunder: provided that as to any project on which construction was 
started after the date of passage of this subsection, the mortgage on such project 
shall be eligible for insurance under this section only in those cases where the 
construction was subject to inspection by the Commissioner and where there 
was compliance with the provisions of section 212 of this title.” 


9. NEED FOR HOUSING RESEARCH 


One of the most important elements in any comprehensive housing program is 
research. A comprehensive research program is essential to provide the Ad- 
ministration and the Congress with facts to guide Federal housing programs; it 
is essential to enable a $20 billion industry to play its proper role in a dynamic 
economy, and it is essential to enable local communities in their efforts to solve 
housing and renewal problems. 

During the last 50 years we have seen remarkable results from Federal sup- 
port for research in agriculture and in the physical sciences. Largely as a 
result of the agricultural research programs we have increased agricultural pro- 
ductivity at a rapid rate. Federal support for such research was essential 
because famers could not conduct it themselves. Large manufacturing indus- 
tries can afford to spend huge sums for research and find it advantageous to 
spend from 5 to 20 percent of their total income for research. The housing in- 
dustry is not such an industry. It consists of small builders, realtors, lenders, and 
suppliers, few of whom are large enough or stable enough to invest in housing 
research. As in agriculture such research is needed and will prove beneficial. 
It must be supported by Government. 

In recent years the Government has insured or guaranteed mortgages on 
almost half of all new residential construction. Its outstanding guarantees of 
mortgages, deposits, and bonds, and its direct loans constitute a huge sector of 
the current building and financing economy. Yet this committee has asked in 
vain, “What proportion of the American people can afford to buy homes?” “Is 
the market being oversold?” “How many families need homes?” Federal of- 
ficials, local officials, private lenders, and builders lack the facts needed for 
sound judgments on these questions. Similar questions have been asked about 
the cost of housing, problems of neighborhood deterioration, questions of local 
expenditures to provide community facilities for housing and the like. It is 
regrettable that the administration has failed to propose a comprehensive hous- 
ing research program to the Congress. 

Last year, upon the initiative of this committee, a new research program was 
authorized. As finally adopted it was woefully inadequate in size. The Admin- 
istration failed to start action on the program in the ensuing 8 months, despite a 
clear congressional intent that a start be made at once. The work proposed is 
of limited, but important scope. It concentrates upon the improvement of sta- 
tistical series and neglects the larger problems of market analysis, technical 
and design research, and research into the problems of urban areas. Nevertheless 
it is a start. 

With housing a sector of the economy that accounts for nearly half of all 
investments and more than a third of our national wealth, it is imperative that 
we have an adequate housing research program supported by continuing 
appropriations, 


AMENDMENTS TO PROVISIONS RELATING TO SPECIAL ASSISTANCE FUNCTIONS 
1. TO ELIMINATE DISCOUNTS AND PROVIDE FOR REASONABLE CHARGES 


That section 305 (b) of the National Housing Act, as amended, is amended (1) 
by striking out from the second sentence, immediately following the words 
“during the period of,’ the word “one” and inserting in lieu thereof the word 
“two”; (2) by striking from said second sentence “99” and inserting in lieu 
thereof “100”; (3) by inserting in the third sentence, immediately following 
the words “for its services under this section,” the following words: “in an 
amount not to exceed 1 percentum of the unpaid principal amount of mortgages 
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for its commitment and purchase thereof”; and (4) by striking the period at the 
end thereof and inserting in lieu thereof a colon and inserting immediately 
thereafter the following: “Provided, That not more than one-half of such charge 
or fee shall be collected at the time of the issuance of the commitment, with 
the balance to be collected at the time of the purchase of the mortgages involved.” 


2. TO ADJUST MORTGAGE AMOUNTS FOR LARGER HOMES AND FOR HIGH-COST AREAS 


That section 302 (b) of the National Housing Act, as amended, is amended by 
striking the period at the end thereof and inserting immediately thereafter the 
following: “Provided further, That wlth respect to mortgages on which the 
Federal Housing Commissioner shall have issued a commitment to insure pur- 
suant to sections 207, 213 or 220, the limitations of clause 3 of this proviso shall 
not apply to commitments or purchases thereof pursuant to the special assistance 
functions of the Association where the housing involved is located in a high 
cost area as determined by the Federal Housing Commissioner or has an average 
of more than six rooms per family unit; in such cases the limitation as to the 
original principal obligation of the mortgage eligible for commitment or purchase 
by the Association shall be the amounts applicable to such mortgages, respec- 
tively, under sections 207, 213 or 220, as the case may be. 


3. TO INCREASE THE AUTHORIZATIONS FOR PURCHASES OF MORTGAGES ON COOPERATIVE 
HOUSING 


That section 305 (e) of the National Housing Act, as amended, is amended (a) 
by striking out “$50,000,000” and inserting in lieu thereof “$350,000,000” ; (b) by 
striking out “$5,000,000” and inserting in lieu thereof “$35,000,000”; and (c) by 
striking the period at the end thereof and inserting in lieu thereof a colon and 
inserting immediately thereafter the following: “Provided (1) that of the total 
amount of advance commitment contracts and purchase transactions authorized 
by this subsection, the amount of $150 million thereof shall be available solely 
for commitments or purchases of mortgages where the management or sales-type 
cooperative involved is certified by the Federal Housing Commissioner as con- 
sumer-sponsored on the basis of his determination that there is a nonidentity 
of interest between the builder and the cooperative; and (2) that of the commit- 
ments in any one State, not more than $20 million shall be outstanding at any one 
time for mortgages with respect to cooperative projects which are not of the 
type described in clause 1 of this proviso. 


4. TO PROVIDE CONSTRUCTION FINANCING WHERE IT IS NOT AVAILABLE 


That section 305 of the National Housing Act, as amended, is amended by 
adding the following new subsection at the end thereof: 

“(g) On cases involving special assistance functions where the Association is 
authorized by this section to make commitments to purchase and to purchase any 
mortgage (or participation therein) and where the association finds that financ- 
ing is not available on reasonable terms for the construction of the housing 
project under a mortgage where the Federal Housing Commissioner insures 
advances, the association is authorized to provide, or participate in, such con- 
struction financing under a mortgage where advances are insured as aforesaid. 
The association may impose charges or fees for its services in providing con- 
struction financing in an amount not to exceed 1 per cetum of the total principal 
amount of the mortgage loan or of its participation therein. 

Mr. Wipnaty. Mr. Chairman, would you yield at this point ? 

Mr. Rarns. Mr. Widnall. 

Mr. Wipnat. Do they do in Norway and Sweden what they do in 
Italy, make the tenant or the cooperative owner provide all his own 
fixtures, all his own sanitary facilities, all his own kitchen equipment ? 

In most apartments that I have seen in Europe you rent a shell, 
you don’t get anything from the landlord at all. 

Mr. Jounson. Mr. Widnall, I was in Italy, too, but I would like to 
say that in the Scandinavian countries they not only provide the 
most modern homes and space features of anywhere I have seen, but 
they also make certain the schools are ready to operate before the 
families move in, and that health clinics are ready to operate when 
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families move in. When a new community is completed—and there 
are new communities in every one of the Scandinavian countries, 
also Holland, Belgium, and England, the whole thinking and plan- 
ning is based on the needs of the total community, before it starts to 
operate, so they don’t run into some of the terrific social problems that 
we face in this country because of inadequate planning. 

That is not true in southern Europe, but it is true in northern 
Europe. 

Mr. Wipnau. Well, actually the government controls the whole 
operation, doesn’t it ? 

Mr. Jounson. The government controls a great deal of the opera- 
tion, most of the oper ation, I would say. 

Mr. Wipnatt. Is the building done by the government, or is the 
building done by private contractors? 

Mr. Jounson. It is done by private contractors. The government 
maintains basie controls. Because of the vast populations and the 
terrible need for housing, you have a continuing rent control and an 
occupancy control, and the families in the greatest need are the first 
families housed. ‘Therefore, you have extensive government control 
inthat sense. They feel such controls are necessary because they have 
this terrific social problem of getting the people housed first who are 
living under the worst conditions. 

Mr. Rarns. Are there any further questions? Mrs. Sullivan. 

Mrs. Sunxtivan. Yes; I have a couple I would like to ask, Mr. 
Chairman. 

Mr. Krooth, on page 6 of your statement you compare a regular 
FHA 203, 25-year loan, with a section 213 40-year cooperative loan. 

Would you tell the subcommittee the amount of interest which the 
home buyer would pay in both cases over the life of the loan? 

Mr. Kroorn. | dont have the actual computation, but when we 
have a 40-year mortgage there is no question that over the whole 
length of the mortgage the owner is going to pay a lot more in interest ; 
so from that point of view it is certs ainly true that if a man has the 
money and can afford to buy with a 25-year mortgage, it is more 
economical to do so. 

Our only point is that where a man does not have the money, and 
where he needs the financing, and the only way he can get a home 
is to reduce the cost per month by $13, then it is to his interest to be 
able to get the longer term financing so he can move into that home 
with his family. 

Mrs. Sutniivan. Well, could you at this point in the record just 
supply that so we do have a comparison ? 

Mr. Kroorn. Certainly. 

(The material referred to will be furnished.) 


Total interest charges at 5 percent, on a $13,000 mortgage, guaranteed 


by FHA under section 208, with a 25-year amortization period____-___ $10, 400 
Total interest charges at 5 percent, on a $13,000 mortgage, guaranteed 

by FHA under section 218, with a 40-year amortization period__.______ 16, 702 
Total interest charges at 444, on a management type cooperative, guaran- 

teed by FHA under sec tion 213, with a 40-year amortization period____ 14, 984 


Total interest paid in all instances is on a level payment basis. 

Mrs. Sutiivan. There is one other point. Fannie May can require 
a seller of mortgages to buy any amount of stock. At the present 
time, it is true the requirement is only 2 percent. I believe this cre- 
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ates some uncertainty in the minds of builders. Last year we recom- 
mended that Fannie May be prohibited from raising the stock pur- 
chase requirements above 2 percent. 

What do you think of that idea ¢ 

Mr. Kroorn. Well, I think introducing some certainty on that point 
would be good. I would be in favor of it. If it is the wish of the 
committee to keep it at 2 percent you could write that into the law, 
because, as you say, if FNMA so decides it can increase the purchase 
above the 2 percent. 

As you know, when a man buys that stock he recognizes that it 
represents a cost to him, because the stock is selling at 50 cents on the 
dollar. So, a buil der just adds 1 percent to the price of his house, be- 

cause he iaunes that is what it is costing him. 

Mrs. Sutiivan. That is all, Mr. Chairman. 

Mr. Ratns. Mr. Betts. 

Mr. Berrs. I wanted to make a comment on your statement at the 
top of page 2 when you apparently object to Fannie May because it 
is operating as a private business. 

Of course, to me that is a compliment instead of an objection. But 
one of the reasons you state is because they go out and purchase mort- 
gages apparently at the market value. Well, to my way of thinking 
that is nec essary to keep a revolving fund. In other words, if they 
go out and buy it at an artificial price it seems to me they would find 
it difficult to sell it. They have to buy it at the market, so that when 
the opportunity comes they can sell it and put that money back in 
the revolving fund to buy more mortgages. 

It seems to me that is necessary to keep the whole secondary opera- 
tion flowing. I would like a bit more explanation. 

Mr. Kroorn. I am not disagreeing with the position that you have 
described for that part of the Fannie May operation which represents 
the mixed ownership where there is private stock investment. Once 
Congress decided, and I am not saying that it was the wise deci- 
sion, but once Congress decided that they wanted a secondary market 
operation where the stock would ultimately be privately owned, oem 
I think it follows that FNMA would have to operate more or less like 
private business in these operations. FNMA buys the mortgages at 
market, so that it will have liquidity in its portfolio. However, what 
I am pointing out is that this very fact is creating serious problems, 
because if anybody expects that because we have a secondary market 
with Fannie May this is going to help the GI get 414-percent money, 
the fact is that it isn’t. Tt is going to cost that GI a total of $1,200 
on a $13,000 house if he gets financing through the route of Fannie 
May under the secondary market. This includes construction finance 
ing and the service charge of the mortgagee. 

So what I am pointing out is there is another part of Fannie May 
which isn’t private business at all; where there is no private invest- 
ment, but it is all Government money. That is special assistance, and 
in that area where there are special needs that Congress identifies 
and the President approves, in that area I say FNMA should not op- 
erate like a private business. The prices should be fixed at par, 
because there is a public purpose to be served. 

Now, if the Congress decided that it was in the public interest for 
GI's to get money at 41% percent, then one way to do that would be to 
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put that in the special-assistance fund. It would be your decision that, 
as a matter of public policy, that was the right. I think you are 
entirely right that once you have a business where private people have 
money invested, I doubt whether you should say it is not to operate 
like a business. 

Mr. Barrerr. Would you yield there for a minute ? 

You speak of giving the GI’s an opportunity to use the special- 
assistance funds of FNMA. Are you indicating by that that while it 
is necessary to pay 5 percent on a loan the Government will absorb 
the other half percent 

Mr. Kroorn. I am saying that if Congress decided—so far there 
has been no bill acted upon favorably to the contrary—if Congress 
decided as a matter of policy that they wanted the GI to have 414- 
percent money, one way to do it is to make special-assistance funds 
available for that purpose. Now, would the Government lose money ? 

Well, if Fannie May, after they got the mortgage, was required to 
go out and sell it, they would lose money. However, if it held the 
mortgages which are guaranteed, they would not lose money. 

Mr. Barrerr. Let us stick to the GI for simplification. 

Mr. Ratns. Well, you are not advocating Congress putting GI’s 
under special assistance, you are merely pointing that out as an 
ilustration. 

Mr. Kroorn. I am pointing that out as an illustration of one way 
you could make GI money available. There have been various pro- 
posals. One is direct loans. Another is to go to the national service 
life insurance, and still another way may be special assistance. 

We are not advocating any one of those in preference to any other. 
All we are saying is we think it is a good idea for GI's to be able to get 
money at 414 percent, and that one of these methods should be made 
available. 

Mr. Barrerr. If they could not get it at 4144, and money was only 
available at 5 percent, who would absorb the half percent ? 

Mr. Krooru. Well, under the suggestion that I am making, enough 
money would have to be made av vailable so that he could get it at 
414 percent, through one of these Government channels, and if he 
couldn’t then presumably he would have to go out in the market and 
pay more money. 

Mr. Wipnati. Mr. Chairman, one other question. 

When surveys are made of the housing needs of America, I think 
normally they classify housing as 40 years of age or older as sub- 
standard housing. Now, when you start talking about 50-, 60-, or 
70-year mortgages, aren’t those properties subst: indard 40 years from 
now when the type of building has changed completely? We have had 
a vast revolution in housing during the last few years. 

Mr. a Mr. Widnall, let me cite you an example: During 
World War I there were some projects built in Bridgeport, Conn. 
In 1954, oe projects were 38 years old. They had been well de- 
signed, with good architects. After the war pr ivate business people 
took those projects over and maintained them well. 

At that point the projects were 38 years old, and the owners 
couldn’t afford to hold them any longer because they had only 2 years 
left of depreciation, so they sold those projects to an insurance com- 
pany which then converted them to cooperative ownership. 
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I have seen those projects. They are among the nicest projects 
in the city of Bridgeport. ‘The people bought those projects co- 
operatively. In some instances they paid $4,000 a unit, and subse- 
quently they have resold them for six and seven thousand dollars 
a unit. So I say it depends upon the character of the construction 
of a project and the way in which it is maintained. 

Anyone in Bridgeport will say that one of these buildings called 
the Garden Apartments, is one of the loveliest developments in the 
city of Bridgeport. And some of the people who live in there are 
leading citizens of the community—there is a vice president of a local 
bank, and a trust officer, and so on. So I think the life is dependent 
upon the character of the construction and the mortgage financing 
should tie in with it. 

Mr. Rats. Will you yield there a moment? 

Off the record. 

(Discussion off the record.) 

Mr. Kroorn. Just to respond to the question Mr. Widnall asked, 
because I gave an answer by example rather than an answer to his 
specific question : Forty years is not used as test of obsolescence in 
surveys. ‘There is no such rule of thumb. 

Mr. Wipnat. Well, doesn’t the fact that a 50-year-old house lacks 
modern plumbing, modern heating, and modern lighting make it a 
substandard house today ? 

Mr. Kroorn. Those things wear out after a time and are replaced, 
and in these housing developments that we are speaking of, and this 
is true of FHA, too, every month at the same time that money is paid 
for principal and interest in taxes, money goes into a reserve fund for 
these replacements. So at the end of 12 years there is enough money 
in this reserve account to put in new refrigerators. At the end 
of 15 years there is money there to put in new hot- water heaters, 
and so forth, and if you had a 60-year amortization it would be an 
ingredient of a sound financial operation that money would have to 
go in to a replacement fund to replace these things that wear out, 
that the buildings are kept modernized. Basically, the walls, and the 
floors, and the structure will continue to have long life if properly 
built. The structure will last if it is well maintained. 

Mr. Rarns. Mr. Ashley? 

Mr. Asuitey. No questions, Mr. Chairman. 

Mr. Ratns. We are approaching 11 o’clock, gentlemen. 

Mr. Krooth, you have been before our committee before, and let 
me ask you this: What is your ee e—I know you are a lawyer— 
did you use to be counsel for the National Housing—have you ever 
been counsel for the Agency ? 

Mr. Kroorn. Yes; in 1946 I was counsel for the National Housing 
Agency and the Housing Expediter. Prior to that, I was counsel for 
many years for the United States Housing Authority and other 


housing agencies of the Government. 

Mr. Rarns. I want to compliment you because I appreciate the 
vast knowledge you have on housing legislation. Thank you very 
much for appearing before our committee. 

Mr. Krooru. Thank you, sir. 

Mr. Rarns. We have today three other witnesses, and I see them 
all back there. May I make this announcement? 





HOUSING ACT OF 1957 657 


Mr. Wallace Campbell’s statement will be somewhat lengthier than 
the statement of the American Veterans Committee of the Jewish War 
Veterans, and I see we are going to have to meet an afternoon. 

Would it be possible for you to come back at 2 o’clock, Mr, Camp- 
bell, oF, would that upset your plans ? 

Mr. Camesety. I would be happy to come back at 2. 

Mr. R arns. We will appreciate it if you will because we hoped to 
get through by noon, but we are going to have rollcalls, and I don’t 
think we can finish this morning. 

So at this time I will call Mr. Kenneth Birkhead of the American 
Veterans Committee, and at 2 o’clock we will have Mr. Campbell. 


STATEMENT OF KENNETH BIRKHEAD, EXECUTIVE DIRECTOR, 
AMERICAN VETERANS COMMITTEE 


Mr. Birkueap. Thank you, Mr. Chairman. I know you are run- 
ning on a tight schedule, and you have the possibility of some quorum 
calls, and other calls on the floor, so I am not going to ask to read 
the statement into the record. 

Mr. Ratns. We will put your entirement statement in the record, 
and let you make any comments you desire. 

Mr. Brrkxneap. Fine. 

Well, briefly, the American Veterans Committee opposes a raise in 
present rates for GI mortgages. We feel that there should be addi- 
tional funds for direct loans made available, something similar to the 
bill such as the chairman of the subcommittee has introduc ‘ed, or the 
bills which have been introduced in the House by Mr. Patman and 
in the Senate by Mr. Humphrey. 

There is one matter in this field of housing in which our organiza- 
tion has been particularly concerned, and that has been the question 
of whether Negro veterans have benefited from the GI bill to the 
same degree that white veterans have benefited, and we have made 
some proposals at the end of our statement that we feel that Congress 
should give consideration to this problem. 

We feel that in any measures which are developed in this field that 
there should be some procedures set up to provide a coordinator or 
whatever title would be placed on the individual to make sure that 
the Negro veterans are receiving their full benefits, and I would like 
to add one thing which is not in our prepared statement, a bill which 
we have been interested in or this type of legislation which is H. R. 
1060, which was introduced by Mr. Bennett, of Florida, and in his 
measure he provides the setting aside of a sum of $200 million. We 
are not saying that it has to be that sum, or any specific sum. 

Mr. Apponizio, Are you in favor of Mr. Bennett’s proposal ¢ 

Mr. Birkueap. We would favor generally the idea of Mr. Bennett's 
proposal. 

Mr. Apponiz10o. Do you know if the Urban League or the National 
Association for the Advancement of Colored People, have taken a 
position on that Pegs al? 

Mr. Birxueap. I do not know; no, I don’t. 

Mr. Rarns. Mr. Bennett has already appeared before our committee 
in support of his proposal. 

Mr. Birkueap. We would generally favor that principle of having 
some money available. 
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We have been interested in an idea which has been proposed by Mr. 
Dubinsky of the International Ladies’ Garment Workers Union. 
They are setting aside some funds for housing, and they are consider- 
ing the possibility of setting aside a portion of those funds to be 
use ed to make sure that the Negro veterans have direct loans available 
through these funds and through the banks in which they would 
invest the funds. 

Mr. Ratns. I notice in going through your statement that you make 
reference to certain counties in the South where you have made sur 
veys, counties in Mississippi and elsewhere. The whole program of 
direct loans in rural areas, such as you have described here, has prac 
tically broken down. I made this statement before. In my own con- 
eressional district in north Alabama, I have not many, but 1 or 2 
counties in which only a very few direct loans of any type have 
been made, so it not only affects any particular segment, but the pro- 
gram as a whole, with about $200 million lying down there now, appro 
priated by the Congress, and the veterans needing it and demanding it, 
so the Teague bill, as I understand it, makes some kind of direction that 
this direct loan program be reactivated. Of course, you would be for 
that. 

Mr. Brrxueap. We would, definitely, and we realize there is a prob- 
lem for all veterans in many of the rural areas, as you point out, and 
as this subcommittee has many times pointed out dramatically. It 
has broken down. But what we have found, or what our chairman 
found in his trip through some of these Southern States, was there were 
no loans or for all practical purposes no loans, and this had been 
over the long range of the program and not just in recent times when 
the direct loan program had broken down. 

Mr. Rartns. Any questions ? 

Mr. Apponizto. I have no questions. 

Mr. Rarns. Mr. Widnall? 

Mr. Wrnatt. Mr. Birkhead, I was interested in the recommenda- 
tions you are making for the Negro veteran. What good is it going to 
be to make mortgage money available to him if he cannot purchase 
property / 

Mr. Brxeap. It is true in the overall population the Negro veterans 
range down the line economically, but it is true in Atlanta, Ga., where 
GI loans are practically unavailable for Negroes, in fact as we pointed 
out, a study down there shows it is practically unavailable, Negro 
veterans are buying houses under other programs. They are forced 
into buying houses under other programs or even under no Govern- 
ment programs, so it is not a question that they don’t want to buy 
homes. It is a question that they are forced to go into these other 
programs and we feel that they should have somewhat more benefits 
under the GI programs. 

Mr. Wiwwnatt. What you have not made clear is how you feel they 
have been discriminated against in the present program. 

Mr. Brexneap. Because in many areas the lenders will not deal with 
them. They have attempted to secure loans, and have been unable to 
secure loans. They have pointed out to us that a Negro veteran at- 
tempting to secure a loan in a particular area is turned down. A 
white veteran, coming in with no more apparent backing or financial 
capabilities than the Negro veteran, is given a loan. 
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Mr. Wipnatn. So you feel there should be emphasis on a direct loan 
program, as far as the Negro veteran is concerned ? 

Mr. Brrkurap. Concern should be given to whether they are being 
protected under the program. 

Mr. Wipnati. That is all. 

Mr. Rains. Mr. Barrett ? 

Mr. Barrerr. No questions. 

Mr. Ratns. Mr. Betts? 

Mr. Berrs. No questions. 

Mr. Rains. Mrs. Sullivan ? 

Mrs. Suntivan. No questions, Mr. Chairman. 

Mr. Rarns. Mr. Ashlev ? 

Mr. Asuiey. Not at this time, Mr. Chairman. 

Mr. Rarns. We want to thank you, Mr. Birkhead. 

The whole statement that you have will go into the record. We 
appreciate your presenting it in brief. We are running short on 
time. 

Mr. Birxueap. Thank you very much. 

(The complete statement of Mr. Birkhead is as follows :) 


STATEMENT OF THE AMERICAN VETERANS COMMITTEE (AVC) ON THE VETERANS’ 
HovusinG PROGRAM, PRESENTED BY AVC Executive Drrecror Kennetn M. 
BIRKHFAD 


Mr. Chairman and members of the subcommittee, I want to express the appre- 
ciation of the American Veterans Committee for this chance to appear before the 
subcommittee and express the views of the organization. The views set forth 
here were adopted by the national board of AVC, at its quarterly meeting in New 
York City. March 2 and 3. These views are in accordance with the position 
taken by AVC at its last national convention held in Atlantic City, N. J., in 
November 1955. 

The American Veterans Committee opposes any raise in the interest rates 
paid by veterans for housing. 

\VC also believes that the practice of discounting and adding other special 
charges on GI mortgages should be materially restricted, if not prohibited. 

AVC believes that if GI mortgages will not compete in the general housing 
market at 41%4 percent that the Congress should take such steps as are necessary 
to provide direct loans for veterans housing. 

Generally, the AVC approves the companion bills introduced in the Senate by 
Senator Hubert Humphrey, of Minnesota, and in the House by Congressman 
Wright Patman, of Texas. We are not rigid in our support of these bills but 
give our approval to any measures which seem to have the general support of the 
Congress to carry out the position of AVC as set forth earlier. Our present 
feeling is that the Humphrey-Patman measures, 8S. 88 and H. R. 22, come closest 
to carrying out the AVC position. 

Our organization opposes a %-percent raise in the veterans housing interest 
rates since such a raise would add an estimated half a billion dollars to the 
interest charges. An average veteran, buying a $14,000 home under the GI pro- 
visions would be called upon to pay an additional $5 each month for 30 years. 
This would defeat the very purpose of the GI program which was and is to aid 
men and women who have served in the Armed Forces to compensate for the 
interruption in their lives. 

It is for this same reason that the AVC also opposed the practice of discounting 
and other special charges required in connection with placing a GI mortgage. 
We have had cases presented to us in which veterans have been asked as much 
as $500 on homes costing $10,000. We know that the Congress and this subcom- 
mittee, in its studies, have found similar and even more flagrant cases. 

The Congress, in the Housing Act of 1950, gave the VA authority to prohibit 
this practice in the GI mortgage program. The 83d Congress repealed this 
section of the 1950 Housing Act after the administration said that a raise of 
interest rates to 4% percent would provide enough mortgage money so that dis- 
counting would be ended. 
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Some are arguing now that a raise of the interest rate to 5 percent would 
reduce discounts and, in many instances, would remove the practice altogether. 
The experience since the action of the 88d Congress would indicate that there 
is little chance that a raise now would have any more effect than the raise which 
occurred after 1953. 

The proposal to use a portion of the funds of the National Service Life Insur- 
ance reserves should be given the most serious consideration by this subcom- 
mittee and the Congress as a means of providing direct loans for veterans’ hous- 
ing. The Humphrey-Patman bills call for authorizing and directing the Secre- 
tary of the Treasury to invest up to 25 percent of the National Service Life In- 
surance premiums in VA-guaranteed loans. Since the NSLI funds at present 
total more than $5.5 billion dollars this would provide a sum of over $1 billion 
for the GI home-loan program. 

AVC would support using as much as 50 percent of the NSLI reserves if the 
Treasury experts indicate that this would leave a sufficient reserve in the fund. 
As the chairman of this subcommittee has pointed out, the use of the NSLI funds 
would be good management since the funds are now invested in Government 
bonds which yield less than 3 percent. Investment of the funds in the GI hous- 
ing program would yield 4% percent, thus greatly increasing the funds available, 
reducing, or at least, holding the line on NSLI premiums and making possible 
greater benefits for veterans who are a part of the NSLI group. 

There would be no danger to the NSLI funds in using them in the housing 
program. In the first place, the number of GI's defaulting on loans has been at a 
minimum, at least half the default on nonveterans loans. Furthermore, the 
loans would be guaranteed by the VA and thus the loss would actually be nothing. 

There is one phase of the veterans housing program which we would like to 
raise at this point and bring certain facts and proposals to the attention of the 
subcommittee as it studies the needs in this area and prepares to write the 
necessary legislation to provide adequate veterans housing. 

Our organization has been particularly disturbed by the many facts that have 
come to its attention indicating that the Negro veterans of the Nation, and par- 
ticularly those in the South have not benefited from the veterans’ housing pro- 
grams to the same extent as the white veterans. 

In the last census conducted by the United States Census Bureau, in 1950, a 
study was done of the mortgaged homes in the Nation. A part of the study 
pertained to those mortgaged homes which were insured under the GI program. 
This study revealed that about 15 percent of the mortgaged homes in the Nation 
were covered under the veterans’ home loan programs. The figure for the white 
veterans in the South ran 14.2 percent, or nearly exactly the national average. 
At the same time, the figure for the Negro veterans in the South was 4.2 percent. 

zast year, the national chairman of the American Veterans Committee made 
a 5-State, 2,500-mile trip in the South visiting AVC units, and talking with vet- 
erans’ leaders in many areas. Without seeking to bring out the information, the 
fact was volunteered to him in every place he went that Negro veterans were not 
benefiting from the GI home-loan program. 

Examples of what he found: 

In Washington and Sunflower Counties in Mississippi, veterans’ leaders said 
that they had conducted informal surveys and found that of the hundreds of 
Negro veterans there less than 15 who had obtained home loans. Most of those 
15 were men of substance who were able to make larger than usual downpay- 
ments and probably had given some other special inducements to get the loans. 

In Montgomery, Ala., he was told that an attempt had been made to build ua 
group of homes for Negro veterans to be financed under the GI program. The 
VA would not guarantee the loans, stating that the homes did not meet certain 
specifications, although the project was finally completed under the FHA pro- 
gram. Naturally, this fact caused a greater financial burden for the veterans. 

The VA has said that it no longer keeps identification by race, color, or creed 
for applicants under the home-loan program. AVC applauds them for this since 
the Federal Government should not be a party to the vicious practice of using 
race and religious designations on its documents. 

Nonetheless this should not relieve the Government of the problem of assuring 
that there is not discrimination against people because of the color of their skin 
or their ancestry. An analogy might be drawn. The VA does not ask the politi- 
cal affiliation of a person before granting them a service of guaranteeing a loan. 
However, if it was found that a Republican or Democratic group in a particular 
area was not carrying out its responsibilities to the Government because they 
happened to be Democratic or Republican and refused to service people of the 
opposite party, then the Government would have a clear duty to take action 
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Despite the fact that the VA does not keep figures based on race, creed, or color, 
certain facts, in addition to the study of the Census Bureau and the report of 
AVC’s national chairman are available. Our organization has studied the homes- 
for-sale advertisements in many newspapers in the South. The pattern has been 
unchanging. There are many advertisements of homes available under GI terms 
for white veterans and practically none for Negro veterans. The Sunday news- 
papers of Atlanta, Ga., for January 27, 1957, will illustrate this pattern. AVC 
studied the classified columns for that day of the Atlanta Journal and Constitu- 
tiou, the largest paper in that town, and the Atlanta Daily World, the Negro 
newspaper of Atlanta, which also has a large sale in the surrounding areas. This 
study shows that there were 138 individual white homes for sale with GI financ- 
ing and 59 white housing projects, containing several hundred additional homes, 
available for GI financing. On the same day in these papers there was only one 
small project listed in these papers which was available for Negroes under the 
GI program. It is estimated that the Negro veteran population of Atlanta is 
roughly 25 percent of the total white veteran population in that city. 

We have had reports from AVC leaders in Atlanta that the Citizens Trust Co. 
and the Mutual Federal Savings & Loan Association—the two principal Negro 
lending institutions in Atlanta—report that 100 percent GI Negro home loans are 
practically nonexistent. We have had similar reports from other cities through- 
out the South. 

In addition, we have had continual requests from the South to help Negro 
veterans in securing loans. They have tried themselves and have found all doors 
closed to them. As an example, one letter came to the AVC national headquarters 
here in Washington last week which read as follows: 

“Dear Strs: I am writing about the problem of Negro veterans buying homes 
here. I am a disabled veteran of World War II, and it is very hard for me to 
get a home that is any good under the GI bill. The white veterans get what they 
want all right. 

“T have $6,700 of a GI loan left. What I am trying to find out is: Can a veteran 
get a direct loan to buy a home with, or to build a home? If a veteran could get 
a direct loan he could get the kind of home that is best for him and his family. 

“Please give me all the information you can about this.” 

You will note, Mr. Chairman and members of the subcommittee, that AVC’s 
studies and much of our information have come from urban areas in the South. 
Some have charged that the Negro veterans in the South have suffered percentage- 
wise because those in the rural areas do not have sufficient income to consider 
buying homes. The fact is that this is not a rural problem. It is equally a prob- 
lem in the cities. 

AVC would urge that this subcommittee and the Congress consider the follow- 
ing action in this area: 

1. A full study to ascertain the degree to which Negro veterans are failing to 
secure their full housing benefits under the present housing programs. 

2. The setting up of a coordinator in the housing program who would have as 
his full-time job the protection and implementation the rights of Negro veterans 
under the veterans’ housing programs. 

8. A procedure for a followup report to the Congress at a specified time in the 
future to detail the developments and accomplishments of this phase of the 
veterans’ housing program. 

Actually, the discrimination which occurs against Negro veterans in securing 
their full benefits under the GI housing program is another clear case of using 
Federal funds for continuing segregation. This is an evil which must be attacked 
on all fronts. On no front should the attack be more vigorous than when it deals 
with those who have served their Nation in uniform and who have suffered injury 
and disability in protecting those freedoms we have. American Veterans Com- 
mittee urges, with all of the strength at its command, that this subcommittee 
begin the action by assuring that no Negro veterans be denied any of their rights 
to have such aid as is due them to have a decent roof over their heads. 


(The following letter was submitted by Mr. Birkhead :) 


AMERICAN VETERANS COMMITTEE, INC., 
Washington, D. C., March 13, 1957. 
Hon. ALBERT RAINS, 
Chairman, Subcommittee on Housing, House Banking and Currency Com- 
mittee, House Office Building, Washington, D. C. 
IynAR CONGRESSMAN RAINS: In reviewing my testimony this morning before 
the subcommittee, I am somewhat concerned that I did not make myself clear 
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during the questioning regarding H. R. 1060, the bill introduced by Congressman 
Bennett of Florida to provide housing funds for minority groups in this country. 
It was not my intention that the AVC considers this measure a substitute for 
minority groups receiving their full benefits under the existing and contemplated 
regular housing programs. It was my intention to indicate that the Bennett bill 
had merit in those areas where minority groups were not receiving their full 
benefits under the existing and contemplated programs. I would point to the 
wording of the Bennett bill which states that it would prevail “where housing 
so insured or guaranteed is not being provided for such (minority) group at a 
rate in proportion to the percentage of the total population of the area which it 
represents.” 

I am submitting this clarification of my position for the records of the sub- 
committee. 

Yours very truly, 
KENNETH M. BIRKHEAD, 
Executive Director. 


Mr. Ratns. We have time to hear our good friend, Mr. Bernard 
Weitzer. 

Come around, Mr. Weitzer. 

He is the national legislative director of the Jewish War Veterans, 
and a great friend of housing. 

Do you have a prepared statement, Mr. Weitzer ? 

Mr. Weirzer. Yes, sir; I sent that to the committee yesterday. 

Mr. Rains. Do you have a summary that you could give us of this 
statement, wt let the entire statement go into the record ? 

Mr. Werrzer. I think I can just run briefly through the principal 
points. 

Mr. Rats. All right, you may proceed, Mr. Weitzer. 


(The aeneiiis statement of Mr. Weitzer is as follows:) 


STATEMENT BY BERNARD WEITZER, NATIONAL LEGISLATIVE DirecTor, JEwISH Wa 
VETERANS OF THE UNITED STATES OF AMERICA 


On behalf of the Jewish War Veterans of the United States of America, I am 
happy to express appreciation for this opportunity to present the views of our 
organization on the legislation which you are considering to stimulate greater 
activity in the housing field. It is a personal pleasure, as well, to appear before 
the members of your committee with whom I have worked during some 10 
years, now, on the housing legislation which has originated in your committee 
and which has been responsible for an era of housing production previously 
unequaled in our country. 

I am also pleased that you are considering bills which will implement the 
efforts of the House Veterans’ Affairs Committee and thereby help to fulfill 
the promise of housing for veterans, intrinsic in the well-known GI bill of 
rights. That promise included the ability to purchase a home with a minimum 
downpayment on it, a low interest rate, and a low monthly payment for amorti- 
zation and interest. 

As you know from my regular appearances before your committee during the 
past 10 years, the membership of the Jewish War Veterans of the United States 
of America are keenly interested in housing. At our 6ist Annual National 
Convention in Milwaukee, August 1956, 5 resolutions were passed dealing with 
housing. They are titled as follows:: Housing (dealing with the need for an 
up-to-date general housing act); investment of VA insurance funds in VA- 
guaranteed mortgages; VA direct loans for home mortgages; reduction of the 
interest rate on VA guaranteed home loans; and housing for our Armed Forces. 
The full texts of these resolutions are as follows: 


HOUSING 


Whereas the declaration of policy in the Housing Act of 1949 provided ‘“‘the 
goal of a decent home and a suitable living environment for every American 
family,” and this contributes to the development and redevelopment of communi- 
ties and to the advancement and the growth, wealth, and security of the Nation ; 


and 
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Whereas the wholehearted execution of this goal would mean a dynamic pro- 
gram of home construction geared to the housing needs of the American people ; 
and 

Whereas 8. 3158, a bill introduced by Senator Lehman of New York during 
the 84th Congress would have brought about such a dynamic program which 
would have helped to decrease the housing shortage, particularly in rental 
housing for the middle income groups and in a more adequate number of public 
housing units for those who are unable to pay a full economic rental; and 

Whereas the housing bill enacted in the 2d session of the 84th Congress fails 
to meet the requirements of the goal set forth in the Housing Act of 1949: Now, 
therefore, be it 

Resolved, That the Jewish War Veterans of the United States of America in 
61st Annual National Convention in Milwaukee, Wis., August 7—12, 1956, urge the 
85th Congress to enact additional legislation substantially along the lines of 
S. 3158 based on real housing needs to promote proper homes for families of 
low and middle incomes, elderly persons and farm families, a program for slum 
clearance and redevelopment which will expedite the rehabilitation of our cities 
while protecting the rights and needs of persons displaced through these public 
inmprovements; and be it further 

Resolved, That adequate housing for the Armed Forces be provided so that 
our men in uniform are not forced to pay exorbitant rents for poor housing 
which is the case in so many of our Armed Forces installations in all parts of 
the country. This problem is one of the major factors in retarding the develop- 
ments of career officers and the key enlisted men. 


EMPOWER INVESTMENT OF VA INSURANCE FUNDS IN VA GUARANTEED MORTGAGES 


Whereas there has been and continues to be discrimination against the pur- 
chase by mortgage bankers of VA guaranteed mortgage loans, and 

Whereas this discrimination has been manifested in some areas by forcing 
the sale of such VA guaranteed mortgages at discounts ranging up to 8 or 10 
percent, and 

Whereas the purported reason for this situation is a shortage of funds avail- 
able for mortgage loans, generally, and 

Whereas private life-insurance companies in the aggregate invest approxi- 
mately one-third of their investment funds in real-estate mortgages of all types 
including V A-guaranteed mortgages, and 

Whereas the United States Government life insurance and the national 
service life insurance held more than $6,500,000,000 on December 31, 1955, a 
small proportion of which would help, greatly, to increase the market for VA- 
guaranteed mortgages : Now, therefore, be it 

Resolved, That the Jewish War Veterans of the United States of America 
in 61st annual national convention assembled in Milwaukee, Wis., August 7—12, 
1956, that the Veterans’ Administration be directed to purchase as they may be 
available, VA-guaranteed mortgages to the extent of 20 percent of the investable 
funds of United States Government life insurance and national service life 
insurance which are presently invested, exclusively, in United States Govern 
ment obligations. 

VA DIRECT LOANS FOR HOME MORTGAGES 


Whereas there continue to be many areas of the country where the veterans 
cannot find a lender willing to buy a VA-guaranteed mortgage, and 

Whereas the Voluntary Home Mortgage Credit Program, despite the fact that 
it was authorized in the 88d Congress as a means of: putting an end to direct 
Government loans for home buying veterans has generally slowed up purchases 
of homes by veterans and indeed many times caused veterans to lose their oppor- 
tunity to buy homes: Now, therefore, be it 

Resolved, That the Jewish War Veterans of the United States of America in 
61st annual national convention assembled in Milwaukee, Wis., August 7-12, 
1956 urged the Veterans’ Administration to maintain as a minimum, the present 
level of $150 million funds, annually, for direct VA loans as originally planned ; 
and be it further 

Resolved, That the Veterans’ Administration observe closely the operations 
of the Voluntary Home Mortgage Credit Program and be ready to modify its reg- 
ulations to shorten the time in which the Voluntary Home Mortgage Credit Pro- 
gram shall find a lender on the VA-guaranteed home mortgage. 
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REDUCTION OF THE INTEREST RATE ON VA GUARANTEED HOME LOANS 


Whereas Jewish War Veterans has requested a rollback of interest rates on 
VA-guaranteed home-loan mortgages to 4 percent, and 

Whereas the Veterans’ Administration continues to authorize an interest rate 
of 4% percent on such loans; Now, therefore, be it 

Resolved, By the Jewish War Veterans of the United States of America in 
61st annual national convention assembled in Milwaukee, Wis., August 7-12, 
1956, that— 

1. We urge the Administrator of the Veterans’ Administration to use his dis- 
cretionary power to fix the interest rate on such mortgage loans at a maximum 
of 4 percent. 

2. We petition the Congress to limit the interest rate on such loans at 4 percent. 

3. We urge the passage of legislation which will exempt from taxation the 
interest received from loans guaranteed under title III of the Servicemen’s 
Readjustment Act of 1944 provided such loans carry an interest rate not exceed- 
ing 34% percent per annum. 


HOUSING FOR OUR ARMED FORCES 


Whereas adequate family housing at or close to Armed Forces installations 
is one of the prime essentials in maintaining career manpower in our Armed 
Forces through building up the percentage of reenlistments; and 

Whereas the shortage of such housing is especially keen at Air Forces in- 
stallations which have no backlog of any housing prior to the setting up of an 
independent Air Force in the Defense Department; and 

Whereas it is particularly important to have members of the Air Force close at 
hand to put planes into the air in case of a defense emergency ; and 

Whereas “the Capehart Military Housing Act” fixes a 4 percent interest rate 
for the Government to pay on military housing mortgages instead of the current 
rate of slightly under 3 percent which the Government pays on its obligations 
thus involving an added cost for interest of $2% billion on 100,000 units of 
military housing: Now, therefore, be it 

Resolved, That the Jewish War Veterans of the United States of America 
in 61st Annual National Convention assembled in Milwaukee, Wis., August 
7-12, 1956, urge the Congress to appropriate the necessary funds for the 1957— 
58 fiscal year to build a minimum of 100,000 housing units as a start toward 
helping to correct the present grave situation in the low reenlistment rate of 
noncommissioned officers, and to decrease the far too high rate of resignations 
by commissioned officers, both of which weaken our defense potential and greatly 
increase the cost of maintaining our Defense Department manpower at the 
level authorized by the Congress. 

You can see that our views are quite at variance with many of those set forth 
by the administration as well as those set forth by the many organizations which 
have been opposed to or at least, lukewarm, on Government aid to housing un 
less a toll was paid at each wicket of the traditional organized groups engaged 
in promoting, financing, buying, and selling housing. Many of those organized 
groups have forgotten the dire straits in which they found themselves after the 
smashup of 1929. 

At first lending institutions were skeptical about the value of Government 
guaranties and even as late as 1939, there were scarcely any institutions which 
were willing to make any loans for home improvements that were Government 
guaranteed. Producers of building material like Johns Manville Corp., the 
Weyerhaeuser Co., and a few others organized finance corporations to purchase 
such loans although their own materials represented only a small proportion 
of the amounts involved. Financial institutions are traditionally slow to 
change. 

As I understand it, one of the basic purposes of Government aids for housing 
loans is to make such loans on the order of a Government bond so far as se- 
curity is concerned and therefore of equal value the country over. Until a few 
years ago, that purpose was, by and large achieved. In recent years, there has 
been continued and increasing degradation of this equal value concept. Today, 
a Government sponsored and financed agency, FNMA, is participating with 
gusto, it may be said, in this process of degradation. 

The guaranty of the FHA and to a somewhat lesser extent, the VA guaranty, 
has many of the fundamental characteristics of a banker’s acceptance except, 
of course, that a banker's acceptance is on its face, a very short-term credit 
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instrument. A guaranty based upon the full faith and credit of the United States 
Government is certainly equal to the guaranty of any bank. Yet, it seems that 
whether you think in terms of bankers’ acceptances or in terms of Federal Gov- 
ernment bonds, those who control the flow of credit are unwilling to pay even 
a small fractional part of 1 percent for this guaranty. 

The question has been raised, “Is there a sort of sitdown strike by investors 
or those who advise investors against paying any premium for the Government 
guaranty?’ Frankly, I cannot answer that question. However, I am certain 
that pulling Government aid, FHA or VA, out entirely will cut down, markedly, 
the number of housing starts, to the great detriment of veterans and others and to 
the Nation’s economic welfare. 

The Federal Reserve System has, for some years, turned a glassy eye on the 
high activity in the housing field. If the press has reported accurately, the Vice 
Chairman of the Federal Reserve Board of Governors has said concretely, ‘““Hous- 
ing is postponable.” 

These attitudes of our top financial authorities and of the advisers of our 
investing public mean: (1) That housing represents an overpowering inflationary 
force in its requirements of materials and manpower which can be more useful 
in other activities, and (2) that the credit requirements of housing are an equally 
strong inflationary force in the field of credit. The remedy prescribed is higher 
and higher bids for money in the form of increased interest rates by prospective 
home buyers. 

The ordinary home buyer must absorb the interest cost himself, as a general 
rule. By and large, he is competing in his bid for the use of credit against cor- 
porations which charge their interest costs against income and thereby save 
52 percent of the cost on interest they pay under our income-tax laws. I note that 
many of your witnesses, presumably as good economists, have testified in favor cf 
higher rates on VA guaranteed loans and implied the possible need for even 
higher rates than 5 percent. Likewise, the same witnesses, again as good 
economists and as protectors of a sacred trust, have testified against direct 
mortgage loans by the Government and against the use of any part of United 
States Government life insurance and national service life insurance funds for the 
purchase of VA guaranteed mortgages. Yet they have had no hesitancy in recom- 
mending that the Treasury buy preferred stock of FNMA and of course, infer- 
entially, they approved the issuance and sale of $10 worth of FNMA debentures 
for every dollar of such preferred stock. This use of the credit market and 
Treasury funds represents one of the wickets to which I referred earlier where 
the organized groups in the housing and banking fields will collect a good toll for 
their work. 

Is there not an inconsistency directed by self-interest, in the interpretation 
of economic principles in such testimony? Certainly, our organization does not 
want to ask the Congress to act in a fashion which will push our economy beyond 
the brink of inflation. Yet we feel that what we have requested in our resolu- 
tions for the use of the national service life insurance and United States Govern- 
ment life insurance funds to purchase VA guaranteed mortgages, is a minimum. 
When I purchased my United States Government life-insurance policy, I did not 
look at the fine print of the policy to determine the sacred contract that the 
reserve funds would be invested, exclusively, in United States Government 
obligations. Let me add that I likewise did not look at the fine print in the many 
insurance policies for which I am paying premiums to several of the most prom- 
inent life-insurance companies in the country. I would venture that searcely a 
veteran will be foolish enough to be scared into getting rid of his national service 
life insurance or United States Government life insurance policy should the 
Congress authorize that 20 or 25 percent of the reserve funds be invested in 
VA guaranteed mortgages. Are the opponents to such investments implying that 
any substantial number of private insurance companies are skimping in making 
sure that their policyholders will get what is promised in the policies issued by 
them? 

Speaking as an individual, I would suggest that real-estate mortgages are an 
awkward and unattractive form of investment for most people who are not experts 
or semiexperts in that field. Such evidence of debt has to be serviced regularly in 
order to make sure that interest and amortization payments are made on the due 
date, the taxes are paid, and that adequate fire insurance is maintained. The 
small investor with only a few hundred dollars or perhaps a few thousand to 
invest, is not qualified to undertake these tasks and besides, it would not be wise, 
perhaps, for such an investor to put all of his money in one mortgage. The labor 
unions and other organizations which handle pension, retirement, and benefit 
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funds have kept away from mortgage investments because they are loath to set 
up the machinery to render the necessary services. 

To attract these sums from the small funds of the individual and also the 
billions of dollars in the hands of these organizations, it would be desirable 
to set up, under aegis of the Government, at least at the outset, a debenture 
corporation which would hold FHA- and VA-guaranteed mortgages in escrow 
as security for debentures which would be issued by the corporation with face 
values of say $500, $1,000, $5,000, $10,000, and perhaps even larger amounts. 
Such a debenture corporation could arrange for the necessary servicing of 
mortgages just as the insurance companies, savings banks, and other big mort- 
gage buyers do. FNMA is doing a job on the mortgages which it buys and 
according to the figures submitted to you in testimony by its president, is per- 
forming all of its functions at a cost of about 0.55 percent. The debenture 
corporation will, of course, have additional expenses in issuing the debentures 
and paying interest thereon. I have no means of determining what such 
additional costs would be but it should fall within the limits of about 0.25 
percent. 

Under such an arrangement as I have described, the investor would have a 
security which would be as easy for him to sell or buy and collect his income as 
readily as on any other investment he might own. It would be an investment 
with essentially the full security of the Federal Government back of it. This 
would attract both the small investor and the large investor who are cur- 
rently not now putting their funds where such funds become readily available 
for housing mortgages. On the basis of the costs I have indicated, it should 
be possible to have the debentures pay an interest rate of 3% percent to 334 
percent if only VA-guaranteed 414-percent mortgages are in the portfolio. 

That return should draw into mortgage investments much capital which is 
certainly not in investment channels as well as a substantial amount of capi- 
tal which is now invested in other types of securities. The organization of such 
a corporation would, no doubt, take some time even after legislation is enacted. 
It might be possible to make this a particularized activity of FNMA just as spe- 
cial assistance and liquidation of the old FNMA portfolio are particularized 
functions. 

In any event, if your committee decides that housing, during the coming 
year, is not postponable, you should help the veterans by making V A-guaranteed 
mortgages an eligible investment for the insurance fund. It will also help 
to pass legislation to lower the downpayments on FHA loans. FNMA should 
be given additional capital in order to perform its functions to a greater degree. 
FNMA should be directed to go even further than it has in the past with spe- 
cial assistance for cooperative housing. Such housing affords better rental 
values for those who participate and from the standpoint of mortgages, the 
amounts are large enough to justify a moderate interest rate. 

I would also call your attention to the general housing resolution, the first of 
the resolutions presented in my testimony. All of you are familiar with Senate 
bill 3158 which Senator Lehman introduced lasts year. That is a fairly com- 
plete chart for housing progress in which I am sure this committee is deeply 
interested. 


STATEMENT OF BERNARD WEITZER, NATIONAL LEGISLATIVE 
DIRECTOR, JEWISH WAR VETERANS OF THE UNITED STATES 


OF AMERICA 


Mr. Werrzer. As you know, I have been appearing before this com- 
mittee pretty regularly during the past 10 years, and our organization 
is intensely interested in this question of housing. 

One of the things in which we are especially interested right now 
is what can be done to make sure that the Congress redeems the prom- 
ise that was made in the GI bill of rights to enable the veteran to 
purchase a home with a minimum downpayment and a low interest 
rate, and a low monthly payment for amortization and interest. 

Now, we have passed a number of resolutions ranging all of the 
way from a general resolution on housing to one dealing with the 
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empowering of the use of VA insurance funds for the purchase of 
VA guar anteed mortgages, VA direct loans for home mortgages which 
I assume doesn’t really fall within the scope of this committee, the 
reduction of the interest rate on VA guaranteed loans back to 4 per- 
cent, and also the possibility of interesting investment in VA guaran- 
teed mortgage loans by making those which are made at 314 percent 
free from income tax. 

Finally, we dealt with the question of housing for the Armed 
Forces which also interests us because good housing for the military 
makes the difference between a good reenlistment rate and a poor 
reenlistment rate, and that costs us every year in the cost of recruit- 
ing and training our defense forces hundreds of millions of dollars. 

‘Now, the present Capehart military housing act fixes a 4-percent 
interest rate for the Government to pay on milits ary housing mort- 
gages, instead of the rate of about 3 percent which ‘the Government 
pays in its own obligations, and on the basis of a hundred thousand 
units of military housing, that would mean an additional cost to the 
Government of $214 billion over the cost of appropriating money and 
raising the money by the sale of Government securities. 

We are quite at odds with many of the organizations that have 
appeared to testify before you, and we are also at odds with a good 
deal of the administration viewpoint on this whole situation. It 
seems strange to me that the people in the housing business, the real- 
estate business, the banking business, the lending institutions, have 
all forgotten the dire straits in which they were ‘before this housing 
legislation which you have today came into effect, and I wasn’t too 
much surprised to read in the papers this morning that the repre- 
sentative of the United States Chamber of Commerce thinks that the 
Government should get out of this business altogether. Certainly 
they have been showing some of the aspects of a sitdown strike against 
paying anything for the Government guaranty which is furnished ; in 
the form of the FHA insurance, or the VA guaranty. They think 
they ought to be able to buy those mortgages at the same price they 
buy any mortgage without any gu: wanty, and I think that the F ederal 
Reserve System manifested a long time ago that they think there is 
too much housing going on. 

I sat in with a conference with Mr. Reefler some years ago at. which 
he told us frankly then, and I think this was as much as 4 or 5 years 
ago, to the best of my recollection, we were building too much hous- 
ing, and it was straining the economy, and it ought to be cut down 
somewhat, preferably, | suppose, by eliminating Government aids 
to housing. 

I have made here just one suggestion. I came in late when Mr. 
Krooth was testifying, and apparently operating separately we had 
somewhat the same idea, and that is that if we are going to attract 
money for mortgages on housing we have got to m: ike it easier for an 
investor to invest his money. 

The present mortgage is a very awkward form in which to secure 
money. It comes in odd sizes and amounts, usu: ully too small or too 
big for the small investor, and the big investors, the big funds that 
might be available for going into mortgages like those that you have 
had referred to before your committee, the union retirement funds, 
pension funds, and other funds of that type don’t care to buy mort- 
gages because they have no machinery to do the servicing ? 
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I think what I suggested here, and I suggested it to the Housing and 
Home Finance Administration many times, talked it over with Mr. 
Cole, was the setting up of a debenture corporation whieh would 
have in escrow the mortgages which it purchased, and which it would 
service, and to sell these debentures, and thus secured, at a price that I 
think would be pretty closely equivalent to the price of Government 
bonds, because actually the mortgages guaranteed by the FHA and 
the VA have practically the equivalent of the full faith and credit of 
the Government back of them, and I think that that properly handled, 
I think at the outset it certainly would have to be operated by the 
Government, but then it might be run later on on a cooperative basis 
like the Federal land banks, and the Farm Credit Production Admin- 
istration, and the REA, and other organizations of that kind, and I 
believe that that would attract the money that is required to maintain 
housing at a much higher level than is presently available. 

Now, I don’t believe that that can be done quickly enough to meet 
the present situation, and I would suggest that your committee ought 
to go ahead with the bills that you have under consideration, if you 
are unwilling to agree with these economic expe rts that have appeared 
before you that think we are going over the brink of inflation if you 
continue to give special aids to housing 

Certainly I think you ought to do what vou can. I don’t know 
whether that falls within the scope of this committee to make VA 
guaranteed mortgages an eligible investment for the insurance fund 
of the VA. 

Mr. Rarns. Are you talking about NSLI? 

Mr. Wertzer. Yes. 

One of our resolutions that is in my testimony 

Mr. Rarns. Well, as one of the proponents of that piece of legisla- 
tion Lam mighty glad to have your support. 

Mr. Werrzer. I know all of this talk I have heard about this fund 
heing a sacred trust, I have $10,000 of the USGLI insuranace. [want 
to tell you I never looked at the fine print to see whether there was any 
sacred obligation on the part of the Government to invest the money 
exclusively in Government obligations. . 

For that matter, in several other policies I have in private com 
panies I never looked to see what obligation they pat upon themselves 
to invest their money in specific types of securities, but I de know that 
most of them have from a third up to 40 percent of their assets invested 
in mortgages of all kinds, Government-guaranteed, and others. 

[ am just wondering whether some of the witnesses that oppose the 
use of the VA insurance fund would imply that the private com- 
panies are skimping on their obligations to protect the interests of 
their policyholders. 

Mr. Rarns. Mr. Weitzer, I wish we had time to proceed, but as you 
can see that is the second call. We would like to ask you some more 
questions. I appreciate your testimony, and it will go into the record, 
and [ assure you that we are going to do the best we can on this matter 
We don’t have jurisdiction on interest matters, and all of the other 
aspects, but we will write what legislation we can to be of benefit to 
ihe veterans. 

Mr. Werrzer. I would be happy to come back to answer questions. 


Th 


HOUSING ACT OF 1957 669 


Mr. Wipna.t, I have just one question. Iam very much interested 
in the voluntary home mortgage credit program because I sponsored 
that bill before the Congress. 

Mr. Werrzer. Are you talking now about the resolution ? 

Mr. Wipnatu. Yes; in the resolution there is a very serious allega- 
tion there that VHMCP generally slowed up purchase of homes by 
veterans and, indeed, many times caused veterans to lose their oppor- 
tunity to buy homes. 

Do you have any specific examples of any veterans that that hap- 
pe ned to? 

Mr. Werrzer. I have none personally, but I have heard testimony 
given before the House Veterans’ Affairs Committee in which that 
statement was given by responsible people. Even the VA itself said 
it had complaints from veterans that on account of the delay they 
were not able to go ahead and purchase the house which they originally 
had in mind. 

Mr. Wipna.u. You say that is documented in hearings before the 
Veterans’ Affairs Committee ¢ 

Mr. Werrzer. House Veterans’ Affairs Committee had testimony to 
that effect. 

Mr. Wipnatt. Thank you. 

Mr. Rains. Sorry we have to adjourn, but we are going to have a 
close call to make on the rolleall. 

The committee will stand in recess until 2 o’clock. 

(Whereupon, at 11:25 a. m., a recess was taken until 2 p. m. of the 
same day -) 

AFTERNOON SESSION 


Mr. Rarns. The committee will be in order. 

We will include the full statement of Mr. Campbell in the record, 
and he has a brief summary with which he may proceed. Identify 
yourself for the record since I didn’t, Mr, Campbell, please. 


STATEMENT OF WALLACE J. CAMPBELL, DIRECTOR, WASHINGTON 
OFFICE, COOPERATIVE LEAGUE OF THE U.S. A. 


Mr. Cameneti. Thank you, Mr. Chairman. 

My name is Wallace J. Campbell. Iam director of the Washington 
office of the C ooperative League of the U.S. A., which, as you know, 
has had a long interest in the cooperative housing program. 

The league itself is the National Federation of Consumer Supply 
and Service Cooperatives, its affiliated member organizations include 
in their members approximately 13 million different families who own 
cooperative businesses of various kinds through which they obtain 
farm supplies, insurance, consumer goods, electric power, savings and 
credit, health services, housing, and other needs. 

The Cooperative League wishes to put itself on record in behalf 
of the series of steps which need to be taken to assure an adequate 
supply of mortgage credit to meet the housing needs of the coun- 
try. 

The current tight money policy being carried forward under the di- 
rection of the Federal Reserve Board and the Council of Economic 
Advisors, treats the housing situation as it would treat a program of 
public works. It is apparently felt that home construction should 
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be turned on and off in the same way we do the building of post offices, 
public roads and public works in general, and that there should be a 
shelf of construction to be started when the economy starts down- 
hill. Unfortunately, housing for the American family must not be 
a digit in the public works construction program. In a housing 
shortage the American family cannot be put on the shelf to await 
an on-coming depression before home construction can begin. 

The Cooperative League feels that there are three primary steps 
which must be taken: (1) to secure smaller downpayments for homes 
for middle-income families. We are happy to support the administra- 
tion’s proposal in this regard; (2) there is a need for lower cost 
housing and more economical financing so that monthly payments 
will be. lower; (3) there must be an adequate supply of mortgage 
credit. 

The coperative housing program carried forward by FHA un- 
dersection 213 has made it possible to reduce monthly payments by 
as much as 20 to 25 percent. This is a program which the Congress 
has authorized and encouraged during the last 6 years. In order 
to make it possible for this program to continue, we are happy to sup- 
port four amendments affecting the special assistance program of the 
Federal National Mortgage Association. These amendments were 
proposed earlier by David L. Krooth, representing the National 
Housing Conference. They are designed: (1) to eliminate dis- 
counts and provide reason: able charges from Fannie M: ay; (2) to ad- 
~ mortgage loans for larger homes and for higher-cost areas; 

(3) to increase the authorization for the purchase of mortgages on 
cooperative housing, authorizing an additional $300 million of ad- 
vance commitment authority for FNMA; (4) to provide construc- 
tion financing where it is not available. 

And I understand that Mr. Krooth made an additional suggestion 
which was incorporated after we had talked earlier, suggesting that 
213 financing be made available to existing housing. We concur in 
that amendment, too. 

In the last 6 years FHA has insured 366 cooperative projects in 
25 States, providing 36,000 dwelling units with a mortgage value of 
$348 million. When I try to put this into more human terms, it 
is appropriate to point out that the number of people housed in the 
cooperative housing program would be equal to the populations of 
either Paterson, N. J., or Tacoma, Wash., roughly 140,000 people, in 
36,000 units. 

The program has been so popular that there are commitments out- 
standing for 204 projects in addition to those niatiobad above. Ap- 
lications in process would cover an additional 232 projects. The 
amendments we have proposed would make it possible for cooper- 
atives to build $94 million worth of projects which are already in the 
mill with FHA. 

The Cooperative League is happy to support also a proposal made 
by the Commissioner of FHA which would provide for mortgage in- 
surance on commercial and community facilities in cooperative proj- 
ects of various types. These would strengthen consumer participa- 
tion in ownership and control of the projects, providing economic 
strength and giving a sustaining bond which would maintain the co- 
operative character even in the sales type cooperative projects. 
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A few months ago the Consumer Advisory Committee of FHA sug- 
gested the formation of a mutual insurance fund within FHA for 
mortgages on housing cooperatives. This is similar to that already 
in operation for 203 “morte iges. This has been approved in prin- 
ciple by FHA, and we understand that a specific legislative proposal 
in this field will be brought before the Congress soon. 

The long-range housing problem for middle-income families re- 
quires another look at the program which was approved by the Sen- 
ate Banking and Currency Committe ein 1950, and came within a 
few votes of passage in the Senate at that time. This long-range pro- 
gram would provide for the creation of a Cooperative Housing Ad- 
ministration within the framework of the Housing and Home Finance 
Agency. A mortgage corporation for housing cooperatives would 
make loans to cooperative and other nonprofit housing projects, with 
50-year amortization, at the cost of money to the Government plus 
the cost of administering the program. 

Such a mortgage corporation could attract investment on the part 
of the multi-billion-dollar pension funds of the great trade-union or- 
ganizations. This would provide machinery through which trade 
union members could secure housing for themselves which they are not 
able to secure in the current market. The entire program would be 
carried forward without subsidy on a completely self-supporting basis, 
and deserves the serious consideration of this committee; because of the 
extent of Mr. Krooth’s presentation this morning, it is possible to 
summarize this much more quickly than if I had had to make an 
entire presentation from scratch. 

Mr. Rarns. You heard his testimony this morning? 

Mr. Camepsety. Yes; I did. 

Mr. Rarns. I was quite impressed with the last paragraph or the 
Jast section of his testimony in which he sets forth in some more detail 
the agency which you described here in the last parargaph of your 
testimony. I think that is something which really needs to be looked 
into, 

It would be a mortgage corporation for housing cooperatives, what 
you have in mind ? 

Mr. Campsetyu. That is right. 

Mr. Ratns. And actually those of us in the Congress who for long 
years have followed this, and know about the setup of REA and 
other cooperatives, it is along that line in general ? 

Mr. Camrsety. That is right. It is patterned really after the REA 
program, which has been one of the most popular programs in the 
country and has done a great deal for the national economy. 

Mr. Rains. REA has been one of the most successful programs. 
Nobody has ever complained about the Government losing money on 
REA, have they ? 

Mr. Camppeti. No; and, in fact, the loans being made under the 
REA program are being repaid well ahead of schedule, and there is 
no loss to the Government of any kind. 

Mr. Ratns. I have a few questions on your full statement. I have 
compared exhibit B, the 213 projects, with the Senate report on the 
Fannie May bill, and I notice there has been a greater amount of 
management type co-ops insured by FHA, but the bulk purchased 
by Fannie May has been the sales type and builder sponsored. 
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How do you expli iin that ? 

Mr. Camesety. The sales type programs tend to be a smaller number 
of units in each project. Actually, on exhibit B, as you will see, 
the number of projects under management type are 129 as of the 31st 
of January, while there are 237 under sales type. This is not an 
accurate proportion because the number of units of housing runs 
23,000 under management and 13,000 under sales. Actually, the 
management type program is way ahead of the sales in terms of both 
dollar amounts and the number of units built. 

Mr. Rarns. Now, I think I know, but I want to ask this question for 
the record: Why is it ahead of the management type program‘ 

Mr. Camprexy. Actually, the management type is way ahead of 
the sales type. Management type is a continuing type of cooperative 
project. The largest concentration, as you will see here, has been in 
New York State, and there the cooperative apartments have a long 
tradition, not completely cooperative in our sense, but legally coopera- 
tive, in the Park Avenue Apartments. People are used to the coopera- 
tive technique in New York, and it has been possible to undertake 
cooperative apartments without the long educational process that. is 
necessary when you undertake a management type for individual 
homes some other place. 

Mr. Rains. Why do the sales type cooperatives have to resort to 
Fannie May backup so often; what is the reason for that? 

Mr. Camppetu. Well, because of the lack of adequate capital avail- 
able in the regular market. The insurance companies and books are 
slow to understand this new type of financing, and it is easier for a 
builder to get his mortgages in something that is well known by the 
financial fraternity. He has to educate people before they will come 
through with mortgage money for a cooperative. 

When you don’t have the word “cooperative” on it, it is easier. 
Actually, after people begin to learn the soundness and the economies 
involved, then we don’t have trouble. 

Mr. Ratns. What has been the attitude, for instance, of the mutual 
savings bank in New York toward this program? Have they partici- 
part 

Mr. Camppsetyt. Well, there are several in New York who have been 
quite eager about it, but they are still the minority of the bankers. 

Mr. Rarys. I know the human frailties all enter into this question I 
am about to ask, but why is it consumer-sponsored cooperatives are 
so much more difficult to get off the ground? Is it because of the 
regulations within the department, or is it because of the need of 
getting somany people together inagreement? Just what causes that? 

Mr. Camesett. Well, actually, the answer falls into two parts on 
that: Housing is a complic ated field with a large capital investment, 
and a long time between the formulation of a cooperative and actual 
occupancy in a project. For a group of consumers to come together 
without any technical assistance or qualification, it is almost. impos- 
sible to get the people to buy the land, do the land planni ng, get all of 
the technical qualific rations required to meet FHA specifications. And 
so unless there are organizations like the two which are now in the 
field, the Foundation for Cooperative Housing and the United Hous- 
ing Foundation, without them there were no places that the consumers 
could go to for dependable help to do this job for themselves. 
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The other is a matter than is a problem within FHA, and one which 
we feel is being corrected, and that is that the field offices of FHA 
hadn’t understood what a cooperative was, even when the central 
otficee.became familiar with the program and enthusiastic about it, 
you still had the problem that the applications were made in FHA 
offices where the procedures were new, and the project would go on 
the bottom of the pile instead of on the top of the pile, because it was 
more complicated. 

Mr. Barrerr. Will you hold your point there, Mr. Campbell ? 

Mr. Campseii. Yes. 

Mr. Baxrerr. Wasn't that due to the suspicion on the part of the 
FHA as to who might be interested in sponsoring the cooperatives / 

Mr. Campeseti. That could have been in some cases. 

Mr. Rarns. Is it due to lack of personnel in that part of the agency 
which operates the cooperative program ¢ 

Mr. Camesety. That is right. There haven't been enough people in 
the central staff who had the time and travel allowances to get out to 
educate the people in the various offices. That is being corrected in 
part now, but in most of FHA around the country it is still an 
unfamiliar program. 

Mr. Barrerr. Isn’t it also true that those who sponsor the co- 
operative put money in, in order to obtain the land before they start 
construction and interest the cooperators ¢ 

Mr. Camrsett. Well, in some builder-sponsored projects in some 
locations there have been cases where a builder started a project in 
order to find something to build on land he owned or wanted to 
buy. FHA has to be on its guard to see that the consumer interest 
is projected in a situation like that, and there have been delays, legiti- 
mate delays, in cases where FHA had to screen the situation to see 
that the consumer was adequately protected, 

If I may get back to one of these points, on the proposed new mort- 
gage corporation for the housing coperatives. we feel that could be 
started with less of an outlay on the part of the Federal Government 
than what we are asking for on advance commitments from Fannie 
May, so this is not a program that should scare anybody in terms of 
the capital involved. 

Mr. Rains. This morning Mr.Krooth, in his statement, and I think 
in yours, favored construction financing, construction loans by Fannie 
May, and he told us that there was precedent for it. 

Do you favor that ? 

Mr. Camppe.y. Yes, we feel that that is important. Now in many 
cases with an unfamiliar program, it is difficult to get construction 
money even when you have a firm commitment, and we feel that since 
the FHA is insuring both the construction money and what is called 
the takeout, that there is no reason why Fannie May shouldn’t make 
the construction loan, if it is making the long-term loan, and it is 
essential in these special assistance programs where a shortage of 
money makes it very difficult to get construction loans. 

Mr. Rats. You think also it would be better for the special assist- 
ance program support to be at par? 

Mr. Campset.. That is right. We see no reason why it should be 
at less than par. Actually, there is adequate compensation to Fannie 
May at par, because they are getting a fee for the placement, for 
accepting the program, they are getting 414 to 5 percent on the mort- 
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gage corporation for housing cooperatives which you mentioned, at 
that, and there is adequate compensation to Fannie May for the 
program. 

While we don’t want Fannie May to subsidize the cooperative 
program, also we see no reason why the cooperative program should 
subsidize Fannie May. 

Mr. Ratns. This subcommittee recommended that, as you will re- 
call, in its report last year, and weren’t able to get it through. 

One other question and then I will defer: Now on this new mort- 
gage corporation for housing cooperatives that you mentioned, at 
what rate do you think that the Government should establish that 
loan ? 

Mr. Campsett. Our policy has been that it be at the cost of money 
to the Government plus the cost of administration. When this pro- 
gram was first suggested in the Senate, and in the debates there, it 
was understood that this could be done very readily at 3 percent. 
We are not wedded to a 3 percent figure but feel it could be substan- 
tially lower than the present interest rate. 

Mr. Rarns. It would run about 314? 

Mr. Campsett. I think so. 

Mr. Rarns. That is the same formula I established in the housing 
for the elderly amendment which I proposed last year. 

Mr. Campzety. Yes, and which we were happy to support. 

Mr. Rarns. That has your support, doesn’t it ? 

Mr. Camese ty. It certainly does. 

Mr. Ratns. We have time for some questions, so proceed. 

Mr. Addonizio? 

Mr. Apponiz1o. Mr. Campbell, many of the witnesses that have 
appeared before our committee have indicated that we are in an 
inflationary period. At the same time, testimony has shown that there 
is a serious decline in housing. Now don’t you believe that if this 
subcommittee is to err it would be better to err on the side of a little 
inflation rather than to contribute to a housing downturn which might 
very well result in a general business downturn ? 

Mr. Campseti. Actually, I don’t think this committee would err 
in getting a normal housing program going again. This is a myth 
about it being inflationary to have money going into housing. Actu- 
ally, when there is a shortage of housing prices go up, unless you have 
either rent control or price contro] over houses, so if we get what I 
am afraid the Federal Reserve Board might like, there would be pres- 
sure for the purchase of new houses, and the prices would go up higher 
struction program going on in the housing field. 

So actually the policy being carried forward by the Federal Reserve 
Board, and advised by the Council of Economic Advisers in the 
housing field is inflationary in housing. Now its effect is not only on 
new housing, but if rents go up and prices go up for new housing, it 
is going to go up for old housing, too, and you will have a greater 
inflation in the housing field under the program as spelled out by the 
Administration today ‘than there would be if you had a normal con- 
struction program going on in the housing field. 

Mr. Apponizio. Now this morning you may have heard me ask 
Mr. Krooth, I believe it was, about this 15-percent allocation of units 
under the public-housing program, and I believe I asked him if he 
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thought it would be a good idea to do the same thing in regard to the 
special assistance bac kup money for section 213. ‘T was “wondering 
if you would care to comment on that. 

Mr. Campren.. Well, do you mean an allocation State by State, 
that is with a ceiling on the amount that could go into any one State? 

Mr. Apponizto. I believe it now reads that we cannot allocate more 
than 10 percent to any one State. 

Mr. Camprent. We favor the 10-percent rule, but we feel that there 
should be a large enough amount authorized for Fannie May so that 
there could be— 

Mr. Apponoz1o. What I am asking you is, would you be in favor of 
increasing it to 15 percent ? 

Mr. Campsett. We feel that 10 percent is better. We would not 
be opposed to a slight modification in the State ceiling, but 10 percent 
is traditional in the REA program and in several others, and some 
ceiling State by State should be in effect, whether it must be 10 percent 
or not is not a firm policy as far as our organization goes. 

Mr. Apponiz1o. Thank you. Thatis all, Mr. Chairman. 

Mr. Rains. Any further questions from you, Mr. Barrett? 

Mr. Barrerr. Mr. Campbell, you answered part of this. I gather 
from your statement on page 2 that you feel that if housing 1s con- 
tributing to inflation it is because we don’t have enough of it, . and the 
way to have less inflation in the field of housing is to produce more 
housing and relieve the pressure ? 

Mr. Campsriy. That is right. 

Mr. Barrett. That is your feeling? 

Mr. Camrsety. That ismy feeling ; right. 

Mr. Barretr. You gave part of that answer, I think, to Mr. Addoni- 
zio. More housing at reasonable prices would alleviate the pressure. 

Mr. Campse tt. ‘That is right. 

Mr. Barrer. I notice also on page 10 of your statement you recom- 
mend that commercial and community facilities be included in a sales- 
type 213 mortgage. 

Mr. Camppe.y. Yes. 

Mr. Barretr. Who would own these facilities once the master mort- 
gage was broken up? 

Mr. Camppeii. Well, they would be owned by the original coopera- 
tive members of the housing co-op, that is the Yesidents in the homes 
would continue a cooperative after the individual mortgages were 
broken out of it. There would still be your residual ownership of the 
community recreation and commercial facilities, so that they would 
be owned by the residents in the community as a cooperative. There is 
no proxy voting allowed in a cooperative, so that there is no danger, 
as we see it, of these falling into the hands either of a small group or 
of the original builder. 

Mr. Barrerr. Well, let me pose this question briefly, and you can 
give me a brief answer on it: Suppose Mr. X is a consumer in co- 
operative A, and Mr. X decides to move after he has paid interest 
several years. What would be the possibility of his getting par value? 

Mr. Campsrty. It would be very good, 1 believe. The customary 
practice in a cooperative is for the cooperative to have the right to 
purchase the membership back from the member at par. If the ¢ oop- 
erative is not able to do that then the owner may go out on the market 
and sell it. 
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Mr. Barrett. Well, let me give it to you in a two-prong question: 
Suppose do to deterioration it wouldn’t bring par, what would be the 
basis of his getting reasonable value / 

Mr. Campsey. Then he might sustain a loss just as you would sus- 
tain a loss if you bought an individual property ina community and 
values in that community went down, so that it is possible for a home- 
owner to lose part of the investment in a cooperative. 

Mr. Barrerr. Well, now, suppose then his unit would have a greater 

value beause of his own repairs and decorations, and moderations. 
what would be the outcome of his investment then / 

Mr. Camesett. Well, the recommended procedure is that the coop 
erative has*the right to buy the property back from the original 
member at par. 

Mr. Barrerr. At par! 

Mr. Camesetn. That is right. 

Mr. Barrerr. In other words, he would lose whatever he had put in 
there to modernize his apartment / 

Mr. Campretn. There can be compensation, if a porch is built on 
the house, or there are other things done for it, that can be taken into 
account. You usually have a certified appraiser, a recognized ap- 
praiser, make an appraisal of the value, and the procer lure us sed by 
FHA is if the first appraiser, the app raiser chosen | DY the co- oP: if his 
appraisal is not accepted, the member has the right to select his ap- 
praiser. If those two cannot find a mutually satisfactory cated then 
those two may choose a third as appraiser, whose final appraisal 1 
binding. 

Mr. Barrerr. Could I take out-anything that I could get over par or 
would that go back into the co-op ? 

Mr. Caprese. Well, if you have a generally rising economy) - 

Mr. Barrerr. I am speaking only for one apartment, now. 

Mr. Camppsett. Well, in an apartment usually there is less of an 
adjustment in price scales than there is in homes. 

Mr. Barrerr. [I am just using an example, and [ would like to get 
this clear in my mind. Suppose I could get $2,000 above par, could 
I take that out or would that automatically go back to the co-op? 

Mr. Campseti. Actually what happens is if the cooperative is in a 
position to purchase the property back from the original member, it is 
purchased at par, or at this appraised value, whichever is greater, so 
if there is a general increase In the economy and general prices have 
gone up, there can be accommodation for it, so that you will not dis- 
criminate against the member of the cooperative. 

So you might have some small adjustment, but the general purpose 
of your cooper rative program is to prevent spec ‘ulation. 

Mr. Rarys. Mrs. Sullivan? 

Mrs. Sutxivan. I just have one question, Mr. Chairman. 

Mr. Campbell, do you believe it wise for individuals in contrast to 
institutions such as cooperatives, to assume 40-year mortgages / 

Mr. Campretnt. We would have no objection to an increase in the 
length of amortization in 203 or other individual mortgages. We feel 
that if the properties are built for long-term use that there is nothing 
wrong with a 40-year mortgage, so we would not be opposed to a 40- 
year mortgage on residential properties under 203 and my own feeling 
is that eventually the length of amortization will increase in the 
regular field 
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Mrs. Sutzivan. That is all, Mr. Chairman. Thank you. 

Mr. Rarns. Mr. Campbell, we would like to ask you some more ques- 
tions, but we know we have two votes on the corn bill immediately 
up, and it is a very hot controversial matter. 

Thank you very much for your statement. 

Mr. Campsetu. Fine. Thank you very much. 

(The complete statement of Mr. Campbell follows :) 


STATEMENT OF WALLACE J, CAMPBELL, DIRECTOR, COOPERATIVE LEAGUE OF THE 
U. S. A. WASHINGTON OFFICE 


ADEQUATE MORTGAGE CREDIT FOR HOUSING 


My name is Wallace J. Campbell. I am director of the Washington office of 
the Cooperative League of the U. 8S. A. The Cooperative League, as this com- 
mittee knows, has a long and continuing interest in the development of co- 
operative housing in the United States and has a record of continuing support 
for a national housing program which will achieve the goal of providing a livable 
home for every American family. 

The Cooperative League is a national federation of consumer, supply, and 
service cooperatives. Its affiliated member organizations include in their mem- 
bership approximately 13 million different families who own cooperative busi- 
nesses of various kinds through which they obtain farm supplies, insurance, 
consumer goods, electric power, Savings and credit, health services, housing, and 
other needs. 

Your chairman has asked us to bring before the subcommittee for its con- 
sideration the views of the Cooperative League on steps which should be taken 
to assure an adequate flow of mortgage credit to meet the housing needs of the 
country. 

Within the economy as a whole, it is quite evident that the housing industry 
is one of the areas in which there is today an extremely critical situation. This 
applies to industry and labor within the housing field, but it also applies very 
pointedly to consumers of housing and to the American communities where 
shortage of housing has a serious social as well as economic effect. 

Within this general field of housing, there is an even greater need in the 
fields where Congress has already authorized special assistance than there is in 
the commercial field where builders, financial institutions and others concerned 
with housing have well-established markets and sources of capital at their 
command. The special assistance program, as you know, includes housing for 
military areas, renewal and relocation, disaster areas, minorities and cooperative 
housing. The Congress has recognized the fact that even in normal times it is 
more difficult for housing of these types to secure mortgage money than it is for 
other housing. The current tight money market makes this extremely acute. 

Your committee is undoubtedly familiar with the recent, highly significant 
study issued by the Subcommittee on Housing of the Senate Banking and Cur- 
rency Committee. That study indicated the greatest shortage in housing is for 
middle-income families. Out of a total of 108 mayors, 83 pointed out the need for 
measures which would provide adequate funds on favorable market terms, with 
assistance to nonprofit rental and cooperative housing. Each Member of the 
House will, of course, be particularly interested in what the mayors in his or 
her constituency have to say about the immediate needs in that area. Even more 
important is the overall appraisal of the housing need for middle-income families 
and the failure of the current housing program to meet the need of what we 
might call the “forgotten families,” 

There is a great deal of propaganda current on the American scene today to 
the effect that even a normal program of housing construction would be infla- 
tionary, and therefore detrimental to the American economy. It is our sincere 
judgment that this is not true. A shortage of housing will inevitably force 
upward both rentals and sales prices for homes unless we take the drastic step— 
which we do not believe anybody wants—of clamping on rent controls and price 
ceilings on housing. <A shortage inevitably forces prices up. This year, for the 
first time since 1948, the rate of home construction has fallen below a million 
units a year. Although this may seem like a lot of housing, it is not enough to 
meet the needs created by a growing population, increased family formation, 
and the elimination from the market of housing which becomes so dilapidated 
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that it is no longer useable. This situation does not take into consideration the 
fact that the census of 1950 showed a need for nearly 15 million housing units. 

If the committee is concerned about the problems of inflation, the most effective 
way to hold down housing prices and rentals is to have, if not an adequate, at 
least a normal supply of new housing. 

There is apparently a feeling on the part of the Federal Reserve Board and 
the Council of Economic Advisers that home construction can be treated in 
the same fashion as public works. It is apparently felt that home construction 
should be turned on and off in the same way we do the building of post offices, 
public roads, or public works in general, and that there should be a shelf of con- 
struction to be started when the economy starts going downhill. In our free 
economy of which we are so proud, housing should be a concern for the welfare 
of the American families and for livability, and not a digit in the public-works 
construction program. It is also true that the American family is proud of 
owning its own home, and most homes, including cooperative, are built for home 
ownership. It becomes almost impossible for the average family to buy or 
contract for the construction of new home when the economy starts downhill. 
For that reason, delaying adequate home construction to the beginning of a 
recession is contrary to the welfare of the American home and the American 
family. 

The cooperative league would prefer to state its opinions in general terms 
rather than in relation to specific bills, although we will be happy to give you such 
specific suggestions if they are desired. We feel that the current critical fina- 
cial situation calls for a liberalization of downpayment. We therefore approve 
in principle the recommendations made by the administration for increasing 
the percentage of allowable mortgage, thereby reducing the downpayment re- 
quired by the consumer in the purchase of a home. 

This step, taken alone, however, will not meet the crisis. The consumers must 
have not only smaller downpayments, but lower cost housing so that the monthly 
payments will be lower. There must also be an adequate supply of mortgage 
credit so that there will be money enough to build homes at prices which are 
within the reach of middle-income families. 

Since the question of downpayments has been discussed at some length before 
this committee, we will address ourselves primarily to items 2 and 3. 

In the FHA cooperative housing program, generally known as section 213, 
lower cost and lower monthly carrying charges have been made available to the 
consumer. Homes built as cooperative housing projects, with equity capital 
furnished by the consumer, have reduced costs through mass production and the 
elimination of builders’ speculative risk. Presale of units has demonstrated 
the feasibility of locating homes on lowercost land. The low downpayments 
available under section 213 have made home ownership possible for families 
heretofore unable to secure a home of their own. 

Monthly carrying charges have been reduced by as much as 20 to 25 percent 
through the 40-year mortgage term and joint consumer participation in the 
maintenance and operation of the properties. 

Because of these economies it has been the purpose of the Congress since en- 
actment of the Housing Act of 1950, to stimulate and encourage development 
of cooperative housing, both of the sales type and for long-range co-op owner- 
ship. The cooperative league is happy to see any of the economies inherent 
in cooperative housing used in other sections of the housing program. 

On the question of availability of mortgage financing, it is our firm belief 
that in today’s crisis the Government may need to engage in a direct-loan pro- 
gram unless the money market adjusts itself or is adjusted to provide adequate 
eapital for home construction. It is our judgment, however, that by making 
better use of the special assistance provisions of the Federal National Mort- 
gage Association, mortgage capital can be directed into the housing market. 
We also feel that such competition in this field will stimulate greater interest on 
the part of the financial fraternity in meeting these needs. 

In connection with the FNMA special assistance program there are four basic 
amendments which need to be made in order to enable the program to meet a 
maximum effectiveness. These amendments have been outlined to the com- 
mittee in some detail in earlier testimony by David L. Krooth, representing the 
National Housing Conference. The amendments, rephrased in laymen’s terms, 
are designed to achieve the following results: 

1. To eliminate discounts and provide reasonable charges.—This would be 
accomplished by providing for purchases of mortgages at par and limiting the 
FNMA fee to not over 1 percent of the principal amount of the mortgage. 
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The return to FNMA in fees and interest would still be adequate to repay all 
of the costs as well as repaying the Federal Government with interest for the 
money loaned. Please bear in mind that this service of FNMA was established 
by the Congress as a special assistance program and was not designed either 
to produce revenue for the Federal Government or to follow the market for 
mortgages. It was created to provide a source of mortgage money for the types 
of housing the Congress feels are in the greatest need. 

2. To adjust mortgage loans for larger homes and for high cost areas.—The 
Federal Housing Administration which insures the mortgages to be purchased 
by FNMA has a carefully worked out scale of mortgage commitments which 
takes into account the differences in costs of construction in higher cost areas 
in the United States. Provision is also made for the higher cost where a larger 
number of bedrooms are provided for larger families. Unfortunately, the FNMA 
ceiling makes no provision for these two factors. The amendment would use 
the accepted FHA standard rather than the artificial ceiling established by 
FNMA. 

One of the essential features of the cooperative housing program, for instance, 
is that families are purchasing their own homes for family living and not for 
speculation. There is a terrible shortage, particularly in the multifamily hous- 
ing field, for 3-bedroom and 4-bedroom apartments or homes for larger families. 

3. To increase the authorizations for the purchase of mortgages on cooperative 
housing.—Last year the Congress authorized FNMA to make advance commit- 
ments to purchase up to $50 million worth of mortgages for FHA 213 coopera- 
tive mortgages. Those funds have already been exhausted and there is a great 
need for additional funds in this field. The amendment suggested would author- 
ize $350 million instead of $50 million as the legislation now stands. The 
amendment would also raise the limit for each State to 10 percent of the author- 
ized mortgages purchased, thereby assuring that no one State or small group of 
States would monopolize the available funds. There are cooperative housing 
projects in 26 States already under this program. ‘So that adequate assurances 
should be given for widespread use of the available funds. 

The amendment also provides a safeguard for consumer-sponsored cooperative 
projects so that the funds will not all be used for builder-sponsored projects. 
I would like to elaborate on this phase of the amendment later. 

4. To provide construction financing where it is not available-—Under present 
procedures FNMA issues a commitment and purchases a mortgage on completion 
of a property, even though the FHA insurance covers both construction financing 
and the permanent mortgage. The amendment would allow the use of FNMA 
funds for construction purposes where it is impossible to secure construction 
financing for a project which meets FHA specification and is able to secure 
FNMA commitments but is unable to find construction money in the current 
tight money market. The FNMA could secure service on such construction 
financing within the standard fees now authorized on such construction loans. 

We would like at this point to give you some of the specific reasons why these 
amendments, taken together, would accomplish the purposes we believe this 
committee has set forth as its goal. 

The FHA cooperative housing program has demonstrated its ability to secure 
housing of better quality and greater livability at lower cost to the consumer 
and with substantially lower monthly carrying charges than are available in any 
other part of the housing program. 

In order to give the committee an up-to-date report on the extent of the FHA 
cooperative housing program, we have secured from FHA and have attached 
as part of this testimony a report on the current status of the program. You 
will find in this report the number and dollar value of the projects which have 
been insured to date, the commitments now outstanding, and the applications in 
process, 

Those members of this committee who were responsible for the creation of this 
program in 1950 may take justifiable pride in the progress to date. The FHA 
has insured 366 projects in 25 States and the District of Columbia. These pro- 
jects include 36,518 dwelling units with a mortgage value of $348,748,033. If 
you calculate 4 members of each family, this provides housing for more than 
146000 people, or the equivalent of a city the size of Paterson, N. J., or Tacoma, 

ash, 

You will see from the States which are in the program that although there 
are two States which are responsible for the great bulk of the program, 18 of 
these States have more than 1 project, and the commitments outstanding and 
applications in process would increase the widespread use of the program. 
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There are commitments outstanding today for 204 projects in addition to those 
mentioned above. These would provide homes for 6,366 more families with a 
mortgage value of $78,637,000. 

An indication of the potential of the program is shown in the figures on 
applications in process. These cover 232 more projects which would provide 
nearly 14,000 more dwelling units with a dollar value of $160 million. 

It is interesting to note that more than 60 percent of the projects insured to 
date are what FHA calls management type cooperatives. These are projects 
which continue in cooperative ownership with cooperative management and 
maintenance after the project has been completed. These, in a sense, are more 
permanent cooperatives than the other type cooperative. 

The sales type cooperative is one in which people secure their homes through 
cooperative purchase of the land, joint planning, and cooperative construction, 
but which upon completion of the project, become a group of individually owned 
homes. In other words, the sales type cooperative is one in which the family 
acquires its home the cooperative way, but has a permanent individual mortgage 
on the property and has ownership in fee simple. The sales type cooperative 
lends itself very readily to builder sponsorship, and a great majority of the 
homes built under that program have been of the builder-sponsor type. 

In contrast, even though the majority of the management type cooperatives 
have been initiated by the builders, the consumers become owners of the project 
in their own right upon completion. Many of the finest cooperatives we have 
in the United States today have come through that process. 

There has been some criticism of the program because of the fact that a 
majority of the projects have been initiated by builders and are called builder- 
sponsored projects. The cooperative league, of course, is primarily interested 
in projects in which the consumers or organizations representing consumers take 
the initiative in the development of cooperative projects. Already such organiza- 
tions as trade unions, consumer cooperatives, church groups, educational organiza- 
tions, veterans’ organizations, etc., have sponsored cooperative projects. Of 
these, we are very proud. Even in the builder-sponsored projects, however, the 
consumers must, under FHA regulations, have an independent architect, an 
independent attorney, and an independent management contract, thereby giving 
the potential membership in the cooperative a form of consumer protection, even 
at the outset. The result has been better housing at lower cost for more people, 
even in cases where the builder has initiated the project. 

We look forward to the day when many more organizations will take the 
initiative in the sponsorship and development of cooperative housing projects 
under this program, and we believe that is being accompiished. These objec- 
tives have a sympathetic support of the Commissioner of the FHA and his staff, as 
well as of the Consumer Advisory Committee representing national organizations 
which advises the Commissioner on the cooperative housing program. 

In order to give you an indication of the reason why there is a need for 
increasing the FNMA authorization to $350 million, we would like to cite the 
following : 

Under the previous program FNMA has commitments outstanding for the pur- 
chase of projects which will exhaust all but a few thousand dollars of the $50 
million commitment. 

FHA has made commitments for projects totaling $44 million which have not 
yet been submitted to FNMA because there are no further funds available in 
FNMA for this purpose. 

FHA has applications in process totaling $158 million. All of these are 
potential for FNMA commitments. These two taken together bring a total of 
$202 million already on the books in FHA. We cited earlier the need for 
limitation of the amount of commitments which can be made for any one State. 
With the present limitation of $5 million per State, the FHA has projects which 
tomorrow would need $26 million in FNMA commitments. If the State limitation 
were raised to $10 million, the unsatisfied immediate potential would be $65 
million. If the State limitation is raised to $20 million, the potential is $94 
million in today’s commitments and applications. 

In the amendments which we have recommended, there is a provision that a 
larger amount of the commitment authority be reserved for consumer-sponsored 
projects. We hope that this provision will encourage increased sponsorship by 
consumers and consumer organizations, giving us a maximum amount of consumer 
sponsorship in the program. The amendment would reserve about $10 million of 
such authority in any one State to such projects. There are already in the field 
two important organizations which are devoting their entire time to cooperative 
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housing and which can provide technical assistance and guidance for consumers 
and consumer organizations. They are the United Housing Foundation and the 
Foundation for Cooperative Housing, both in New York City. Both organizations 
have indicated their willingness to assist projects in other parts of the country. 
The Foundation for Cooperative Housing is already actively assisting several 
such projects. 

With an immediate potential of $94 million on the books, it is our sincere 
belief that the amendment we are recommending for an additional authorization 
of $300 million would be an appropriate immediate step to meet the needs this 
coming year. 

Members of the committee, we are sure, will be pleased to know that among the 
new States where cooperative housing programs are in application are Alabama, 
Colorado, Hawaii, Indiana, Maryland, and Mississippi. These are in addition to 
the 26 States where projects are completed or under construction. 

A proposal submitted to the committee by the Commissioner of FHA in connec- 
tion with commercial and community facilities has our complete support. We 
believe an effective cooperative housing association needs community and recrea- 
tion facilities in order to achieve maximum livability, and that commercial 
facilities tying in with the project can be of substantial economic value, particu- 
larly if the projects are located on lower cost land in order to achieve savings in 
land costs and needs commercial facilities in order to provide adequate services 
for the residents and neighbors. 

To authorize mortgage insurance on community recreation and commercial 
facilities in connection with all types of cooperative projects will also strengthen 
the consumer participation in ownership and control of the projects. The sales 
type cooperatives, in which the blanket mortgage is broken into individual mort- 
gages upon completion, loses much of the continuity which provides the kind of a 
neighborhood which is so desirable. Continuing cooperative ownership of the 
community recreation and commercial facilities would give a sustaining bond 
which would maintain the cooperative character of the undertaking. 

A few months ago the Cooperative Advisory Committee of FHA made a sug- 
gestion to the Commissioner which drew his immediate favorable response. The 
advisory committee, as you know, is made up of representatives of the labor, 
veterans, cooperative, educational, religious and civic organizations which have 
an immediate concern for the cooperative housing program. It was suggested 
by this committee that a mutual insurance fund be set up in FHA for tthe 
mortgages of housing cooperatives. There is already a similar fund for the 
section 208 individual home program. There has been no such fund for multi 
family housing because there was not a continuing individual ownership in 
rental housing. The cooperative housing projects, however, provide and ideal 
instrument to apply the mutual insurance fund technique to multifamily housing. 
Creation of such a fund will provide a measure of the effectiveness and economies 
of the mortgage insurance program for housing cooperatives. There will be 
added incentive for greater economy on the part of cooperatives, and there will 
be a typical mutual or cooperative method of passing on to the consumers any 
economies which grow out of the mortgage insurance program. Today there 
is some demand that the 0.5 percent charged for mortgage insurance for coopera- 
tive housing be cut to 0.25 percent because the costs of such insurance are smaller 
than on individual mortgages. No one knows how great those economies are. 
A mutual insurance fund would provide a measurement based on experience 
which would allow refunds to be made to the cooperative owners based on the 
actual economies. 

We understand that the FHA is in complete agreement in principle with this 
proposal and has its technical people working on a firm proposal which may be 
presented to the Congress. The mutual insurance fund has our complete support. 

It is important that the Congress give consideration to the long-run problems 
of providing several million homes for middle-income families on a completely 
unsubsidized basis. Members of the Congress for nearly a decade now have been 
struggling with this problem. The Senate, 7 years ago, came within a few votes 
of adopting a program which would have provided much lower-cost housing 
on a completely self-supporting basis than is now vailable even under the 
cooperative housing program in FHA. ‘There have recently been introduced 
two bills in the House incorporating the same desirable provisions. 

The long range program calls for a cooperative housing administration within 
the framework of the Housing and Home Finance Agency and the creation of a 
mixed-ownership mortgage corporation for housing cooperatives which could 
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make loans to cooperative and other nonprofit housing projects with 50-year 
amortization at the cost of money to the Government plus cost of administering 
the program, 

If we are to provide housing at costs which will open up the market for new 
housing for middle-income families, we must find a way to cut downpayments 
and to lower the monthly payments enough to reach the people in the lower mid- 
die-income brackets. The proposed legislation would provide technical assistance 
to groups wishing to build homes for themselves under the program and would 
be able to finance some of the planning and development costs which now are a 
great burden to the consumer in the initial stages of the project and which often 
cause such long delays that the consumer becomes discouraged and must find 
other housing. 

Within a portion of the amount of funds which the Congress has been asked 
to earmark for special assistance programs under FNMA, it would be possible 
to set up such a mortgage corporation and launch the program, at least on a 
modest scale, to give it a trial in operation. The program would be very much 
comparable to the rural electric program for farmers carried on through the 
Rual Electrification Administration. This has been one of the most successful 
developments in the last generation. 

The mortgage corporation for housing cooperatives has an added advantage 
in that it would attract the investment of pension funds of the great trade union 
organizations through its authority to sell fully-guaranteed debentures. This 
would, we believe, encourage the use of several billions of dollars of pension funds 
to provide adequate housing without subsidy to members of those same trade 
unions who today are often unable to provide this housing for themselves in 
the current market. 


Exuisit A.—FHA sec. 213 cooperative housing—Status as of Jan. 31, 1957 
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Exurit B.—Sec. 213, cooperative housing—Breakdown of insured projects by 
type 


As of January 31, 1957, mortgages have been insured on 366 projects, compris- 
ing 36,518 units for $348,748,033, as follows: 
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Mr. Rarns. The committee will be in recess until 10 o’clock tomor- 
row morning. 

(Whereupon, at 2:35 p. m., the hearing was adjourned until Thurs- 
day, March 14, 1957, at 10 a. m.) 








HOUSING ACT OF 1957 


THURSDAY, MARCH 14, 1957 


Houst or REPRESENTATIVES, 
SUBCOMMITTEE ON HousING OF THE 
COMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 

The subcommittee met at 10 o’clock a. m., the Honorable Albert 
Rains, Chairman of the Subcommittee, presiding. 

Present: Messrs. Rains, Chairman Spence, Addonizio, Barrett, Mrs. 
Sullivan, Messrs. Ashley, Talle, McDonough, Widnall, and Betts. 

Mr. Rarns. The committee will please be in order. 

The first witnesses this morning are the me wmbe rs of the Federal 
Home Loan Bank Board, the chairman, the Honorable Albert Rob- 
ertson, the Honorable Ira Dixon, and the Honorable William J. 
Hallahan. 

Come around, gentlemen. We are delighted to have you this morn- 
ing. You may have a seat. 

[ see you havea prepared statement. You may proceed. 

Who will proceed, Mr. Robertson ? 

Mr. Rorerrson. If you please, sir. 

Mr. Rains. We will be glad to hear from you. 


STATEMENTS OF HON. ALBERT ROBERTSON, CHAIRMAN; HON. IRA 
DIXON; AND HON. WILLIAM J. HALLAHAN, FEDERAL HOME LOAN 
BANK BOARD 


Mr. Roperrson. Mr. Chairman, and members of the Housing Sub- 
committee of the House Banking and Currency Committee: As chair- 
man of the Federal Home Loan Bank Board, it is a privilege for me 
and my fellow board members, Ira A. Dixon and William J. Hallahan, 
to appear before you and, first, present a brief résumé of the ac- 
tivities and accomplishments of savings and loan associations in the 
housing field; second, comment upon certain portions of proposed 
bills and suggested legislation which are now being considered by 
your committee, and, third, discuss with the committee certain pro- 
posals which the Federal Home Loan Bank Board has under considera- 
tion which we believe would assist. in providing from private sources a 
substantial increase in funds available for investment in home mort- 
gages. At the same time we believe the proposals to which reference 
has been made would have no adverse effects upon the soundness of the 
savings and loan industry, nor would they present difficult adminis- 
trative problems for the Federal Home Loan Bank Board. 

Savings and loan associations have been the major lenders in the 
home mortgage field for many years. Collectively, they comprise the 
685 
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only type of savings institution which has specialized almost exclu- 
sively in extending this form of credit. Virtually all of these insti- 
tutions’ investments are in home mortgage loans, exc ept for unsecured 
property-improvement loans on homes and inv estment in Government 
securities principally for the purpose of supplementing, when needed, 
their cash operating requirements. 

Holdings of mortgages by savings and loan associations have risen 
steadily. Indicative of the rate of growth, the latest statistics avail- 
able show that their holdings have tr ipled since 1950 and at the close of 
1956 amounted to $35,870, ‘000 000. Currently about one-third of all 
housing starts and well over one-third of all mortgages on new and 
existing homes throughout the Nation are being financed by savings 
and loan associations. 

During the calendar year 1956, $10.5 billion of new mortage loans 
were or iginated by savings and loan associations, 8 percent less than in 
1955, but well in excess of any previous year. These associations en- 

age in very little trading of such loans. In recent years more loans 
con been bought than sold, and neither purchases nor sales have ex- 
ceeded 5 percent of loans made. Conventional mortgages, which have 
not suffered such fluctuations in volume as have occurred with Gov- 
ernment-supported mortgages, are the staple product of the associa- 
tions’ loan departments—some $9 billion of the 1956 total being fi- 
nanced without FHA or VA underwriting. The bulk of the $1.5 bil- 
lion of underwritten loans made in 1956 were guaranteed by VA. 

Historically, savings and loan associations have obtained a sufficient 
volume of funds through growth in savings, repayments on outstand- 
ing mortgages and current anrneaae to finance their new mortgage 
requirements. During 1956, some $5.1 billion net was added to savings 
accounts, and $6.1 billion was received in regular amortization pay- 
ments and prepayments of outstanding mortgages. These and other 
receipts enabled the associations to lend the near-record total of $10.5 
billion, while adding $500 million more to their liquid assets and re- 
ducing their borrowings by $200 million. 

WwW hile the $5 billion of net savings received by - associations in 
1956 was 3 percent greater than in the previous year, there was some 
softening in savings receipts in the latter months of the year. 

During January 1957, net savings receipts were 21 percent below 
the Same month of last year, and sc ‘attered information indicates that 
February totals may also be lower. It appears that the net inflow 
for the full year may well be down to about $4.6 billion, some $500 
million less than in 1956. Such a reduction in savings receipts should 
be offset by a rise in repayments on the associations’ continually ex- 
panding mortgage portfolios and other sources. With these funds, 
the associations should be able to equal or exceed the volume of new 
loans which were made in 1956. 

Most borrowings of the savings and loan associations have been 
from their respective regional Federal Home Loan Banks, 11 in num- 
ber, which were established under the Federal Home Loan Bank Act 
of 1932, as amended. Each of these banks, operating under regulations 
and general direction of the Federal Home Loan Bank Board, serves 
the member institutions in its respective district. 

Nationwide, such members hold 96 percent of the resources of all 
savings and loan associations. In addition to standing ready to meet 
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requirements for advances of any member which might face unusually 
heavy withdrawal requests for savings, the Federal Home Loan Bank 
System is geared toward equalizing seasonal and geographical dis- 
parities between supply and demand for funds, and providing, within 
established limits, advances of funds to members w t ne receipts from 
normal sources are insufficient to meet loan demands. 

The rapid growth of the member associations has been matched by 
an equally rapid ee by the district banks. During the 7-year 
period from January 1, 1950, to December 31, 1956, paid-in capital 
mcereased from approximately $200 million to $600 million; assets in- 
creased from approximately $734 million to $2.3 billion; advances to 
members increased from approximately $433 million to $1.2 billion, and 
required liquidity reserves increased hater $100 million, or 14 percent 
of assets, to $640 million, or 28 percent of assets. The original capital 
of $125 million furnished by the Government has been fully repaid 
since 1950 and all paid-in capital since that time has been furnished by 
the members. 

At the present time the system has paid-in capital and earned sur- 
plus of approximately $670 million. Capital and surplus have been 
Increasing at an annual rate of $90 million for the last 3 years. By 
1960 the capital and surplus of the system should exceed $1 billion. 

In view of the fact that its members have consistently financed the 
purchase or construction of every third house sold in this country, the 
system and its members have not only a great interest, but a great 
stake, in a sound and stable housing ‘market. We are interested in 
sound methods of improving the mobility of mortgage funds within 
the system as well as channeling savings into areas deficient in home 
mortgage funds. 

In this connection the Board has under active consideration pro- 
posals which would (1) broaden the scope of participation in mort- 
gage loans by insured member institutions as well as (2) better em- 
ploy the facilities of the system to channel other long and intermediate 
term capital funds into the residential mortgage market. 

With respect to mortgage loan participations, the proposal as it is 
shaping up would permit an insured association to purchase a partici- 
pation in a residential mortgage loan originated by an insured member 
so long as the originator retained a 50 percent interest in the loan. 
Such participation loans could be made anywhere in the United 
States. 

With respect to channeling more savings funds into the residential 
mortgage market, the Board is considering proposals which would 
provide a secondary market within the system. 

Since its enactment in 1954, the Voluntary Home Mortgage Credit 
Program has, in our opinion, filled an important role in providing 
financing for homes in isolated areas and for minority groups. It is 
significant that the program represents a voluntary effort on the part 
of various types of private lending institutions and that through its 
contribution the need for direct Government assistance in the mort- 
gage financing field has been reduced. 

Although the part played by the savings and loan associations of 
the country in the formative e stage of this program has been compara- 
tively minor, interest of these institutions is steadily increasing. This 
is evidenced. by growing support being given by the national trade 
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organizations as well as by individual institutions. A program de- 
veloped within the framework of the VHMCP by a group of savings 
and loan associations in New York City, in order to help meet the 
home finaneing needs of. Puerto. Rico through a pooling of resources 
and a mtutual sharing of administrative costs, shows good possibilities 
of much broader application to other areas of the country 

In a voluntary ettort of this nature, the 1mpetus for participation 
must come from the savings and loan business itself. However, to 
the extent of its ability, the Federal Home Loan Bank Board has 
encouraged the cooperation of its member institutions and will con- 
tinue to lend the program its full support. 

Bee ase it believes that the voluntary home mortgage credit pro- 
gram is filling a definite need, the Federal Home Loan Bank Board 
recommends that the C ongress approve a 3-year extension. 

Various proposals have been offered to utilize a portion of the 
national service life insurance fund for the purpose of investing and 
reinvesting the fund in the purchase of loans guaranteed pursuant to 
section 501 of the Servicemen’s Readjustment Act of 1944. During 
periods when the threat of increasing inflationary pressures is a mat- 
ter of concern, the advisability of the disbursement of public funds, 
on the scale proposed, is subject to serious question. 

The liberalized downpayment requirements proposed in H. R. 5611 
have a desirable objective. It is well recognized that liberalization 
of mortgage terms creates demand for mortgage credit. but does not 
increase the supply of such credit. Therefore it follows that the tim- 
ing of any such liberalization must be geared to prevent undue upward 
pressures on the cost of housing. 

The Bureau of the Budget has advised us that there is no objection 
to the submission of this testimony, and we thank you for hearing us. 

Mr. Rats. We are glad to have vou, Mr. Robertson. 

On page 4 of your statement I notice you suggest that the Home Loan 
Bank Board is giving consideration to a plan or program which would 
get more savings into the home-mortgage market. That is one of the 
main studies of this committee, and we would be glad, if you can, to 
have you and your associates go more into detail and tell us what your 
planning is, and whether you think any legislation is necessary, and 
so forth. 

Mr. Roperrson. I should like to ask Mr. Hallahan to enlarge on 
that. 

Mr. Rarns. All right, Mr. Hallahan. 

Mr. Hatiawan. Mr. Chairman, as you know, the Federal Home 
Loan Bank System was organized to furnish three principal types of 
services to the savings and loan industry. One, to act as a source of 
liquidity to meet unexpected heavy withdrawals, the other to be a 
source of funds to meet the seasonal requirements of its members since 
our members receive savings 12 months of the year, while disburse- 
ments are generally greatest in 7 or 8 of those months. 

And, third, to be a source of additional home-mortgage funds which 
can be employed in areas where there is a deficiency of savings capital. 

During the last couple of years, the lines of credit. which govern 
borrowing by member institutions from the system, as you know, have 
been established by the Board. The ceiling is now set at 1214 percent 
of a member’s savings capital, with an additional : 21% percent available 
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for emergency purposes. The Board feels this is ample to take care 
of the seasonal requirements of its members. 

The Board has currently no restriction, and has never had any 
restriction, on the amount of credit av ailable to its members to meet 
savings withdrawals. 

With mone to channeling of additional funds into the mortgage 

market, we feel that a system that has already accumulated some 
$670 million of capital from private sources, and our system is owned, 
as you gentlemen well know, by its member institutions, and which 
within the next couple of years will have a paid-in capital of $1 billion, 
or more, is in a position to attract and channel other formations of 
savings capital, whether it be pension funds or corporate holdings, 
through the facilities of the system, into the home residential mortgage 
market on a sound basis. This can be done by providing a secondary 
market facility in the FHLB system or by a system of financing 
geared to attracting savings on an intermedi: ite or long-term basis, 
which then can be channeled into savings and loan institutions and 
be made available to home buyers in their communities. 

Mr. Rains. How can that be done? How can you attract it? What 
kind of legislation do we need, and what should we do with it? 

Mr. Hatzanan. Well, actually, on the legislative front, this could 
be done without legislation as far as our system is conc erned. 

Pursuing the secondary inset fac ility phase of it to make it work 
best, a little legislation would be required. The question as to whether 
it would be best to proceed with a secondary market facility, or use 
the debt procedure which we are doing currently, may be still subject 
to debate. 

With respect to legislation, the 11 regional banks under the statutes 
are authorized to make the same investments which trustees under 
the law of the States in which they are located can invest trust funds. 
In some States in which our banks are located those trust: powers are 
fairly broad. In other States they are quite narrow. To have all of 
our banks participate on the same basis, probably legislation author- 
izing the Board to determine what investments its regional banks can 
make would be necessary. 

Mr. Ratns. In other words, to make it uniform throughout the 
country. 

Now, let me ask you this: Take the pension funds, for instance: 
If trustees decided they wanted to invest in home mortgages through 
the Federal home loan bank, or its member institutions, just what 
would be the practical procedure for them to take? 

Mr. Hattanan. Well, as I understand it now, and I haven’t looked 
at the footings of the pension funds lately, but most of their invest- 
ments, as I understand it, are in securities which have an interest or 
dividend income. They are making investments in Government se- 
curities, corporate bonds, corporate stock, and other investments. 

[ believe that debentures or notes or obligations issued by the Fed- 
eral Home Loan Bank System, are cert: ainly as attractive to the in- 

vestors of this country and more attractive in my opinion, in view of 
the capital and the security behind the System’s obligations, than 
high-grade corporate bonds or equities. 

Mr. Rains. In the first place, they are not Government-guaranteed 
bonds, 

Mr. Hatitanan. That is right. 
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Mr. Rarns. Would that be any deterrent to pension funds investing 
in them, or not? 

Mr. Hatianan. No; the security behind this system’s obligations— 
the obligations of our system are the individual and joint obligations 
of all of its banks. 

Mr. Rains. The individual and joint obligations of each bank? 

Mr. Hatianan. That is right. 

Mr. Rains. What maturity should those debentures have, in the way 
of long term; what should it be to attract these pension funds, in your 
opinion ? 

Mr. Hatranan. Well, that would vary, of course, with the particu- 
lar portfolio of any pension fund. I assume currently they are inter- 
ested in the long end of the market. Most of these funds, as I under- 
stand it, are actually relatively new and the disbursements which they 
might expect are not going to equal or come close to equaling their 
current pay-ins for some years in the future, so I would assume that 
a manager of that type of investment fund would be interested in 
longer security. Ten to fifteen years certainly would be attractive 
to them, I would think. 

Mr. Rarns. The present limitation that the Home Loan Bank Board 
has on lending to its member institutions, and here we are talking about 
getting more funds into the system, would that limitation which you 
now have affect this situation any or would it be up to the individual 
likes and dislikes of each member institution as to whether they 
participate ? 

Mr. Hatxianan. Our current situation, Mr. Chairman, is roughly 
this: With respect to our borrowings, we have been making short- term 
credit available to our members. In other words, the notes which we 
have issued in the last 5 or 10 years, I think, have had somewhere be- 
tween a 6-month and a 1-year maturity, short-term credit. 

I think that some of that credit has been used to finance long-term 
investments; in other words, residential mortgages. I would ‘prefer 
in those areas where there are deficiencies of funds to supply savings 
to meet the mortgage needs of that community, rather than lend an 
institution money - obtained in the short end of the market ; the proper 
thing to do is to ‘bring additional savings in, and I think that the line 
of credit that we currently have is principally geared to take care of 
seasonal needs rather than long-term needs. I think there is nothing 
incompatible with what the proposal that we have under consideration 
involves and our current credit policy. 

Mr. Rats. Do you think the Treasury would object to those long- 
term obligations ? 

Mr. HatiaHan. The issuance of those securities certainly would be 
subject to the monetary and fiscal policies or conditions as they existed 
at any given time. Whether they would object to them or not, it 
would be hard for me to say. 

Mr. Ratns. Well, one thing we all know, Mr. Hallahan, is we can’t 
by legislation or by action of the Home Loan Bank Board, create 
new credit. But there is one thing we are vitally concerned with on 
this committee, and I know you are at the Home Loan Bank Board, 
and that is channeling of the funds we reasonably can, and should 
into the home building industry, and I don’t mind saying we have a 
feeling here on this committee that home building hasn’t been getting 
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exactly a fair break in the demands and competition for mortgage 
funds in the last year or two 

I am talking about generally across the board, and we are vitally 
interested in any type of program which would help us to help you 
to channel more mortgage funds into the home building industry. 

I wish you would set out in a memorandum to us exactly your 
suggestion along the lines we have discussed here as to what you think 
could be done, or should be done, by way of legislation, and show to 
us, if you will, how this proposed program of. yours would operate. 
We would appreciate it very much if you would do that. 

Mr. HatnaHAn. We would be glad to do it. 

As I say, it is something we have u.der consideration, and we 
haven’t worked out all of the different phases of it. 

(The material referred to is as follows: 
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FEDERAL HOME LOAN BANK Boarp, 
Washington, D. 0., March 20, 1957. 
Mr. Ropert L. CARDON, 
Clerk and General Counsel, Banking and Currency Committee, 
House of Representatives, Washington 25, D. C. 


Dear Mr. Carpnon: You will recall that the Federal Home Loan Bank Board, 
on Thursday, March 14, 1957, appeared before the Subcommittee on Housing 
of the House Banking and Currency Committee. 

At that time the matter of further relaxing the present limitations on borrow- 
ing by member institutions of the Federal Home Loan Bank System for 
mortgage expansion purposes Came under discussion with Chairman Rains. 

Perhaps the subcommittee would be interested in the attached detailed break- 
down on available credit under the present limitations. 

Sincerely, 
IrA Dixon, Member of the Board. 


FepeERAL Home LOAN BANKS 


Comparative statement of expansion credit available to members under limita- 
tion established by Federal Home Loan Bank Board 


(Thousands omitted in dollar amounts] 


30, 1955 | | May 31, 1956 | Nov. 30, 1956 | Mar. 15, 1957 
(estimated) 


Credit limitations as percentage of savings... 


Number of members. . 


4,421. 





Borrowers... 8 
Nonborrowers... 


Members, savings.. 


Borrowers..--. 
Nonborrowers... 


F-xpansion credit available- -_- 


Advances outstanding... 
Unused capacity 


7 $30, 000, 


399 
, 925 i 


000 


19, 337, 356 
_10, 662, 644 


| 2,066 | 
| 2, 310 | 


| $32, 900, 000 | 


18, 213, 641 | 
|__ 14, 686, 359 | 


2, 477, 484 
1, 371, 562 
1, 105, 922 


3, 389, 771 
ee ae 
1, 124, 802 | 
2, 264, 969 | 
| 


206 | 

"216 

$35, 500, 000 | 
20, 436, 203 

5, 063, 797 

rs 458, 541. 
1, 148, 397. 
3,310, 144 





"86, 700, 000 
18, 000, 000 
18, 700, 000 


~ 4, 600, 000 


982, 597 
3, 617, 403 


Mr. Ratns. You are not proposing legislation at this particular 


time? 
Mr. HALLAHAN. 
Mr. Rarns. 


No, sir. 


Think that over for us before we start to write the bill, 


sometime I guess during the week of the 25th of March, and we will 
very much appreciate your thoughts and suggestions in detail. 
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Now, one or two other questions: The committee has wondered, 01 
I have many times, why public funds are not deposited in savings and 
loan associations whose accounts are insured by the Federal Home 
Loan Corporation! Why the Federal Government will not permit 
its own funds to be deposited in these savings and home loan associa- 
tions, yet, on the other hand, banks that are insured by the FDIC, up 
to the amount of insurance, are legal depositories for Federal funds. 

Do you think we ought to authorize insured Federal savings and loan 
associations as a depository for Federal funds, up to the same limit 
that banks have? 

Mr. Hauxianan. I can see no reason why they shouldn't. 

Mr. Rats. Well, of course, I realize that the banks would object in 
that it would be competition but, as a matter of fact, the accounts are 
insured just the same in a savings and loan association as are the 
accounts in a bank; isn’t that correct ? 

Mr. Haiianan. Yes, sir. 

Mr. Ratns Do you know any reason why the Federal Government’s 
funds up to the insurance amounts I mean wouldn’t be just as safe in 
the Federal savings and loan associations as they would in a bank? 

Mr. HatiaHan. No, sir. 

Mr. Rarys. This question has something to do with the limitations 
on the amounts that you furnish to member institutions. The charter 
of the Federal Loan Association permits them to borrow 50 percent of 
their savings capital, that is the charter of the institution. The 
regional banks, 11 regional home Joan banks, have set lines of credit 
around 25 percent, which has an effect of permitting the associations to 
borrow all they request practically every time; in the fall of 1955 the 
Federal Home Loan Bank Board directed all 11 home loan banks to 
prohibit all advances except under certain specified emergency cond- 
tions, and the ceiling was lifted to its present 1214 percent. 

Now, until 18 months ago, as I understand it, there was no nation 
ally prescribed ceiling on advances. What is the purpose of the 1214 
percent ceiling / 

Mr. Drxon. I would like to comment on that. 

Mr. Rains. All right, Mr. Dixon. 

Mr. Drxon. Prior to 1955, or at least during my association with 
this agency prior to 1955, there was never any problem of obtaining 
sufficient funds for all of the requested advances. In 1955 there was a 
tremendous impetus and demand for credit for exp: nsion purposes, in 
the Federal home loan bank system. The Board covered along in tli 
middle of the year of 1955 that while savings were increasing alsont 
11 percent over the previous year, advances for mortgage expansion 
had increased approximately 388 percent. 

The restrictions that were placed upon the banks and upon the bor- 
rowing institutions, of course, were a result of a demand which far 
exceeded the system’s ability to supply. The system, as Mr, Halla- 
han has already indicated, had the first obligation of being always in a 
position to supply credits to meet unusual w vithdrawal demands, and it 
was for that reason, and the reason that the Federal Home Loan Bank 
Board could foresee that the system just simply couldn’t furnish the 
amount of credit that it was indicated would be needed, that the re- 
striction on advances was put into effect at that time. 

Subsequently there have been 4 or 5 steps toward easing credit. I 
think basically, that the Board feels that as a matter of policy it should 
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not make eredit available for long-term lending from the short side 
of the market. I think it is perfectly proper that credit for seasonal 
needs should be made available, and certainly always for unusual 
withdrawal demands. But I think what we are trying to do is to 
make this 1214 percent which we now have as a limit, we are trying 
to make that a moot question. In other words, if we can, through the 
devices which Mr. Hallahan has explained to this committee briefly, 
and which we will later present in a more detailed form, make much 
more credit available to the system, the matter of the percentage limi- 
tation would not be a problem any longer. 

Mr. Rarys. As I note from your statement, or Mr. Robertson’s 
statement, on page 2, in 1956 your loans declined 8 percent from 1955, 
and in the light of that, and in the light of the need for more money out 
at the grassroots, I just wondered what would be the attitude of the 
Board if this committee were to recommend that, well, you hft the 
ceiling, say, to 20 or 25 percent? What would you think of that? 

Mr. Dixon. Well, I think there is a lot of difference between 20 and 
25 percent. Certainly this Board would give very serious considera- 
tion to any recommendation this committee would make. 

Mr. Rars. Our concern and our feeling is that the situation is in 
a rather depressed state. I realize the policy adopted by the Board 
may have been right in 1955 when the pressures were what they were, 
but. I don’t exactly go along that it is in the basic act that you can- 
not provide money for long-term loans. 

I don’t think it would be wise to go too far with that. There is 
nothing in the act which prohibits you from making loans to members 
even though they might use some of it for long-term loans. 

Mr. Drxon. No, it wouldn’t be prohibited. — 

Mr. Rarns. I say I am not criticizing that, but I do wish you would 
vive consideration to easing up as much as you can in light of the fact 
that demand fell off considerably in 1956. 

Mr. Dixon. Of course, there might be some other reasons for the 
demand falling off. I just have some figures here that might be of in- 
terest at this point. 

At the present time we have 1,890 associations who are borrowers 
‘rom the system. We have 2,557 associations who are not borrowers. 

The total amount that they could borrow under our present formula, 
that is as a system, would be $4.6 billion, and the advances actually 
outstanding are $980 million, so there is a cushion there of more 
than $3 billion that could be borrowed. 

Mr. Rartns. Come around, Mr. Chairman. We are delighted to 
have you. 

Mr. Dixon. We are certainly glad to have Congressman Spence 
here because he has been a good friend of ours, and everyone in the 
financial field. 

I want to repeat that currently there is a cushion of more than 
=} billion which could be borrowed, or which could be advanced to 
the system under our present formula. 

Mr. Ratns. One more question, Mr. Robertson. 

In the last vear’s housing bill we raised the limitation on certain 
types of loans which Federal savings and loan associations could make 
from 15 to 20 percent: as I recall, the main reason we did it was to 
‘ncourage the flow of mortgage credit into capital shortage areas since 
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loans on properties more than 50 miles from the association’s offices 
were limited, because they had to come within the 15 percent factor; 
last year Congress raised it to 20 percent. 

Now, as I understand it, the groups of loans subject to the 20 per- 
cent limitation include in addition to the loan beyond 50 miles other 
loan categories such as loans in excess of $35,000, loans on business 
properties, even motels, as a matter of fact. 

I don’t think we had the intention of encouraging more lending on 
commercial and multifamily dwellings. What we had in mind was 
single family housing beyond the 50- mile limit. We have heard since 
the < change in the law last year it has been pretty inetfective since there 
has been no change in the rules of your organization regarding loans 
beyond 50 miles. 

Mr. Roperrson. I would like to have Mr. Hallahan answer that 
question. 

Mr. Ratns. Very well. 

Mr. Hauxanan. Mr. Chairman, since 1934, which was the year in 
which the Federal Savings and Loan Insurance Corporation was cre- 
ated, there has been a restriction on all insured institutions, both 
Federal and State, with respect to their lending beyond a 50-mile limit, 
and that regulation, as you stated, generally prohibits it unless the 
prior written consent of the Insurance Corporation is obtained. That 
prohibition, as I say, has been in effect since 1934, and was in effect 
when the 15 percent was changed to 20 percent in last year’s housing 
bill. 

As Mr. Robertson mentioned in his statement, the Board has under 
active consideration, and I think will promulgate it within the next 
couple of weeks, a regulation which would broaden the participation 
by Federal and insured institutions, in mortgage loans, anywhere in 
the United States, which I believe will carry out the intent of the 
Congress in providing greater mobility to funds already within the 
Federal home loan bank : system, but that limitation with respect to the 
50-mile lending limit, we didn’ t feel you intended to change. 

Along that line, I believe in 1956 and in 195: 5, the Board had no more 
than 20 or 25 requests to lend outside the 50-mile limit. So that has 
not been as we see it a deterrent. 

Mr. Ratns. I had no criticism, I just wanted your comment on it. 

Mr. Hatiawan. That isthe back <ground. 

But we do intend, as I say, to provide greater mobility through this 
participation technique and preserve the soundness of good lending 
practice in the process. 

Mr. Ratns. Thank you, Mr. Hallahan. 

Dr. Talle. 

Mr. McDonoveu. Mr. Chairman, I see the ranking member of the 
Banking and Currency Committee here. 

Mr. Rarns. Mr. Wolcott, we are glad to have you. 

Dr. Talle. 

Mr. Tatiz. Mr. Chairman. 

Quite a lot has been said about lowering downpayments. Now, 
looking at that objective from the point of view of the welfare of the 
homeowner, and his neighbors, isn’t there something to be said for a 
larger downpayment ? 








HOUSING ACT OF 1957 695 


Mr. Rosertson. I think the savings and loan industry and mortgage 
lenders in general are in favor of the owner having an equity in his 
property. 

Mr. Tate. I have noted in certain communities that greater pride 
is taken in homes that are occupied by people who have a pretty good 
equity in their home. Now, suppose there is no dow npayment, A 
number of people I think w ould take good care of their homes any- 
how, because by nature they are people who take pride in their homes. 
But consideri ing the situation as It was following World War II, there 
was such a scarcity of housing and rents were so high that a good many 
veterans found that the monthly payment was somewhat less than 
what they would have to pay in the way of rent. A good many—that 
would be relative, of course—told me, well, we can’t lose anything be- 
cause we pay as much as this for rent, "anyhow , and while we don’t like 
what we are buying, we don’t have to stay; we can just walk away 
from it. 

I think that is an aspect of housing that we should keep in mind. 

Mr. Ropertson. Yes, sir. 

Mr. Tate. As an illustration, not many days ago a man said to me, 
“T want to buy a farm, and I w ant to buy it in lowa.” He said, “I don’t 
have any money. Tell me how to proc eed.” 

Well, land isn’t cheap out there, as you know, Mr. Robertson. So I 
gave him the name and address of a reputable real estate man, and I 

said, if I were doing this, since you are asking me for advice, this is 
what I would do. This may not be right, but it is what I would do. 
I wouldn’t buy a farm. I would rent one. He informed me he had 
money enough to purchase the necessary machinery. It was my 
thought that “after he discovered he liked farming, and had made some 
money, he could then consider purchasing. 

I wonder if we aren’t encouraging some people to buy homes who 
shouldn’t buy them, but should rent instead ? 

Mr. Rozertson. Well, I assume that would depend on the individual 
ability of the purchaser, or the renter, as the case may be. 

I think the advice you gave the farmer was sound. 

Mr. Tatix. I don’t know whether he liked the advice or not. I just 
said this is what I would do if I were doing it. I didn’t ask him to do 
it. But I am a little fearful of what we are doing. We are sort of 
straining at the seams. We are looking around everywhere for more 
and more credit, and naturally in that situation the rates come high, 
and as prices go up, let us not forget that the tax collector has a way of 
discovering w vhat was paid in dollars for a house, and he is going to 
fix his tax rates accor dingly. Once those rates are up they are not easy 
to get down. 

Have you had that experience, Mr. Robertson ? 

Mr. Rosertson. I have, sir. 

Mr. Tauie. That is all at the moment, Mr. Chairman. 

Mr. Rarns. Mr. Addonizio. 

Mr. Apponiz1o. Mr. Chairman, I have several questions. 

I would like to first direct Mr. Robertson’s attention to page 5 of 
his statement concerning his remarks on the national service life 
insurance fund proposal. 

In the first ate Mr. Robertson, you refer to the national service 


life insurance fund as public funds. Are these actually public funds? 
Aren’t they actually the property of the policyholders, the veterans? 
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Mr. om eae Yes, they are, but, as I understand it, they are 
invested in Government securities so that if they were to be replaced 
the Treasury would have to borrow the funds from some other source 
to replace them. 

Mr. Apponizio. I gather, also from your statement that your sole 
objection to the use of these funds is that it is inflationary. In 
what way is it any more inflationary than when the Federal Home 
Bank Board sells its consolidated debentures in the money market ? 
Doesn’t that put pressure on the available supply of credit, also? 

Mr. Harianan. I don’t think our objection, Congressman, is only 
that. As I understand it, the committee has been considering and is 
currently considering increasing the lending authority of Fannie 
May. Actually, as we see it, there is no difference between what you 
are considering doing with respect to Fannie May, and the national 
service life insurance funds. Both of them are—well, the Treasury 
is doing most of the financing, as you can appreciate. 

Mr. Apponiz1o. Well, then I gather you do not believe the use of 
NSLI is any more or less inflationary than the use of FNMA. In 
both cases the Government would have to raise the money in the 
money market and thus put pressure on the available supply of credit. 
The same thing would be true in the case of the sale of your consoli- 
dated debentures. Now I would like to ask you another question: 
Do you think it would be a sound proposal to use these funds? 

Before you answer that, let me say this: I would like to respect- 
fully point out to you that under section 15 of the House Loan Bank 
Act of 1932 your consolidated debentures were made Jawful invest- 
ments for all United States Government trust funds. 

Further, your debentures are not guaranteed or insured by the 
United States Government, while GI mortgages are, and, finally, until 
1950 the Home Loan Bank Board did not even possess a line of credit 
to the Secretary of the Treasury so that you could get money, if 
necessary, to pay the interest and princ ipal upon your debentures. 

Mr. Hatianan. We have never used the line of credit established 
in 1950 and have no intention of using it. 

Mr. Anpontzio. Well. I believe that is very interesting, but I don't 
believe that you have answered my question. It seems to me that if 
Government trust funds are to be permitted to buy your nonguaran- 
teed debentures, then the NSLI should certainly be permitted to invest 
20 percent of its funds in guaranteed GI mortgages. Now, Mr. Rob- 
ertson, let me direct your attention to the last page of your statement. 
I believe there you indicate that the Administration’s proposal to 
liberalize FHA downpayments has, and I quote you, “a desirable 
objective.” 

In your statement you point out, and I think correctly so, that the 
question of timing is important. But I would like to point out. to 
you that one of the savings and loan associations, I believe it was the 
United States Savings & Loan League, flatly opposed any liberaliza- 
tion of FHA at all. 

I assume that you people are a little bit more sympathetic to the 
proposal, and I would appreciate your comments as to this difference. 

Mr. Rosertson. The desirable objective is, of course, to broaden 
the field of possible borrowers. The liberalization of the mortgage 
terms, however, would not by itself create any additional credit which 
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is the subject with which we are primarily concerned now, so that 
the matter of timing is important. To lower the downpayments and 
increase the demand for credit at a time when credit is short, would 
in our opinion be undesirable timing, while if at a time w hen credit 
were more available, it would be more desirable. 

Mr. Apponizio. Well, do you endorse the Administration’s pro- 
posal of liberalizing FHA downpay ments, or not ¢ 

Mr. Ropertson. Yes. 

Mr. Apponizio. I have one other question, and then I will pass on. 

Mr. Robertson, as you know, the question of legislation to permit 
Federal savings and loan associations to invest a small percentage of 
their assets in the improvement of community facilities, is still very 
much with us. The proponents of this legislation feel that it would 
aoe the community facilities problems by “helping provide improved 

facilities at a reasonable price, and would help small builders. 

Could you tell us the latest thinking of the Board on this? 

Mr. Ropertson. That is not a subject that has been actively con- 
sidered while I have been on the Board. I should like to ask Mr. 
Dixon to reply. 

Mr. Dixon. Yes, Mr. Congressman, the Board has considered it. 
I think it is the feeling of the Board, or has been, that with proper 
safeguards and limitations on the amount it might be a very desirable 
implement, for the savings and loan industry, and might have the 
effects or results which you have indicated. 

Mr. Apponizio. Well, I assume our subcommittee is going to make 
a study of this problem later on. 

Mr. Rarns. Yes, in connection with the study of community facili- 
ties. You would think, though, Mr. Dixon, there ought to be certain 
safeguards on the use of it? 

Mr. Dixon. Yes, I think so, Mr. Chairman, There should be safe- 
guards, certainly, both as to the type of improvements or land, and 
also as to the percentage of its share capital that the association might 
use for that purpose. 

Mr. McDonovuen. I think the Board is doing an excellent job, and 
we are happy to have your testimony. 

You are looking to the future insofar as expanding the facilities of 
the Board in both the use of money for the purchase of land and com- 
munity facilities. I am glad you are giving that consideration. We 
are very much concerned rabout that. 

Also your recommendation on page 4, that you are planning on 
broadening the scope of the loans to any place in the United States 
provided there is, as you say, a 50 percent particpation in the original 
loan; that I think would be a fine thing to do. 

Then in the last paragraph on page 4, with respect to the channeling 
of more savings funds into the residential mortgage market, to pro- 

vide a second: ary market within the system, that is the only question 
Ihave. Just what do you mean by that? 

Mr. Ronerrson. Mr. Hallahan had enlarged on that earlier. The 
plan was to borrow some funds in the long-term market and make 
those available for the purchase of mortgages by the system, itself. 

Mr. McDonovuau. As a supplement to Fannie M: ry ? 

Mr. Roserrson. No, as a supplement to our own program. 

Mr. Rarns. Mr. Robertson went into detail on that, and is going 
to submit a memorandum on that point. 
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Mr. McDonoven. That is a new idea. 
That is all, Mr. Chairman. 
Mr. Rains. Mr. Barrett. 
Mr. Barrett. Mr. Chairman, I have one question. 

Mr. Robertson, in the second paragraph on page 2 of your state- 
ment you state that conventional mortgages are not subject to fluctua- 
tions as has occurred with Government-supported money. I have 
heard that a number of Government-backed mortgages have declined. 
Conventional mortgages are tending to involve second and third 
trusts. 

Have you heard anything like this?) Have you any statistics on the 
subject ? e 

Mr. Rozertson. I am not familiar with that subject. May I ask 
Mr. Dixon if he is acquainted with it. ? 

Mr. Drxon. I don’t think we would have any reliable statistics. 
There are some second trusts. I haven’t heard of thirds, but it is 
possible that there could be. 

Our only current statistical data is on the first liens which our insti- 
tutions must have as security for the loans they make. Of course, 
as credit is unavailable the tendency might be to resort to financi ing of 
that type. It isn’t usual. I will say that. 

Ordinarily, our member associations expect the borrower to have 
an equity in the property. 

Mr. Apponizi1o. May I just interject there: You don’t consider it 
desirable to have second mortgages, do you ? 

Mr. Dixon. No, sir; I do not. 

Mr. Hatianan. But they are not prohibited in the Government- 
guaranteed or Government-insured programs, except in FHA organi- 
zations. 

Mr. Rats. Mr. Widnall. 

Mr. Wwwatt. Mr. Robertson, I believe you said you had a cushion 
of $3 billion in the system today. Is that more or less than a year 
ago? 

Mr. Rogerson. I would say it would be more. 

Mr. Drxon. We could provide those figures for the committee if it 
desired it. We could give it to you exactly. 

Mr. Win. Now, if credit is so short i in the mortgage field, why 
aren’t the member associations borrowing from that $3 billion credit ? 

Mr. Rogertson. I cannot answer that " precisely. Of course, credit 
is shorter in some areas than it isin others. The indications from the 
field are that in many cases their own local savings will take care 
of theirdemand. That would not be true in some of the more rapidly 
growing areas such as California, Florida, and some other places 
where there is very rapid growth of population. 

Mr. Wiwnau. What rate does a member have to pay to obtain that 
money ? 

Mr. Rosertson. It is not uniform, but it is slightly under 4 per- 
cent, on the average. May I check that just a moment ? 

It is 3.70, 3.80, or 3.90. The range is from 3.50 to 4 percent. 

Mr. Wipnatx. How does that rate compare with a few years ago? 

Mr. Ronertson. It is higher. 

Mr. Wipwatx. Would the raising of that interest rate tend to in- 
crease the amount of your cushion ¢ 
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Mr. Ropertson. Yes, it would do that, and it would also to an extent 
affect the desire to borrow. 

Mr. Wipnau. So that the fact that an association would have to 
pay you a higher interest rate makes it less attractive for them to 
have the money on hand to pass out in the form of mortgages? 

Mr. Roserrson. Less attractive to borrow it, yes. 

Mr. Wipnaty. That is all. Thank you. 

Mr. Rarns. Mrs. Sullivan. 

Mrs. Suxiivan. Mr. Chairman, I have one question: of Mr, 
Robertson. 

On page 2 of your statement you point out that there was some 
softening in the savings receipts in the last months of last year, and 
on page 3 you say that it appears that the net inflow of savings for 
1957 will be about $500 million below 1956. 

Now, it has been an article of faith on the part of some economists 
that higher interest rates result in increased savings. I believe that 
the interest rate on dividends paid by the savings and loan associations 
has gone up quite a bit lately. W hy, then, has the inflow of savings 
declined ? t believe total savings is staying up rather well, isn’t it,?, 

Mr. Sean I think the answer is that there is more "competi- 
tion for savings from other forms. The interest rate payable by 
commercial banks has gone uP, the rate paid by mutual savings 
banks has gone up. T here is a greater c ompetition. 

I think the distribution is eing changed, at least temporarily. 

Mrs. Sutuivan. Well, isn’t possibly the biggest factor due to the 
fact that the Federal Reserve Board raised their interest rate on 
time deposits ? 

Mr. Roperrson. That had an effect, of course. 

Mrs. Sutiivan. But do you have any statistics on that at all, where 
the difference would come in on that raise being by the Federal 
Reserve Board on time deposits? 

Mr. Hauianan. I think for the month of January of this year, 
I think the total net savings increase in savings and loan associations 
was $322 million as against t $422 million in January of 1955. I believe 
that the increase in savings accounts, deposits in nome aby banks for 
the month of January of this year was something like $775 million’ 
as against $70 million for January of 1955, and I “believe the mutual 
savings banks did not experience the same net increase in savings 
in Janu: iry of this year as they did in January of 1955. 

I think probably overall you could say that there is more savings. 

Now, how you analyze this change in the distribution, I don’t know 
yet. 

Mrs. Sutiivan. Thank you. That is all. 

Mr. Rains. I don’t ask for any comment on this statement, but I 
would like the record to show, that bears out a prediction I made, 
and a complaint against the action of the Federal Reserve Board in 

raising the interest rate for commercial banks on deposits. 

I think that will explain where it went to in January. 

Mr. Betts. 

Mr. Brrrs. I just wanted to clear up a matter Mr. Addonizio was 
talking about when he spoke of the national service life insurance 
funds and the investment of them. He referred to the Federal Home 
Loan Bank Act, as I understand it, as the authority for the investment; 
of national service life insurance funds in FHA mortgages. 
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Now, as I understand it, that act was passed about 1932, wasn’t it? 

Mr. Harranan. That is right. 

Mr. Berts. But the act which provides for the investment of na- 
trowal service hfe insurance funds, as I recall it, was passed about 
1946, wasn’t it? 

Mr. Hatxianan. I would assume just before the war; yes, sir. 

Mr. Bertrts. So as a legal proposition, we assume that would control 
as far as the investment of national service life insurance fund, isn’t 
that right ? 

Mr. Hatuianan. I don’t know, but anyway I don’t think there has 
ever been one dollar of Federal Government trust funds invested in 
the home loan bank system. 

Mr. Rarns. I see our distinguished chairman here. Mr, Chair- 
man, do you have any questions you want to ask the witness? 

Mr. Spence. No questions. 

Mr. Rats. We appreciate the job you are doing, gentlemen; we 
appreciate your coming before us, and we appreciate also the job you 
are doing for this c ommittee in helping us to get more mortgage credit 
to the people who need homes. 

Mr. Hatianan. Thank you very much. 

Mr. Rogertson. Thank you, Mr. Chairman. 

Mr. Rarys. The next witness is Mr. Charles Wellman of the Glen- 
dale Federal Savings and Loan Association, Glendale, Calif. 

Mr. McDonoven. Mr. Chairman, for the benefit of the members of 
the committee, let me welcome Mr. Wellman. He has been a valuable 
witness before this committee on several occasions. He has been-in the 
savings and loan association business for as long as I have known him, 
and I am sure what he has to say to the committee will be very helpful. 

Mr. Ratns. You are very welcome, Mr. Wellman. I remember you 
very kindly when we were out in California as one of our hosts, and 
your fine testimony before the subcommittee out in Los Angeles. 

We appreciate your coming such a long distance to testify and you 
may proceed in any manner you see fit. 

Mr. Wetiman. Thank you, Mr. Chairman, and thank you Con- 
gressman McDonough, and members of the subcommittee. 


STATEMENT OF CHARLES WELLMAN, GLENDALE FEDERAL SAVINGS 
& LOAN ASSOCIATION, GLENDALE, CALIF. 


Mr. Wetiman. I have filed a written statement with the subcom- 
mittee. I thought I might take just a few moments to summarize that 
statement. 

Mr. Rarns. That will be a good idea. 

Mr. Weitiman. Basically, ‘Mr. Chairman, housing credit, like any 
other kind of credit, has to be considered from a supply and demand 
point of view. For example, when the Congress of the United States 
substanti: illy liberalized downpayments and terms in the Housing 
Act of 1954, you created a great deal of pressure on the demand side 
for mortgage credit. F ortun: itely, at that time there was a good deal 
of credit available from the supply side, and the result was, as yen 
well know, in both 1954 and 1955, you had a tremendous upthrust in 
the volume of housing starts. Beginning in 1955, and I well remem- 
ber when the subcommittee was in Los Angeles in November of 1955 
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we were beginning to see considerable signs of congestion in the mort- 
gage market, principally because of the diminishing volume of supply 
of credit. And I think the experience that we have had in the past 
2 or 3 years indicates the nature of our problem on housing credit, 
because housing credit, while it has certain unique char: acteristics, is 
also very similar to other types of long-term credit. 

For example, whenever you reduce the downpayment and/or extend 
the term, you create greater effective demand. You make it possible 
for a larger number of people to become homeowners. If you increase 
that pote ential and effective demand on the part of potential buyers of 
homes without concurrently making more money available to take 

‘are and to meet their demand, you are going to create a congested 
system in the mortgage market, and, frankly, I feel very strongly that 
in the past we have not utilized with any real skills the manipulation, 
although that is not a very polite word, but perhaps it will do, the 
manipulation of downpayment and term of loan to increase or to 
dampen the demand for mortgage credit. 

I frankly don’t feel that it does the American public, the building 
industry, the lending, or the potential home buyer very much good to 
encourage them in the idea that they can go out and buy a house with 
little or “nothing down, and they can repay it over 30 years, and then 
they go to their savings and loan association, their bank, or whatever 
financial intermediar y they use, and find ou that there just isn’t enough 
money there to supply their desire for homeownership in the form 
of more liberal credit. 

So I feel, frankly, we should exercise a little more skill in the dis- 
cretionary use of term and downpayment, in order to gear this matter 
a little more to the supply of credit. For example, the Veterans’ Ad- 
ministration didn’t change this negative no-downpayment situation 
until the spring of 1955, although the Federal Reserve began in Decem- 
ber of 1954 to sort of tighten up credit, and as the committee well 
remembers, in November ‘of 1955, we were beginning to feel the effects 
of that, and we were feeling it in terms of inc reasing discounts, and 
as you Congressmen know, the discount situation is worse now than it 
was when you were in Los Angeles in November of 1955. 

So our problem is basically not so much how we can stimulate de- 
mand for mortgage credit today, our problem is how can we increase 
the supply of mortgage credit. 

Now, mortgage ¢ redit is a peculiar kind of think. Even in the 1920’s 
when we had no FHA or V A, we knew that in rising money prices 
housing credit falls behind, and the reason is it is principally a local 
type of credit, although the FITA and VA programs have done much 
to minimize it. Servic ing and acquiring individual home loans is a 
tedious and sometimes a very expensive process as against going out 
and buying ten or twelve or twenty or a hundred million dollars worth 
of corporate bonds, or something of that type. So, whenever you have 
a tightening money situation, mortgage credit just isn’t quite as agile 
as some of these other competitors for investment money. 

On top of that, of course—and I know there is a good deal of debate 
about this—but on top of these inherent disadvantages you have the 
situation today with a 414-percent interest rate on VA loans. The 
competitive position of a veteran mortgage as against the competitive 
position of other potential users of long-term credit is such that, except 
to the extent that it can be equalized by a discount, the veteran mort- 
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gage is just not as desirable, and the managers and boards of directors 
and trustees of financial institutions have an obligation, because their 
cost of getting money has gone up. 

As Representative Sullivan pointed out, the savings and loan asso- 
ciations have paid their earnings to their savers. That means it is 
costing them more money, and the y have to be able to find a way of 
meeting those rising expenses. , basically, our problem is how to 
increase the supply, and I am Bi sonally delighted to hear the testi- 
mony of the Home Loan Bank Board because, ‘frankly, I think a $670 
million net worth is not fully employed today in the long-term-mort- 
gage business. I feel very frankly that the matter of supplying sea- 
sonal needs which has been one of the principal reasons for using the 
short end of the market is perfectly proper and legitimate. I certainly 
don’t think there is anything wrong with limiting that to 124% percent 
because—take a hur dred million dollar institution—potential line of 
credit of 1214 percent, is $12,500,000. Well, in terms of seasonal needs, 
what institution is going to be using much more than $1214 million 
to even out the flow between its flow of savings and its demand for 
mortgage credit. But we do need a device for tapping the longer 
term market. 

Now, we have talked in this business, as you know, about pension 
funds. Pension funds aren’t the least bit interested in buying mort- 
gages. It is a cumbersome, troublesome thing for them to do, and they 
are not set up for it, but they would buy debentures secured by mort 
gages, and this is the way that we can reac h this tremendous growing 
pool of long-term savings for bringing some more money into the 
mortgage market : 

We certainly don’t expect and for the stability of our economy we 
don’t want all of the long-term money going into mortgages, but we 
want to have a system of financi ing mortgages so we don’t have these 
violent shifts that go on, and the broader the base the more we can tap 

various pools of credit, long-term credit, the greater stability we are 
going to have in the field of mortgage c redit. A Federal Home Loan 
Bank System with a net worth of $670 million, growing at the rate of 
roughly $90 million a year, certainly gives us a potention vehicle, and 
I personally prefer using it as secondary market device rather ‘than 
lending the money. 

You know, people in the financial business have a sort of prejudice 
aginst borrowing money. They don’t like to borrow money, but if 
they could sell mortga es to the Home Loan Bank System, the funds 
for the purchase of which was acquired by debentures that in turn 
had been sold to pools of capital such as pension funds, we would then 
have a device which would bring more capital, particularly into the 
capital-scarce areas. We would have a device for more equalizing or 
leveling these peaks and valleys that we have been experiencing al- 
though we are certainly always going to have some. 

There is nothing wrong as long as you always have a free choice 
type of consumer economy, you are going to have some peaks and val- 
leys, but we don’t want it to look like a roller coaster. 

I think this committee, for example, could do a good deal to encour- 
age uniform foreclosure laws. The laws on foreclosures are v iolently 
different from one State to another, and that is an impediment to the 
flow of capital. Restrictions on the investment powers of State-char- 
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tered institutions is another type of a restriction on the impediment 
on the flow of capital. 

Mr. Apponizio. Mr. Wellman, may I interrupt you there? 

Mr. WeLuMAN. Yes. 

Mr. Apponizio. Do you honestly believe the Federal Government 
should go into this question of foreclosures ? 

Mr. Wetman. I think, sir, that you can encourage States as part 
of a problem of making a broader program, just as we have had the 
encouragement of the Federal Government on other types of uniform 
code, 

Mr. Apponizio. Isn’t that for the State legislature to determine? 

Mr. Wetiman. Yes, sir; but I think that the committee concerned 
with the flow of housing credit can take a position and recommend 
that State legislatures work toward some type of uniform code on 
foreclosure laws. I recognize that States rights would certainly pro- 
hibit the Congress of the United States from doing anything about 
that, but the prestige of the United States and the concern of the 
Congress of the United States for housing could bring considerable 
pressure on State legislatures to consider this aspect of the problem. 

Mr. Rains. As a matter of fact, in a great many of the programs in 
which the State participates, the State legislatures have gone along 
with suggestions. That is true in title I housing, it is true in public 
housing, it is true in many cases they go along with suggestions made 
by the Federal Government; isn’t that right, } Mr. Wellman? 

Mr. Weiiman. That is right. 

Mr. McDonovucu. Well, isn’t the most effective way to adjust fore- 
closure laws to limit the loans if foreclosure laws go beyond a certain 
point in the use of Federal funds? 

Mr. Rains. That is a little punitive. I go along with Mr. Addoni- 
zio’s desire to protect State rights. 

Mr. McDonoven. Mr. Chairman; has there been any study, Mr. 
Wellman, of the variety of foreclosure laws in the various 48 States? 

Mr, Wetman. Yes, sir; I would like to refer to the activities of a 
competitive operation, the Mortgage Bankers Association, which I 
think have done a good deal of work along this field, and I am sure 
would be very helpful to this committee in making suggestions on the 
line of more uniformity on foreclosure laws. 

Mr. Rains. I didn’t mean to interrupt your eloquent flow of lan- 
guage there, but I was interested in what you had to say about the 
necessity for the big pension funds and big trust funds to invest in 
home mortgages. 

Mr. Wetman. Yes, sir; that is basically our problem. The mort- 
gage instrument itself is just not a suitable type of investment for 
them, whereas if we use an intermediate position, using a debenture 
device, I think we could find an instrument for attracting them to the 
field of mortgage lending. 

Mr. Rains. Mr. Wellman, you hail from the land of high discounts, 
and so do I. 

Mr. WELLMAN. Yes, sir. 

Mr. Ratns. I have heard Mr. McDonough complain about it many 
times. This committee is faced with a, shall I say, public sentiment 
among the Members of Congress that something should be done— 
whatever it is, I would like you to tell us—but something should be 
done to curtail excessive discounts. 
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There may be some who think you can completely eliminate them. 
I don’t think this committee believes that. But in the light of the 
pressure here in the Congress, and throughout the country, to put 
some kind of curtailment on excessive discounts, can you make any 
suggestion to the committee ? 

Mr. Wetiman. Yes, sir; raise the interest rate on the VA loan. 

Mr. Ratns. Raise the interest rate on the VA loan ? 

Mr. Weiitman. That is correct. 

Mr. Ratns. That is part of it, but the interest rate is already raised 
on the FHA loan to 5 percent, and the discounts are hitting us In many 
areas on FHA loans; how o you account for that ? 

Mr. Wetiman. Well, si 

Mr. Apponizi1o. Isn’t it we if you raised the interest rates on VA 
loans, Mr. Wellman, all you could do was just restrict the extent of 
these discounts ? 

Mr. Wetiman. Sir, there is a competition among lenders, and a 
builder, for instance, which is where your discount proble m arises, is 
not going to borrow the money from a lender who is charging a greater 
discount than the fellow down the street. So there is a law of ‘supply 
and demand which regulates the volume of discounts. 

The problem you have today, the discount differential on FHA 5 
percent loans is four points higher than the dise ount on a 414 percent 
VA loan. Even considering ‘the fact that there is practically no 5 
percent FHA loans in deliverable shape, the houses haven’t been 
completed, and the package all wrapped up for sale, but you can buy 
today in the secondary market a 5 percent FHA loan at 96, but you 

cannot sell a VA 414 percent loan over 92, if it is over $15,000, which 
is the ceiling on Fannie May. 

So there is a difference, and the discounts are going to fluctuate with 
interest rates. 

Mr. McDonoveu. Do you mean that if you brought the VA loan up 
to 5 percent, that the 4 points would then apply to the VA loan? 

Mr. Wetiman. You would have probably a 96 percent of 4-point 
discount on a VA loan at 5 percent. 

Mr. McDonover. You are speaking of 4 points as it applies in 
California. That doesn’t apply all over the country. 

Mr. Wetiman. No, I am giving you California figures because you 
have a capital scarcity situation there. 

Mr. Apponizio. Mr. Wellman, suppose Congress does not raise the 
GI interest rate, and we have no assurances that it will. I don’t think 
anybody knows at this point. What would you suggest, then ¢ 

Mr. Rarns. I think we should say to Mr. W ellman that the 1 ‘alsing 
of the GI interest rate is not the province of this committee. We don’t 
have any control over the GI interest rate. 

Mr. Wetiman. I understand that, sir. 

What would I suggest? I don’t think there is anything you can do, 
then, unless you do as some people have suggested, tap “the national 
service life insurance fund, and my own feeling is very strongly 
against that. 

Mr. McDonoven. Even for the purchase of debentures, would you 
oppose it for that ? 

Mr. Wetitman. You havetoraisethe money. As far as the Govern- 
ment is concerned, it is like the fellow that is property poor. They 
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may have the assets, but they don’t have the cash. So they will have 
to go out and borrow the money. 

Mr. Avvoniz10. How about if we put some veterans preference in 
FHA? 

Mr. WetiMan. Well, then, you would be going in through the back 
door via the FHA progr: um, and that might be the answer, because I 
am convinced the volume of housing starts will go down and as the 
figures indicated in the Wall Street Journal this morning—they didn’t 
give us the exact figures, but it looks like you are getting down near 
900,000 starts, and if we keep this rigid 44% percent interest rate the 
builders cannot take these discounts. 

Sure, a builder that is in business like a fellow in the suit business, 
sure, if he has some suits that don’t sell he is going to take a loss on 
those and stay in business, but he is not going to stay in business if 
every suit he sells he takes a loss on, and that is,the situation you have 
with a discount of 8 points. 

As far as Los Angeles is concerned, you are just not going to get 
the starts. 

Mr. McDonovenu. Mr. Wellman, will you inform the committee as 
to the demand for housing on the part of the buyer in California, or 
whatever knowledge you have of any other place than California ? 

Mr. Wetiman. Well, I think you have a situation in California 
which gets back to my pet theory about overstimulating the housing 
market—you have in some sections of southern California a sticky 
situation as far as selling houses is concerned, and oddly enough the 
houses you have the hardest time selling are the houses with VA 
financing already arranged on them with a 2 percent downpayment 
and 30-year term. 

So just stimulating housing demand from the term side isn’t always 
going to solve your problem. That I don’t think is typical through- 
out the country. I think there are lots of sections in the country 
where if GI funds were available you would have the demand on the 
part of the consumer. Of course, you get back to rising land costs, 
rising community facilities costs, rising construction costs, up 7 per- 
cent; we are getting ourselves in the position in southern California 
at least where you have got to make six or seven hundred dollars a 
month in order to buy a house, even on liberal veterans’ terms, because 
the price of the houses keep going up all of the time. 

Mr. Rarns. Let him finish his summary. 

Mr. Wetiman. I have finished the summary. 

[ just wanted to show there are two sides to the equation. 

Mr. McDonoueu. In other words, the price of the house and the 
increased cost of material has had an effect of drying up the market 
insofar as the demand for buying a house on the part of the potential 
buyer , who is now living 1 in rented quarters ; is t chat correct ¢ 

Mr. Wetiman. That is correct; you keep narrowing your market. 

Mr. Berrs. Would you yield there for a moment? You didn’t in- 
clude labor. 

Mr. McDonoveu. Well, cost of building. 

Mr. Wetiman. I will include labor. I will include financial costs, 
too. 

Mr. McDonovenu. Now, in order to open up this situation so that 
the buyer can buy on convenient terms within the wage or the salary 
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he is now earning, do you think the increase of the interest rate on 
Veterans’ Administration loans would help that or hurt it/ 

Mr. Weiiman. I don’t think changing the interest rate as far as 
a veteran purchaser is going to drive anybody out of the market. The 
effect of half a percent increase in the interest rate on the monthly 
payment is infinitesimal compared to a 7-percent increase in consiruc- 
tion costs. 

Mr. McDonovenu. Well, with this high level of the cost of material] 
and labor and land and other things, would an ample supply of mort- 
gage money, either through NSLI funds, or increase in Fannie May; 
would that open up the market ? 

Mr. Wetiman. Well, I think if you opened up the NSLI funds 
you are going to create more pressure on the market again. I don’t 
think you are going to solve the problem by just dumping $2 billion, 
or whatever the figure is, out of national service life funds. You are 
just going to create more pressure on prices again. 

Mr. McDonovuex. Well, isn’t that going to be true with increasing 
authority for Fannie May also? 

Mr. Wetiman. Well, tosome extent. Of course, I feel that Fannie 
May is in a little different position, because Fannie May has to go out 
and raise their money in the capital markets, and they don’t have the 
benefit that the Government has when they raise their money, even 
though the Treasury helps them arrange the financing, and every- 
thing else. The United States Government is not paying 4 percent 
for 11-month obligations. I hope not, anyway. It has been changed 
in the last 3 hours if they are. They are not paying that price. And 
as long as Fannie May has to go out like anybody else and raise their 
money from the public, they are going to have to pay a going rate 
for it, and that is going to hold them down. 

When the United States Government goes out to borrow money, 
the United States Government is going to borrow money on terms 
more favorable than anybody else in the United States, except certain 
tax-exempt issues, and to that extent you are always going to get 
greater pressure or greater volume of money by letting the United 
States Government raise it. 

Mr. McDonovenu. Suppose the committee would provide legisla- 
tion to make debentures attractive to pension funds. Would that be 
beneficial ? 

Mr. Wettman. Well, I suppose so, but again, of course, it depends 
on who is back of the debentures. If the United States Government 
is issuing debentures, all we are saying in effect then is the United 
States Government is issuing long-term obligations. Considering Mr. 
Burgess’ difficulties at the present time, faced as he is with raising 
$3 billion in March, and the refunding program of the United States 
Government over the next few months, I think Mr. Burgess would 
be delighted if somebody else would go out and raise the money instead 
of him. 

Mr. Rarns. Let me ask you 1 or 2 questions. I don’t want to pro- 
long the discussion. 

But a moment ago I thought we were talking favorably of the 
Federal Home Loan Bank Board going into the market with deben- 
tures which they would sell to pension funds. Those pension funds, 
be it the UAW or the United Mine Workers, those funds are presently 
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invested down in Treasury obligations, so if you took them and in- 
vested them in the debentures you would have the same problem as 
with NSLI funds. 

Mr. Wetitman. I don’t think so. What would happen is they would 
invest their cash-in flow into obligations. 'The United States Treas- 
ury is not going to be issuing, in my opinion, any 5-year or 10-year 
or 15-year obligations i in 1957. They are going to be lucky if they 
can issue a 3-year obligation. But the home loan bank, on a modest 

scale, can go in with this type of operation that we have been dis- 
cussing, and, in my opinion, sell a certain volume of that type of 
obligation to pension funds. But I think when you get into the 
national service life you are bringing the whole problem of mortgage 
credit and tying it into the whole fiscal problem of the United States 
Government, and I just don’t feel that the situation necessitates that 
type of complication and that type of problem, when you do have a 
device such as Fannie May, and you do have a Home Loan Bank 
System, and both of these instrumentalities are in business, have been 
marketing their obligations, and can do the job. I think from the 
point of fiscal responsibility of the United States Government, let 
these other instrumentalities try to do the job. 

Now if we still face continuing problems and the starts keep going 
down and money gets tighter and tighter, then you can consider some 
of these other things, but here we have two private instrumentalities, 
as far as raising capital is Dyes om pen They are not private in their 
other aspects, but as far as raising money is concerned, they are pri- 
vate, and let us keep eas: ihn 

Mr. Rains. Mr. Wellman, on page 5 of your full-length statement 
you made certain references to improvements, possible improvements, 
I should say, in the Home Loan Bank System. You mention ware- 
housing participation techniques. 

Do you have any specific recommendations on that? 

Mr. Wettman. Again, when I wrote this statement I hadn’t heard 
what the Home Loan Bank Board was going to testify to. 

Mr. Rarns. Did you have something in mind similar to that when 
you wrote the statement ? 

Mr. Wetiman. Very much similar. For instance, this participa- 
tion device is an excellent device for people in a capital surplus area 
to invest in a capital deficient area and at the same time it permits 
local responsibility. One of the things we want to keep in our savings 
and loan business is local respons sibility, and the participation tech- 
nique is the way to do it. 

Mr. Ratns. Any questions? 

Mr. Ashley ? 

Mr. Asuiey. Mr. Wellman, were you in favor of raising interest 
rates on VA loans from 4 to 414 percent back in 19532 

Mr. WELLMAN. Yes, sir. 

Mr. Asuiry. Well, that may have resulted in some activity as far 
as the program is concerned, but we certainly found that 414 percent 
isn’t adequate, at least that is your view now, and that it has slowed up 
and actually brought the program to a halt, wouldn't you say so? 

Mr. Wetiman. Yes, but we were paying 3 percent for savings in 
1952 and 1953, and we are paying 4 percent for savings now. That is 
true throughout the country with everyone that is using money. 
Everybody is paying a higher price for money. 
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Mr. Asutry Sure, I appreciate that, but the fact is now you want 
to go from 41% to 5 percent, and there i is no more promise that 5 per- 
cent is going to be enough in the future than there was that 414 would 
be adequate ‘back in 1953. In other words, at what point have we really 
reached the ceiling here? Are you going to come in here in 1958, God 
willing, and testify for 6 percent? 

Mr. Wetraan. ‘That is asking me to tell you what I think is going 
to happen in 1958, and I am not sure as to what is going to happen, 
Congressman. It might well be that money will be that tight. I 
certainly don’t think it is very likely. Iam personally convince ed when 
you have a full employment economy, and the Government is dedi- 
cated, and properly so, to a full employment economy, when the 
Government is trying to aid housing, you are going to have these 
Pp ee of time in which money is tight. 

[ don’t think there is any other answer to it, and there are going to 
be times when it is going to get loose. 

Mr. Asuiry. I just don’t see how you can arrive at the conclusion 
that money is going to be less tight in 1958 than it is now or 1960 or 
1965, with the expansion in the way of ¢ apital facilities, schools, high- 
ways, programs of all sorts, which are posing a real problem, and with 
the increase in our population it is going to be multiplied, as I see it. 
So I just wonder what is the basis for your opinion that money will 
loosen up, particularly as interest rates continue to go up. 

Mr. Wetman. Well, the reason I feel it will loosen up, Congress- 
man, is becaus se in the last 2 years we have had 3 factors that have been 
pressing heavily on the supply of savings. 

In 1955 housing and automobiles. In 1956, automobiles and hous- 
ing began to slip back and capital investment in business and inven- 
tory accumulation not only took up the slack left by those two, but 
pushed it ahead further. 

Now, it is my personal feeling, and only a personal feeling, I have 
no crystal ball that guarantees my conclusions, that in 1957 you will 
see the demand for capital equipment showing some signs of reduced 
rate of expansion. 

Mr. Apponizio. Yesterday the Securities and Exchange Commission 
report came out and said that there was going to be a further increase 
this year. 

Mr. Asutey. Last year showed an increase over the previous year 
in plant expansion, which is fantastic to me, but no doubt true. 

Mr. Wetiman. I didn’t say there would not be an increase in 1957, 
but I don’t think you will have the impact of the rate of rise in 1957 
that we did in 1956. 

Mr. Apponizi1o. Would not the net result be about the same? 

Mr. Wetitman. I don’t think so. If the rate of increase slows some- 
thing you don’t get as much of an immediate pressure. It is when 
the rate of increase goes up that you get such an impact, and when 
you have everybody else in the act trying to borrow money. 

Mr. Apponizio. Let us hope you are correct. 

Mr. Asuiry. If the rate of increase, as you say, falls off, but there is 
nonetheless an increase in the amount of credit for plant expansion, 
for automobile financing, and for other areas of our economy, what 
leads you to believe that housing is going to continue to feel the pinch, 
that there will be a continuing “decline in the amount of credit avail- 
able for home purchases? 
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Mr. Wettman. Well, I think if all those things happen, if every- 
thing keeps going with the throttle wide open, I will agree, housing 
is always going to come out, in my opinion, second best, and there i is 
nothing the Congress of the United States can do about it, there is 
nothing that the lenders can do about it, because you have a peculiar 
kind of instrument here. 

Now, we can improve the instrument, we can tap capital pools, but 
basically housing credit has certain inherent weaknesses in a period 
of tight money. 

For example, I will give you an illustration of it. 

Mr, Asutey. Well, should that be? 

Mr. WetimaAn. You can’t help it. You have this problem: It is 
an expensive process to make mortgage money. It is expensive to 
service a mortgage loan. In our own institution we have to look at 
4 to 6 pro pe rties before we end up with 1 loan. We have to go out and 
appraise them. 

As Congressman McDonough knows in a city of great distances, 
our appraisers may run 150 miles in a single day looking at houses, 
That costs money. Mortgage credit is more expensive than going out 
and buying a $100 million worth of bonds. That is one reason why it 
is always on the short end. 

Another thing, it is long-term credit. You don’t have an estab- 
lished secondary market. ‘You can’t look up in the mortgage paper 
and find out where you stand today like you can if you own a cor- 
porate bond. 

Mr. Apponizio. But an investment in the mortgage market is a 
good risk. The history of the savings and loan associations proves 
you are making money from them. 

Mr. Wetman. I don’t think there is any question but what the 
mortgage business is a good business. 

Mr. Apponizi1o. Well, doesn’t that take care of any other problems 
that you are confronted with? 

Mr. Weiitman. Well, we are a little different type of institution 
from a bond house. We are local. We are lending money to people 
in our own areas, Whereas a bond house is a national institution lend- 
ing money throughout the United States. They don’t understand 
necessarily what is going on in Los sare or San Francisco, or else- 
where. They have a different attitude, Congressman, toward this 
process, and they have these alternative choices, and prejud ice and 
predilection play a tremendous role in investments. It isn’t a scientific 
process. If you are used to buying bonds, and you don’t know any- 
thing about mortgages, what would vou go into, bonds, not mortgages. 
If somebody gave us the power to buy mortgages, what would we do? 
We would st: Ly in mortgages, because that is the business we know. 

Mr. Rarns. Let us move along, gentlemen, the bell has sounded. 

Mr. Betts. 

Mr. Berrs. oe I understand you to say that apparently out in 
your district, or the community in which you live, in some areas the 
building has reached a saturation point as far as demand is concerned 2 

Mr. Wetiman. In certain areas, yes. 

Mr. Brerrs. And that is a highly populated area, isn’t it? 

Mr. Wetiman. That is correct. 

Mr. Berrs. And it is a growing population. 

Mr. We.tmMan. That is right. 
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Mr. Berrs. So if it is true in areas such as that you are reaching a 
saturation point, that might be true all over the country where popu- 
lation is inc reasing less rapidly ? : 

Mr. Wetiaran. No, sir; because, reme smber, in Los Angeles County 
we have built more than 10 percent of the houses in the United States 
every year for the last 5 or 6 years. In other words, the volume of 
housing production in Los Angeles County is one of the major factors 
in housing starts throughout the United States. 

We certainly don’t have 10 percent of the population. 

Mr. McDonoven. Will the gentleman yield at that point? 

Mr. Berrts. Yes. 

Mr. McDonovwen. I think, Mr. Wellman, Mr. Betts’ question should 
be qualified, or the answer should be qualified, to this extent: What 
may be a saturation point today will not be a saturation point 90 
days from now in California. 

Mr. Wettman. That is correct. 

Mr. McDonoven. Where you have an overbuilt situation it doesn’t 
last very long. I know of builders who have an inventory of houses 
ready to sell. They can’t sell them today, but 90 days from now they 
will have a demand for more than they can build. 

Mr. Berrs. Well, because there are saturation points out there does 
not prove there are not saturation points other places. 

Mr. Wetiuman. No, it doesn’t prove anything either way. It just 
proves there are saturation conditions in some parts of Los Angeles. 

Mr. Berrts. All right. Now, what are the highest rates of dis- 
counts you have run into? 

Mr. Wetiman. I would s say 92. 

Mr. Berts. That means 8 percent. 

Mr. Wetiman. An eight-point discount. On a $10,000 loan that 
would be an $800 discount. 

Mr. Berrs. The reason I ask that is because there has been testi- 
mony of 20 and 25 percent discounts in some areas. 

Mr. Wetiman. I have heard of them. 

Mr. Berts. You have never run into them ? 

Mr. Weitman. No. But I want to point out on this discount mat- 
ter, if you come into a lender and you haven’t any money—you are 
« builder—you don’t even own your land, and you want to get capital 
to build houses where you have no stake in it, you are going to pay 
more for that kind of transaction. Now, that is not a discount in the 
same sense that if I am sitting holding a mortgage, and I want to sell 
somebody else that mortgage I am going to sell it at a discount to 
equalize the rate. Many of these discount figures include a lot of 
other things besides the discount to equalize the difference in yields 
on the paper, and I think that is an extremely important point. 

You come into a lender and _ want to borrow money to build 
a house. He may charge you a 1-percent or 2-percent fee for doing 
all of the paperwork, if. you want to count that as a discount you can 
get figures higher than that, or if he comes in and he is a bum risk, 
and has no capital invested, he might pay a little more for his money, 
but that is not a discount in the sense in which we speak of dise ounts. 

Mr. Berrs. Did I understand you to say you favor regulation of 
discounts ? 

Mr. Wetiman. I don’t favor regulation of discounts, I favor raising 
the interest rates. 
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Mr. Berrs. That is all. 

Mr. Rats. Mrs. Sullivan. 

Mrs. Suttivan. | have just one question, Mr, Chairman. 

Mr. Wellman, on page 4 you point out that conventionally financed 
housing has held up remarkably well. Now we have heard some dis- 
turbing reports that one of the reasons for this is that the practice of 
second and third mortgages, so dangerous and risky, is being resorted 
to by builders and home buyers, because of the difficulty i in obtaining 
FHA and GI financing. 

[ would like your comment on this problem. 

Mr. Wetiman. I think there is some evidence of that, of builders 
who are selling houses on conventional loans, selling them on con- 
tracts of sale. There are not many cases of that occurring, but that is 
a device used. 

You come in and have a couple of hundred dollars down, and the 
builder is the borrower, he is selling to you, the purchaser, on a con- 
tract of sale. Title does not pass until you have built up a sufficient 
equity. 

Now that is a type of secondary financing that is sometimes resorted 
to. There are situations where builders are taking back seconds. A 

responsible lender where there is a second trust deed involved will 
insist that the terms of the second trust deed run for the same length 
of time as the first trust deed, or the first mortgage, so that the bor- 
rower is no confronted with the old balloon type payment which was 
so typical of financing in the twenties, and sometimes has been true 
in automobile financing. 

Mrs. Suuiivan. Is that true in the higher priced housing, or is there 
much going on in the lower priced housing # 

Mr. Weituman. I would say the higher priced houses, the less likeli- 
hood there is of the secondary financing. 

Mr. Rains. Dr. Talle. 

Mr. Tatie. Mr. Chairman. 

Is it possible, Mr. Wellman, that our credit arrangements were 
possibly too loose in 1955, and in 1956 we reaped some trouble because 
of that? 

Mr. Weiiman. I don’t think there is any question about that, Con- 
gressman. I think in 1956 the housing business paid the same price 
that the automobile business did for what h: appened in 1955. We not 
only had the second best housing year, but in terms of dollar amount 
invested, we had the all-time high year, as did the automobile indus- 
try, and you just cannot pump too much water through a hose, and 
that is exactly what happened. 

Mr. Taig. One other point. I want to thank you for saying what 
you did about the law of supply and demand. A lot of people say 
that it doesn’t work. TI say it works all of the time. 

But what so many people fail to do is to consider the conditions 
that lie back of demand and the conditions that lie back of supply. 

Now getting back to the lower downpayment. As you well stated, 
Mr. Wellman, if we lower the downpayment we certainly bring in a 
very important condition lying back of demand; don’t we? 

Mr. Wertman. That is right, sir, and not only that but you are 
going to throw away the last tool we have left for stimulating housing 
if at any time this economy dips. We are not going to have ¢ any thing 
left to stimulate it with. 
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Mr. Tattx. That is right. 

Now, then, looking at the other side, supply, we can do something 
about the conditions ‘that lie back of supply. We should look at both 
sides of the coin. Asa higher rate of interest is paid to the fellow 
that saves, it is, of course, necessary to ask more from the people that 
borrow. Those are two sides of the same coin; isn’t that right? 

Mr. Wetiman. That is right. I think we can improve the supply 
situation. I think many of the measures the Government has taken, 
going all of the way back to the Home Loan Bank System, are devices 
for improving the supply, and I certainly don’t want to appear to be 
in opposition to the low downpayment long-term loan, I am not. I 
think it has permitted more American families to own homes than 
would otherwise have ever been possible, but these things have to be 
said in the economic context of the times in which we live, and we 
don’t want to overstimulate something any more than in times of de- 
pression we want to understimulate something. 

Mr. Tare. I happen to be one of those who pay interest, and I 
don’t want to pay more than I have to, but I recognize the validity 
of that economic law. One of the things I want to thank you and 
your organization for is the fundamental thing you have done and 
are doing. You are encouraging the habit of saving, and the rate is 
determined by the demand for and the supply of loanable funds; is 
that right? 

Mr. Wetiman. That is right. 

Mr. Tatix. The more we save the more we guard against the day 
when we have to pay a higher rate than we pay now. 

Mr. Wetiman. In 1955 the dollar amount of personal savings was 
lower than it was in 1954 and lower than it was in 1956, not just per- 
centage, this is absolute dollar amounts, and that is one of the reasons 
we had congestion in the mortgage market in 1955. 

Mr. Tauie. Thank you very much, Mr. Wellman. You have been a 
good witness. 

Mr. Rarns. Mr. Barrett? 

Mr. Barrett. No questions. 

Mr. Rays. Mr. Widnall ? 

Mr. Wipnatt. No questions, Mr. Chairman. 

Mr. Rarns. Mr. Wellman, the committee wants to thank you very 
sincerely for coming. On the dry subject of mortgage credit you are 
about the most eloquent witness I have ever listened to. 

(The complete statement of Mr. Wellman is as follows:) 


My name is Charles Wellman and I am the executive vice president of Glendale 
Federal Savings & Loan Association. 

At the outset I want to thank the subcommittee for the privilege and oppor- 
tunity of testifying on the general question of Federal housing legislation. 

New housing legislation must start with the decline in building starts, which 
commenced in 1956 and has continued in 1957. This decline in starts, however, 
must be put in its proper perspective. 

There was a sharp upthrust in the volume of privately owned starts commenc- 
ing in 1954. In both 1952 and 1953 there was comparative stability in the 
volume of starts at approxin 1ately 1 million per year. There was an increase in 
1954 to 1,111,000 and in 1955 to an even higher level of 1,256,000. 

This pattern of starts needs further analysis if it is to be helpful in the 
processes of policy formulation. The most remarkable fact in the upthrust 
achieved in 1954 and 1955 was that it was achieved principally as a result of an 
increase in the number of starts under the VA and FHA programs. For example, 
in 1952 and 1953 these Government housing programs accounted for only 39 
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percent of the total starts. In 1954, the year of the commencement of the rise, 
the proportion increased to almost 48 percent; and in 1955 the proportion reached 
an all time high of 51 percent. Similarly, the decline in housing starts commenc- 
ing in 1956 reflects principally a decline in the percentage of VA and FHA 
starts. It is estimated that the proportion in 1956 was approximately 42 percent, 
thereby moving the ratio back down more closely toward the relatively stable 
proportion obtained in 1952 and 1958. 

A critical examination of the characteristics of the insured or guarantied 
loans closed in the period of 1954 to 1956 is equally illuminating. While data 
on the characteristics of VA loans closed is not identical to housing starts, then 
trends are marked. The data clearly substantiates the conclusion that the ris- 
ing percentage of VA and FHA starts was primarily attributable to an increasing 
use of the longest term loan possible and the lowest downpayment permitted. 

For example, the percentage of the VA loans closed with a maturity or 26 to 30 
years increased from 4.1 percent to 1953 to 21.8 percent in 1954, and reached an 
all-time high in 1955 of 44 percent. A decline has since occurred in 1956. The 
same pattern is seen in the rise and fall of the percentage of VA loans closed 
with downpayments. In 1953 over 92 percent were closed with downpayments. 
In 1954 the percentage dropped to 74 percent. In 1955 a further decline to 59 
percent was registered. On the other hand, the proportion increased in 1956 to 
over 77 percent. 

There are two conclusions to be drawn. First, the bulge which occurred in new 
starts in 1954 and 1955 was principally attributable to starts under VA and FHA, 
Second, the sale of houses so built required not only availability of credit under 
the FHA and VA programs, but also necessitated what—by traditional stand- 
ards, at least—were extremely liberal terms as to maturity and downpayment. 

What are the implications of these conclusions in terms of public policy? 

The first implication is the terrific power inherent in the maturity and down- 
payment requirements in expanding or in contracting the effective demand for 
housing. In other words, these provisions in the mortgage instrument can 
markedly increase or decrease consumer demand for mortgage credit, depending 
on whether the provisions are liberalized or tightened. In my opinion, it cannot 
be emphasized too strongly, however, that such liberalization or contraction does 
not add to or take from the supply of long-term capital presently available for 
mortgage credit. Changes in such provisions affect only the demand for such 
credit. As a matter of fact, too much and too rapid a liberalization in these pro- 
visions can sometimes turn a situation of comparative balance between the sup- 
ply of and demand for mortgage credit into a congested imbalance. 

In November of 1955 I had the privilege of testifying before this subcommittee 
in Los Angeles. At that time the evidence of a growing tightness in mortgage 
money was fast accumulating. In fact, the whole trend since that time has been 
in the direction of mounting pressure on mortgage credit. 

In that testimony I criticized the tardy action of the Veterans’ Administration 
in eliminating the so-called “negative no downpayment” loan. Such excessive 
liberality in mortgage credit in a time of growing tightness serves no purpose 
other than to contribute materially to the congestion already then evident in the 
secondary mortgage market. 

Too liberal provisions as to the repayment of a mortgage loan and the amount 
of downpayment required can have an even sharper effect on an insured or guar- 
teed loan than most other types of credit in a period of tight money. In most 
other sectors of the capital market the imposition of tight money policies result 
not only in an increase in rate, but also an increase in the selectivity standards 
imposed by lenders on potential borrowers. Normally, most lenders increase their 
rates, their equity requirements, and shorten the term for repayment of the obliga- 
tion. The principal objective of such policies is to remove from the market some 
potential users of credit, thereby helping to inhibit the upward pressure on 
money rates. 

With an FHA or VA mortgage, however, risk is largely eliminated to the private 
lender by the guaranty or the contract of insurance; hence selectivity is nar- 
rowed down almost exclusively to a question of rate. Moreover, the rate is fixed, 
and this puts the whole burden on the discount mechanism. This is asking the 
discount mechanism to assume a job it was never intended to perform. Thus, 
often today, whether a potential homeowner with little or no money for a down- 
payment and a pressing need for very long-term financing obtains such financing 
depends not so much on the desirability of that homeowner as a credit risk, but 
whether he can buy a house from a builder who can absorb a sufficiently large 
discount. 


89342—A7 1A 
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Leaving aside the question as to the appropriateness of current monetary 
policies, it is obvious that when an economy is operating at close to capacity, 
there is a limit to the number of housing units that can be financed. The real 
problem, therefore, becomes one of determining how this maximum number of 
units is to be allocated. Such allocation should involve some shortening of term 
and some increase in downpayment requirements to preserve comparative equity 
in the process of allocation. 

Now, I certainly don’t intend to imply that the way to cure tight money in 
housing credit is to eliminate all potential borrowers. Such austerity is neither 
necessary nor desirable. We do not need to go back to the short-term mortgage 
instrument of the 1920’s. However, in my opinion, we have displayed a singular 
lack of ingenuity and imagination in utilizing slight variations in downpayments 
and terms to dampen the demand for housing credit. We should certainly learn 
how to manage the downpayment and the maturity of the insured and guar- 
anteed loan with the same skill in times of comparatively full employment as we 
have demonstrated in past times of underemployment. In my opinion, it does not 
serve the interest of the general public, the builder or the consumer for FHA or 
VA loans to be offered to potential homebuyers on terms which the market will 
accept only when accompanied by tremendous discounts. 

The administration’s current housing proposals contain provision for greater 
liberalization in the downpayment requirements on FHA loans. Certainly, in 
this kind of mortgage market it does not make very much sense to lower down- 
payment requirements. Any statutory power to lower downpayments or extend 
the term of repayment on either FHA or VA loans should also contain clear 
authority for administrative discretion to effect slight variations upward or 
downward, as well as definite instructions to exercise that authority. Moreover, 
the housing agencies should be instructed to coordinate the management of those 
provisions with those charged with the responsibility for money and credit policy. 
It is not consistent for the housing agencies to be liberalizing the terms on which 
housing credit can be borrowed at the same time the monetary authorities are 
instituting programs of credit restriction. 

The second implication for public policy of the pattern of starts in the past 
4 years is the obvious need for an adequate supply of long-term savings for 
mortgage credit. 

Unlike the first implication, we are, however, now dealing with the supply side. 

Housing credit is merely one of the many sources of demand for long-term 
investment funds. So long as we operate in an economy where the allocation of 
credit is effected principally by supply and demand, housing credit must compete 
along with all other potential users of such credit. 

It is, however, true that the nature of mortgage credit is such as to make hous- 
ing credit particularly sensitive to the impact of credit restraint. Even under 
a system of comparatively free interest rates, housing credit is not the most 
agile competitor for long-term funds in periods of tight money. For example, in 
the 1920’s—long before there was an FHA or a VA program—the National Bureau 
of Economic Research found “some evidence that major financia! institutions have 
increased the proportion of non-farm-mortgage loans to total assets during periods 
when the absolute spread between mortgage rates and bond yields has been high 
and have tended to decrease this proportion when the spread has been low.” 

This basic weakness of housing credit in periods of credit restraint clearly 
underscores the need for improvement in the competitive position of such credit. 

Today, however, this normal inherent disadvantage is markedly enhanced by 
the infiexible interest rate on VA loans which are the major volatile portion of 
housing starts. There should be no doubt today that the competitive position of 
the VA mortgage with respect to other types of investment is an impossible one. 
Even enormous discounts are not suflicient many times to move VA mortgages in 
the secondary market. This is not so true of conventional loans. 

I would be less than honest, however, if I contended that increasing the VA 
rate to 5 percent would induce a flood of credit into the mortgage sector of our 
economy. It certainly will not do this. Raising the rate at this juncture will 
merely stabilize a line from which further continued retreats will not be neces- 
sary. It should stabilize the volume of starts and permit other long-term 
measures to improve the basic situation. 

One of the remarkable features in the pattern of housing starts for the past 
4 years is the comparative stability of conventionally financed housing. On the 
other hand, it is obvious that conventional financing under present statutory and 
administrative limitations cannot fully satisfy the housing requirements of the 
Nation. 
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One reason, of course, for the stability in conventional financing is its remark- 
able flexibility as to interest rate, as to term, as to downpayment. Moreover, 
there cannot fail to be greater freedom in that type of mortgage loan in which the 
individual lender exercises his own judgment as to the quality of the borrower and 
of the property offered as security. 

For both the FHA and VA—-where the Government is assuming the greater 
portion, if not ali of the loss, there must be detailed administrative regulations. 
This whole pattern of administrative regulations necessarily introduces rigidi- 
ties in that system of mortgage credit. 

We need to bring to conventional lending some of the benefits which the FHA 
and VA programs have brought to potential home buyers. I have seen no reason 
why private lenders could not and should not develop within their own separate 
industries group mortgage insurance plans which would, in effect, spread the risk 
on conventional loans. Under such programs, individual lenders now reluctant 
to increase their own portfolio risk by extending terms and lowering down- 
payments could do at least some of this lending and do it under a vastly more 
flexible arrangement than is possible under either FHA or VA. 

There certainly should be a place in our system of mortgage credit for an inter- 
mediate position between the extreme of self-insurance on the one hand, repre- 
sented by the conventional loan, and on the other, the social insurance represented 
by FHA or VA. Risk of loss under such an arrangement could thus be appor- 
tioned between the individual lender and those of his industry who participated 
in a group arrangement for spreading the risk. A freer interest rate pattern 
and a marked reduction in administrative regulation on this type of higher risk 
mortgage would be obvious and these moves would do much to interject greater 
flexibility in mortgage credit. 

Such a program could be inaugurated, but I certainly feel that within the 
Federal Home Loan Bank mortgage system some tentative steps should be de- 
veloped along these lines. 

Another basic area in which the supply of mortgage credit might be improved 
would, of course, be to tap those institutions accumulating and lending long-term 
funds. Pension funds, for example, have become a major investor of long-term 
savings, yet these funds are an indifferent bystander to housing credit. Much 
work has been done and is being done in the kind of administrative engineering 
essential for fitting the characteristics peculiar to housing credit to the invest- 
ment requirements peculiar to pension funds. The principal device necessary 
is to develop a system of debentures which can be sold to pension funds. 

Another area where long-term measures can be undertaken for increasing the 
supply of mortgage credit is improvement in the Home Loan Bank system. In 
the past 20-odd years this system has developed totally from its membership a 
capitalized net worth in excess of $670 million. In my opinion, this well estab- 
lished and well resourced system is not now being fully employed, particularly 
with respect to such devices as warehousing, participation techniquest and, in- 
deed, truly secondary market operations for its membership. Indeed this system 
with its tremendous net worth could prabably well serve as one of the vehicles 
for tapping pension funds. There has been much discussion of a secondary mar- 
ket facility. In the past months, FNMA, despite an artificial interest rate bur- 
den, has performed a vital role in maintaining some order in an otherwise 
depressed secondary mortgage market. Because of the pricing mechanism, 
its over-the-counter purchase program has avoided a repetition of the experience 
of the early 1950’s when FNMA was for all practical purposes a direct Federal! 
loan program, Its external financing has been subjected to the rigors of the 
private capital market, and it is properly accumulating capital under a long- 
term plan from those who use its facilities. Even its recent prior commitment 
program, which could quickly consume its resources, has been administered with 
eare and discretion. Certainly, such a facility should not be required to halt its 
operations because its authorization by Congress has been exhausted. However, 
the need for additional congressional authorization and the prevailing conditions 
in the mortgage market should not be combined to serve as an opportunity for 
a drastic reversal in the basie principles governing FNMA, 

There are, of course, many other problems connected with mortgage credit. 
Some of these are totally within the jurisdiction of State legislatures. We 
need to modernize our foreclosure laws, change our redemption periods, improve 
our mechanics lien laws and undertake a thorough going analysis and reform 
of the antiquated restrictions which are placed by the various States on the 
mortgage investment powers of those financial institutions over which the States 
have jurisdiction. 
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In addition, we have many immediate problems connected with the building 
industry. I think all of us—builders, lenders and public officials alike—view the 
mounting increase in land costs, in community facilities and indeed the cost and 
price of housing being constructed, with considerable concern, A continuation in 
price increases in housing of the type we have witnessed in the past 2 or 3 
years can only result in pricing large segments of the American population out of 
the housing market. We need to do a great deal of work on this problem, and 
it is a problem which all segments of the housing industry should cooperate in 
working out. 

There is no question that housing credit has been disproportionately affected 
by current money and credit policy. This situation should be utilized for resolv- 
ing some of the genuine long-term preblems inherent in our present program of 
housing legislation. 

Despite all of the problems, we should not lose sight of the fact that in the 
past 10 years this Nation bas built over 10 million housing units; that the Ameri 
can people are better housed and that more American families own their own 
homes today than at any other time in our history. In short, despite our diffi- 
culties we should not lose our perspective. 

In our effort, however, to overcome our difficulties, in our need for initiating 
required reforms, we should not throw away the basic stability of our credit 
structure. In my opinion, any effort to, in effect, inflate the money supply by 
tapping such funds as the National Service Life could only result in throwing 
away a real opportunity for greater flexibility and freedom in housing credit, 
substituting direct subsidy and detailed administrative rule. We would then 
truly have passed the point of no return in housing legislation. Housing credit 
is not in such a parlous condition as to necessitate inflation and budgetary deficits. 


Mr. Ratns. We have one more witness now. The next witness is 
Mr. Edward D. Hollander of the Americans for Democratic Action. 

Will you please come around, Mr. Hollander, and identify yourself 
for the record. 


STATEMENT OF EDWARD D. HOLLANDER, ON BEHALF OF 
AMERICANS FOR DEMOCRATIC ACTION 


Mr. Hoiianper. Mr. Chairman, I am Edward D. Hollander, na- 
tional director of the American for Democratic Action. 

Mr. Barrerr. I just wanted to make the statement that our chair- 
man was called out momentarily. 

Mr. Apponizio (presiding). Yes, the chairman was called out mo- 
mentarily. He is back now. 

Mr. Rarns (presiding). I had a very short engagement there with 
Mr. Hallahan. 

Mr. Hollander, your entire statement will go into the record. 

I understand the first three pages is your summary. 

Mr. Hortianper. That is correct, Mr. Chairman. 

(The complete statement of Mr. Hollander is as follows:) 


[Press release, March 14, 1957] 


AMERICANS FOR DEMOCRATIC ACTION SAys House BUILDING CAN BE STEPPED Up 
WITHOUT CREATING INFLATION; CALLS FOR PRIORITY HOUSING PROGRAM 


“Housing has been one of the chief casualties of the administration’s hit-or- 
miss credit policy,” Americans for Democratic Action told the housing subcom- 
mittee today. “This policy has hit small business, farmers, home building, and 
school building while missing much of the inflation it was supposed to curb,” 
Edward D. Hollander, national director of ADA told the subcommittee of the 
House Committee on Banking and Currency. 

Saying the real policy question at issue is whether the United States is “going 
to pursue an aggressive program for housing,” Mr. Hollander asked the Govern- 
ment to orient its policies to provide the condition under which housing will be 
built. He suggested the program should give priority to: Middle- and low-middle- 
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income housing; public housing for low-income families; GI housing programs; 
FNMA; and special assistance for priority housing, allowing “higher priced, 
nonpriority housing to find its own level in competition for credit with other 
demands on the money market.” 

Contending that the rate of home building can be considerably stepped up from 
present levels without creating inflation, the ADA spokesman said, “We have 
not seen evidence of shortages of labor and materials in the construction in- 
dustry that would convince us that additional demand for home building would 
add inflationary pressures. * * * As far as I know, no responsible builder 
has come before the committee and pleaded inability to produce more housing.” 

Mr. Hollander cited ADA’s long history of concern and interest in the Nation’s 
housing needs and said “that the Government cannot remain captive to its own 
tight money policies; it can and must use its own powers of credit and expendi- 
ture to do what the market refuses to do.” 

He contrasted the public interest in home building with the “powerful motiva- 
tions working against a plentiful supply of good housing in a competitive mar- 
ket,” such as slum landlords, and lenders seeking high-interest rates. “After so 
many years of effective efforts by the Government to achieve a high rate of 
home building at low interest, the lenders have finally found ‘friends at court’ 
in the Treasury,” Mr. Hollander testified. ‘“‘They are now able to get 5 percent 
plus, plus * * * and they have no wish to see a return to a borrower market.” 


TESTIMONY OF EpwaArp D. HOLLANDER ON BEHALF OF AMERICANS FOR DEMOCRATIC 
ACTION 


Mr. Chairman and members of the subcommittee, I am Edward D. Hollander, 
National director, Americans for Democratic Action. I appreciate the oppor- 
tunity to appear before you today to present the views of ADA on national 
housing programs and their failure to meet the Nation’s housing needs. In 
compliance with the request of the subcommittee, we will summarize our state- 
ment and submit the full text for the record. 


SUMMARY 


ADA has a long history of concern with the efforts to meet the Nation’s housing 
needs. We know that the job is a serious and complicated one at best. In the 
past vear we have seen an additional handicap imposed on these already formi- 
dable difficulties. Housing has been one of the chief casualties of the adminis- 
tration’s hit-or-miss credit policy. This policy has hit small business, farmers, 
home building, and school building while missing much of the inflation it was 
supposed to curb. 

As a result of the monetary and credit policies of the administration there 
has been a substantial decline in housing construction—200,000 less homes in 
1956 and probably an additional decline of 200,000 in 1957, a dropoff of 30 percent 
from the level in 1955. The country need not remain the prisoner of the man- 
inade arrangements of this administration that is so solicitous of the welfare 
of the banks and the businessmen that it neglects the welfare of the school- 
children and would-be homeowners. 

We are tired of hearing from Treasury and from Federal Reserve that housing 
and other high-priority claims on our resources must stand aside in favor of any 
business borrower whose profit prospects permit him to pay a 6-percent interest 
rate. We are tired of being told that investment in schools is inflationary, 
investment in rehabilitation of depressed areas is inflationary, and must yield 
precedence to any expenditure for plant, equipment, or inventory that any busi- 
1leSsman chooses. 

The inflationary pressures that we hear.so much about grow out of a capital 
goods boom supported to a large extent by the investment incentives of the 1954 
tax law. The Congress that wrote these incentives into this law can write 
them down, or write them out, to curb any threat of inflation from a capital 
boom. 

But basically, Mr. Chairman, we question whether action by Congress to make 
funds at low interest rates available for housing would, in fact, be inflationary. 
We say this in spite of what you have been told by the Treasury and Federal 
Reserve. So far as we have been able to determine, there is no demonstrated 
shortage of construction material or labor. The shortage is one of money at 
low interest rates. These facts lead us to conclude that more housing can be 
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built and that more housing at moderate interest rates will restrain price 
rises which are bound to result from scarcity and high interest charges. The 
claimed shortage of money for housing can be remedied by a change in Govern- 
ment policy. 

In all of the paralyzing fascination with the workings of the money market, 
the Government seems to have lost sight of its interest—that is, the public 
interest—in a housing program. As we see this public interest, it is threefold: 

First, a decent home in a suitable living environment for every American 
family. 

Second, maintenance of a high level of construction activity as an important 
component in an expanding economy, and 

Third, to fit this in with other capital requirements so as not to produce or 
aggravate inflation of the demand for capital goods. 

We contend that the rate of home building can be considerably stepped up from 
present levels without building up inflationary pressure. Moreover, we contend 
that if inflationary pressure were the consequence of an increase in the rate of 
home building, then other forms of construction and investment should yield 
priority to housing. 

In contrast to the Government, or public, interest in a high and steady level 
of home building, there are special interests pulling in the other direction. There 
are people whose principal concern with the housing market is to perpetuate a 
searcity to protect investment in substandard properties and security for low- 
equity mortgages. The slum landlord, the holders of mortgage debt, and the high 
interest lender have nothing to gain by a higher level of home building. They 
and the Treasury and Federal Reserve Board throw up their hands in despair 
of any effort to revive home building and bring it to levels required to meet the 
needs. 

We urge the Congress to resolve this matter by reasserting the public interest 
and adopt a program which would: 

1. Assure the building of housing to sell at $10,000 or less to meet the needs 
of the lower-middle income families. This would require direct Government 
loans at interest just over the Treasury borrowing rate. 

2. Cut the red tape which is now strangling the public low-rent housing 
program to bring housing to the families in the lowest one-fifth of the income 
seale. 

3. Restore the GI loan program. This program as it now exists is a hoax 
because lenders will not make funds available at present permissible rates. 
We oppose an increase in the interest rate on VA-guaranteed mortgages for 
veterans. Instead, the Government should make credit directly available 
for such mortgages. Money for this purpose can be found in the NSLI, 
FNMA, or other appropriate Federal funds. 

4. Make FNMA work. This program should again be made a means of 
supporting the secondary market to maintain the volume of mortgage credit 
and control the interest rate on the kinds of housing to which the Govern- 
ment wishes to give priority. 

5. Give assistance to priority housing. Minorities, elderly persons, and 
cooperatives require special assistance programs. FNMA has failed in its 
responsibility in this area. The Congress should give explicit and binding 
instructions to assure that FNMA will discharge these responsibilities. 

6. Let higher priced housing compete with other investment in the market 
for credit. 

Americans for Democratic Action has a decade of concern with the Nation’s 
housing needs.—For all the 10 vears of its life, ADA has been concerned with 
the efforts to meet those needs. Our first national chairman 10 years ago was 
President Truman’s housing expeditor. Our present national chairman was once 
his deputy. Every ADA national convention has gone on record in support of 
the objectives of the National Housing Act—‘‘a decent home in a suitable living 
environment for every American family.” And we meanit. Our latest national 
convention again urged more vigorous efforts to meet those needs, and especially 
to fill the pressing needs for additional housing for low-income and middle-income 
families. 

Recent decline in housing.—Since that action was taken last year, Mr. Chair- 
man, an additional handicap has been imposed on the already formidable diffi- 
culties in the way. I refer, of course, to the effects of the monetary and credit 
policies of the present administration. As a result of these, the number of hous- 
ing starts dropped by 200,000 in 1956 and now seems likely to drop by another 
200,000 in 1957—for a decline of 30 percent from the 1955 level. Almost the 
entire decline in 1956 was in Government-underwritten programs, most particu- 
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larly in the GI program administered by the Veterans’ Administration for the 
benefit of veterans, primarily in consequence of the Government’s credit policies. 
We are fortunate that your committee is concerned to restore and expand the 
Government’s programs to stimulate an adequate housing supply. 

Hifects of tight money.—The market for home mortgages, of course is affected 
by money markets generally. Housing has been one of the chief casualties of 
the hit-or-miss credit policy of the administration, which has hit small busi- 
ness, farmers, home-building, and school-building while missing much of the 
inflation it was supposed to curb. In fact, the impact of the Government’s 
credit policies on home financing is one of the most flagrant examples of the way 
in which these policies operate to frustrate some of our national objectives which 
are themselves important. 

As Senator Douglas said recently, “However wise a restrictive monetary 
policy may be, one need not give blind faith to the assumption that public re- 
sponsibility ends with restricting the overall quantity of credit and that the 
market forces will inevitably ration limited credit in an equitable way * * *. 
There is no reason why Government policy should not be used as a device to 
influence and aid a system of social priorities * * *. The requirements for 
low- and middle-income housing should likewise be placed high on the list of 
items entitled to a fair chance to limited credit resources.” 

We agree entirely with Senator Douglas. We are tired of hearing from the 
Treasury and from the Federal Reserve Board that housing and other high 
priority claims on our resources must stand aside in favor of any business 
borrower whose profit prospects permit him to pay 6 percent. We are tired of 
heing told that investment in schools is “inflationary,” investment in rehabilita- 
tion of depressed areas is “inflationary,” and must yield precedence to any 
expenditure for plant, equipment, or inventory that any businessman chooses 
to make. 

The country need not be the prisoner of the manmade arrangements of this 
administration that is so solicitous of the welfare of banks and businessmen 
that it neglects the welfare of schoolchildren and homeowners. This “inflation” 
we hear so much of—that the President not long ago threatened to check with 
wage and price controls—is to a very large extent a capital goods boom gen- 
erated by the administration itself, according to its own proclaimed intentions. 
The tax laws, and particularly the Revenue Act of 1954, contain provisions, so- 
called investment incentives, which discriminate in favor of business, par- 
ticularly big business, and place in business hands enormous sums which cannot 
be affected by monetary or credit controls. 

Note that between 1955 and 1956, expenditure for nonfarm producers’ plant 
and equipment rose from $383 to $40 billion, while investment in residential con- 
struction declined from $16 to $15 billion. Note that United States corporations 
in 1956 were able to finance their investment in plant and equipment, plus $12 
billion increase in inventories and accounts receivable, with only $6 billion in 
bank credit and §8 billion in new securities, the rest coming from profits, de- 
preciation reserves and cash. Note that (according to the New York Times) 
nearly $1 billion in new money has been raised since the first of the year in 
what is being called the most “responsive” capital market in our financial 
history. Yet the spokesman for the Federal Reserve Board tells you there is no 
possibility of attracting $6 billion in risk-free, Government-guaranteed loans 
at 41% percent. 

Is housing credit inflationary?—-We will not concede that the Government is 
powerless to influence these capital flows, that the Congress that wrote these 
investment incentives into law in a year of recession cannot write them down, or 
write them out, in a year of threatened inflation. We think this should be done 
in any case. We do not even rule out the possibility that the Government might, 
if necessary, intervene directly to assert the public interest in the priority of 
homes and schools over less-urgently needed public and private building. 

But, Mr. Chairman, we find it necessary to question whether congressional 
action to release funds at low interest rates for housing would, in fact, be 
inflationary, as you have been told by the Treasury and the Federal Reserve 
Board. Granted that there have been widespread price rises and a tightening 
of the money markets, these have been mainly the consequence of the plant and 
equipment and commercial building boom. The voracious price increases in 
steel products, machinery and other producers’ goods, are convincing evidence of 
the effect of the investment boom on monopolistic industries where competition 
does not restrain prices. But we do not see the evidence that the release of 
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funds for housing would contribute to the inflation. We have not seen evidence 
of shortages of labor and materials in the construction industry that would 
convince us that additional demand for home building would add inflationary 
pressures. Overall new construction was little, if any, greater in 1956 than 
in 1955, in spite of the capital goods boom. Building materials prices, on the 
average, rose only 1 percent during the year. Some important materials are 
in more than ample supply; in some, like lumber, there have been price declines. 
Even steel and other metals, which have been reported short, now seem easier. 
Construction wages rose about 5 percent in 1956 and overall construction costs 
rose about 3 percent. 

As long as labor and materials are available for additional production, addi- 
tional financing does not generate inflation. Making mortgage credit available 
to those who need it is not inflationary unless is creates demands beyond the 
eapacity of American industry. As far as I know, no responsible builder has 
come before the committee and pleaded inability to produce more housing. 
Quite the contrary; builders have begged for the chance to build more. If we 
are concerned about a price rise, we should look to more, not less, production. 

When someone tells you that making more credit available for housing would 
be inflationary, presumably he means that housing money will compete with 
other money for scarce labor and materials and drive prices up. The facts lead 
us to conclude that in this case the contrary is true: that there are labor and 
materials to build more housing: and that more housing, at moderate interest 
rates, will restrain price rises which would result from scarcity and high interest 
charges. 

Even if total production were pressing hard against total resources, why put 
the squeeze on housing which is so needed and ignore the dangers of an investment 
boom in plant and equipment and commercial structures—a boom which can 
lead to serious trouble? Of course we need new capacity if we are to grow, but 
it is questionable whether the rate of increase in 1956 was maintainable. More 
housing rather than indiscriminate increases in plant expenditures would be 
good economic as well as social policy. 

When someone tells you that mortgage money cannot be made available except 
at high interest rates, he is simply confessing that the administration’s overall 
money and credit policy is so inflexible in its effects that it cannot be aimed to 
curb low-priority expenditures or made to discriminate in favor of housing and 
other high-priority social purposes. The answer to this—for housing, as it is 
for schools—is that the Government cannot remain captive of its own tight 
money policies; it can and must use its own powers of credit and expenditure 
to do what the market refuses to do. This is precisely what we propose. 

We note that several pending bills, and even the Administrator of the Housing 
and Home Finance Agency, have recommended lower downpayments, along with 
higher interest rates, to stimulate home building and home buying. Easier terms 
and jonger maturities are, of course, desirable. But experience has shown that 
the benefits will not accrue to the home buyer unless adequate safeguards are set 
up to assure that terms do not simply benefit the banker and the builder. It does 
not seem to us that easier terms alone will suffice. 

The public interest in housing.—In all of our paralyzing fascination with the 
workings of the money market, we seem to have lost sight of the Government’s 
interest, that is, the public interest. in a housing program. This interest is 
threefold. 

First, and above all, we are concerned for our long-term goal of ‘“‘a decent home 
in a suitable living environment for every American family.” 

Second, we are concerned to maintain a high level of construction activity as 
an important component in full employment and full production. 

Third, we are concerned to fit this in with other capital requirements in such 
a way as not to produce or aggravate an inflation of the demand for capital goods. 

We contend, and I have tried to show, that the rate of home building can be 
considerably stepped up from present levels without building up inflationary 
pressure. Moreover, we have contended that if inflationary pressure were the 
consequence of an increase in the rate of home building, then other forms of 
construction and investment should yield priority to housing. 

But there is no evidence of overemployment in the construction industry. 
Quite the contrary : while there is still a high overall rate of construction activity, 
there has already been a decline in home building, and some branches of the 
industry will before long feel the effects of underemployment. Indeed, this has 
already happened in the very important lumber industry, where both production 
and prices have declined because of the weakness of demand. Full employment 
requires home building at a high level. Unlike industrial and commercial con- 
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struction, which swing in wide cycles, housing generates a steady, stabilizing 
demand in a growing population and an expanding market. 

The real policy question at issue here is whether the United States is going 
to pursue an aggressive program for housing—to a very large extent, rehousing— 
its population. Since the war we have built 12 million dwellings—on the aver- 
age about 1,1 million per year. This is just about enough to house newly 
formed families and to replace demolitions, For 8 years consecutively the annual 
number has been between 1 million and 1.4 million; only twice has it exceeded 
1.3 million. This has been known as the “postwar housing boom’, but it has 
fallen far short of providing American families with the decent homes which 
are our goal. 

There is a wide range of estimates of the dwellings needed annually to accom- 
modate new families and replace obsolete and substandard housing. Most gen- 
erally, the estimates range from a minimum of a million and a quarter to a 
more generous and, we think, more realistic estimate of 2 million a year. How- 
ever, whatever statistics of housing one accepts, it requires only a quick look 
around any American city, or around most farm areas for that matter, to show 
that we have certainly not been building fast enough to rid ourselves of the 
enormous quantities of scandalously substandard housing that disfigures the 
face of this rich country. 

The vested interest in scarcity.—In contrast to the public interest in a high 
and steady level of home building, there are interests which have their own 
reasons for minimizing the need for housing and exaggerating the difficulties 
of providing it. Can there any longer be doubts that there are people whose 
principal concern with the housing market is to perpetuate a scarcity to protect 
investment in substandard properties and security for low-equity mortgages? 
The shortage of decent housing plays directly into the hands of slum landlords. 
It is clear they have no interest in housing programs which will undercut the 
fantastic rents charged for slum housing. When one considers the outstanding 
$135 billion of mortgage debt (two-thirds of it unprotected by Government under- 
writing), one can see powerful motivations working against a plentiful supply 
of good housing in a competitive market. 

Beyond this is the concern of lenders to maintain high-interest rates. After 
so many years of effective efforts by the Government to achieve a high rate of 
home building at low interest, the lenders have finally found “friends at court” 
in the Treasury. They are now able to get 5 percent plus, plus, and discount 
mortgages besides; and they have no wish to see a return to a borrower’s 
market. 

If the volume of housing were much expanded, it is possible that home building 
would compete for labor and materials with the building of factories, super- 
markets, office buildings, and other commercial construction. Those who plan 
to profit by such building have no wish to see it interfered with by a rise in 
residential construction. 

Beeause of these vested interests, it is easy to understand why there are 
so many willing to throw up their hands in despair of any effort to revive home 
building and bring it to levels required to meet the needs, or who insist that 
if this is done it must be done on terms strictly competitive with other capital 
demands. And the Treasury and the Federal Reserve Board, by their insistence 
on tight mortgage money, have made themselves the knowing or unknowing 
accomplices of those with a vested interest in scarcity and high prices of housing. 
A strange role for apostles of free enterprise and an expanding economy! 

The “forgotten third.’—I am certain the committee is aware of the detailed 
report on income and housing, published by the Subcommittee on Housing of 
the Banking and Currency Committee of the Senate just a few weeks ago. 
This report of a survey conducted among mayors of American cities in the fall 
of 1956 gives the most recent data on urban housing needs. Of 131 mayors 
answering an inquiry on the housing needs of their cities, 81 reported a shortage 
of housing in their communities, even assuming that a substantial number of 
substandard units were continued in use. The majority of them reported special! 
housing problems for low-income and middle-income families, for members of 
minority groups and for elderly persons. 

An analysis of recent data on the incomes of nonfarm families in relation 
to the selling prices of new nonfarm dwellings shows a marked discrepancy 
between the prices of houses being built and the financial capacity of the persons 
who are most in need of housing. It would appear that, if we assume that a 
family can prudently buy a house costing twice the annual family income, the 
housing currently being built is by and large within reach of the families in 
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the upper half, certainly the upper third, of the income scale. On the other hand, 
the third of our nonfarm families comprising the middle-income or lower-middle- 
income groups—those just above the poverty line—having incomes ranging 
roughly from $2,400 to $4,800 are not able to find good houses within their 
means. For example, in 1956 only 14 percent of houses for sale were priced 
below $10,000. 

This is the “forgotten third” of our families where housing is concerned. 
It is the third which is so severely hurt by the lack of low- and middle-priced 
housing and by any increase in housing costs, whether from higher costs of con- 
struction or higher interest rates. They do not qualify for public housing and 
are therefore at the mercy of the market. These are the families the market 
has most conspicuously failed to serve; these are the families forced to live in 
slums because construction costs, interest rates, and mortgage terms have lifted 
even good used housing out of their reach. 

It is no wonder that the mayors, in reporting on the housing conditions in 
their cities, and in their recommendations for actions which the Federal Govern- 
ment could take, suggested that the Government should take steps to ease the 
mortgage problems created by the current tight money market. They also 
suggested many forms of assistance to middle-income families, including more 
favorable mortgage terms and direct loans. We must say, Mr. Chairman, that 
these mayors, faced with acute housing problems in their cities, show a great 
deal more realism in their approach to this than the money merchants whose 
knowledge of housing is mainly synthetic and statistical. I think the committee 
would be wiser to listen to the mayors. 

Are we going to have a housing program?—Mr. Chairman, it seems to us the 
Government is going to have to make up its mind whether it is going to have a 
housing program or not. It cannot set out toward the great humanitarian goals 
defined in the National Housing Act and at the same time bind itself hard and 
fast by credit policies which make it impossible to get houses for those who need 
them. The GI housing program, for example, is of particular interest to vou 
and to us. But the GI program is only a hoax if—however favorable its terms 
seem to be—there are no lenders willing to take the mortgages except at prohibi- 
tive discounts. 

If the housing program is to mean what it says, the Government must orient 
its policies to provide the conditions under which housing will be built. And by 
“the Government” we mean the Congress. It seems clear the Eisenhower admin- 
istration will not do it except as you direct it. 

Moreover, we believe, the program should give priority to housing those whose 
housing needs are acute and to whom the market offers least: 

1. Middle- or low-middle-income housing: No small concessions or interest 
rates will bring good housing within reach of this group. To meet their needs, 
housing at $10,000 or less (on the national average) is the only solution. This 
is possible only through a bold program of direct Government loans just over 
the Treasury borrowing rate, over a long term (probably 40 years), with adequate 
inspection, strict appraisals and tests of quality, adequate maintenance reserves, 
and prudent ratio of borrower’s commitment to ability to pay. This, we believe, 
is a legitimate objective of Government policy and a legitimate use of Government 
resources. 

2. Public housing for low-income families: It is sadly but unmistakably clear 
that the low-income families—those in the lowest one-fifth or one-sixth of the 
income scale—will be decently housed only in publicly subsidized housing. It 
is equally clear that quite apart from the vagaries of the money markets, the 
Eisenhower administration is determined to starve and strangle the public hous- 
ing program. Only the Congress can revive and enlarge it. We urge you to cut 
through the redtape in which it is bound and exnand it so that it can begin 
to serve the purposes the Congress intended in the National Housing Act. Judg- 
ing by the needs of low-income families, as documented in several congressional 
committee reports, we should try to build the program up to at least 200,000 
units a year. 

8. GI housing program: We do not favor an increase in the interest rate on 
VA-guaranteed mortgages for veterans. We recognize, however, that without 
such an increase, the Government will have to make credit directly available 
for such mortgages. We think this should be done, using NSLI funds, FNMA 
funds, or any other appropriate Federal source that will assure a flow of credit 
and the maintenance of the secondary market for GI mortgages at par. To allow 
continued deep discounting of these mortgages would defeat the program. 
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4. FNMA: We favor congressional action to make FNMA again a means of 
supporting the secondary market to maintain the volume of mortgage credit 
and control the interest rate on those kinds of housing to which we wish to give 
priority. We agree with those who say that FNMA should be a Federal housing: 
working operation, not a private money-making venture. 

5. Special assistance for priority housing: In addition to GI mortgages, special 
assistance is needed, as the mayors reported to the Senate committee, for pro- 
grams to house minorities, for elderly persons, and for cooperatives. Providing 
mortgage support for such special assistance programs was made the particu- 
lar responsibility of FNMA, which has conspicuously failed to carry it out. We 
recommmend that more explicit and binding instructions be given by the Congress 
to assure that FNMA will discharge these responsibilities. 

6. High-priced housing: If steps are taken to safeguard the priority position 
of low-and-middle-income housing, public and private, and the various forms of 
housing needing special assistance and encouragement, we would recommend 
allowing the rest—the higher-priced, non-priority housing—to find its own level 
in competition for credit with other demands on the money market. 

Mr. Rarns. You may proceed, Mr. Hollander. 

Mr. Hottanper. Thank you, sir. 

I think since we have handed in both the complete statement and the 
summary, to conserve your time I will not read the summary, but I 
would like to make a few remarks, if you please. 

Mr. Ratns. We will be glad to have them. 

Mr. Hotuanper. A great deal of what has been said before the sub- 
committee on the question of financing home building in the United 
States it seems to me has approved this exclusively from the point of 
view of the money markets and if you don’t mind I would like to 
approach this a little bit from the point of view of housing. 

It seems to me, Mr. Chairman, sometimes in these discussions we 
tend to lose sight of the fact that there is before the United States a 
long agenda of unfinished business in providing good housing for the 
people. We regard it as a great pity and one that ought to be avoided 
when it appears that we become the victims of our m: anmade arrange- 
ments for obtaining the flow of capital into the mortgage market that 
would make possible, or that is a prerequisite for building the houses 
that admittingly we need. 

Now, Mr. Chairman, a great deal has been said about the inflation- 
ary effects of additional money in the mortgage markets. I think 
when we talk about inflationary effects we should think primarily of 
this point: Will additional money in the money mortgage markets 
spent for housing add to the pressures on our labors and materials 
resources, and thereby increase the prices that are required for 
construction ? 

In the time that I have witnessed the hearings before this com- 
mittee, Mr. Chairman, I am not aware that any witness has appeared 
before you to say that we are confronted with a shortage of labor 
and materials, that the home-building industry could not “build more 
homes if the financing were available, and it seems to me, Mr. Chair- 
man, and this is the point we mainly want to make, that the problem 
of the Congress is, if this is correct, if the economy will build more 
houses, if there is less than full employment in the building industry, 
then it seems to us our problem is to find the manmade means to 
assure the flow of capital and that will make it possible for the build- 
ing industry to build those houses. 

Mr. Barrerr. Mr. Hollander, let me just interrupt there until I 
get one thing clear in my mind. Now, if we find and use this man- 
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made ability to build houses, and get the flow of capital into building, 
what general effect will that have on the economy ? 

Mr. Horzanper. Well, unless we have a condition in which the con- 
struction industry cannot build more houses, in which case more 
money will then just mean more competition for a scarce supply of 
labor and materials, unless we have such a condition, it is not only 
possible but healthy to arrange for a more nearly full employment 
of the building industry, both with respect to the supplies of materials 
and the supplies of labor. 

It is quite significant in the discussion we hear about the price 
increases that in some of the most important materials used in home 
building there has actually been a decline in price over the past year, 
a decline which has not yet stopped. [ noticed, for example, in the 
figures which were put out yesterday by the Department of Labor, 
the price figures, the decline in lumber prices, which has been going 
on over a year, has continued. 

Now, formerly when we think of the building industry in a boom 
we do not think of lumber prices declining, do we? 

Mr. McDonoveu. Mr. Hollander, we had a Member of Congress 
here from Oregon the other day, Mr. Porter, and he claims to repre- 
sent an area that produces most of the Douglas-fir lumber in the 
United States, and he indicated that the prices of lumber had declined 
for this reason: The demand for lumber for housing had declined, 
and their inventories had increased, and they had to sell off. They 
were on a discount sale basis, in order to get rid of a lot of lumber 
that they had on hand, so if there is any decline in the price of mate- 
rials going into the home it is because the home-building industry 
hasn’t been as fluent as it has been in the past, and when it does come 
to the fluency that it had in 1955 and 1956 prices will go up. 

Mr. Houianver. Well, I guess this is the same point I was making, 
Mr. McDonough, put in a different way: The fact that these prices 
have been soft is evidence that there is unused capacity in the pro- 
duction of building materials and that therefore the building industry 
could stand a very great increase without overtaxing the economy. 

Mr. Rats. I notice in the Wall Street Journal, Mr. McDonough, 
that the demi and for refrigerators, washing machines, and other house- 
hold goods, has fallen off greatly. Couldn’t that be attributed to 
the f falling o ff of the building i in the country ? 

Mr. Hotianver. U ndoubtedly insofar as a new refrigerator and 
other appliances go into almost every house that is built. 

Mr. Tatie. Mr. Chairman, in the same breath I think we should take 
a look at steel and cement, how about those? 

Mr. Hoxiianper. Well, the prices in the steel industry have been 
going up quite steadily. In fact, this is one of the largest price in- 
creases over the past year, as you know. This, however, is compara- 
tively, sir, a minor element in home building if I am not mistaken. 
The amount of steel that goes into home building i is not very great 
these days. 

Mr. Tarr. Just last Saturday, the New York Shipbuilding Corp. 
in Camden, N. J., said to Congressm: an Brown of this committee, Mr. 
Brown of Georgia and me—we are both on the Joint Committee for 
Defense Production—that the shortage of steel is so serious that they 

are faced with the threat of considerable unemployment in their yar ds. 

Mr. Asuiry. That is a particular type of steel, isn’t it, Doctor? 
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Mr. Tair. Yes. 

Mr. Hotianper. Just this past week, I believe, if I am not mistaken, 
3.or 4 steel mills have closed down, steel mills in the Midwest, have 
closed down because of lack of orders. 

Mr. Rains. Mr. Hollander, you make a very interesting point, and 
that is whether or not we need housing, and all of these things related, 
which we are talking about. are: is a good article which I advise 
everyone to read in Sunday’s New York Times, and it is right on the 
point Dr. Talle made. I want to quote from the article. 

For the i it is written by Edmund L. Dale, Jr., and he seems 
to quote his figures from the proper sources. He said, for example: 

Though it may seem surprising, the price of steel could practically double and 
the cost of living would hardly show it. Between 1951 and 1955 the price of 
steel rose 14 percent, but the price of household appliances, washing machines, 
and the like, actually declined about 13 percent. So steel doesn’t play too impor- 
tant a part in the actual home building construction business. 

Mr. Hotianper. I think that is correct, sir. I would like to point 
out, also, Mr. Chairman, that we have heard a great deal about the 
shortage in the money markets. Yet if you look in the recent accounts, 
for example, that appeared in the New York Times also last Sunday, 
you will see that there is a description there of the exuberance with 
which the money markets have snapped up what is said to be a record 
volume of new issues, corporate issues, both stocks and debentures, in 
the first 2 months of this year, and the story in the Times goes on to 
quote veterans in the money market as saying they have never seen a 
time when the market was so responsive. 

I think this is the word that. was used in the article. I have quoted 
it in my testimony. 

1 would like to point out also, sir, that we are embarking on a great 
number of capital programs in this country, both public and private. 
We are embarked on an enormous capital goods boom as has been said 
before this committee many times. We are embarked on an enormous 
roadbuilding program, and I think it is a fair question to ask why 
must we take the attitude that capital investments like schools and 
homes have to stand aside and yield priority to every use of capital 
for which someone is willing to pay the price. 

I guess our position would be, to summarize it most briefly, that 
certain of these social purposes, such as the proper housing, the decent 
housing of our population, and the education of our children, should 
have a very high priority, and insofar as it is possible for the Congress 
to exercise the authority of the Legislature to assert that priority, we 
believe it should be done. 

Mr. Apponizio. Are you talking about a controlled economy ? 

Mr. Hotianper. No, sir; I am not talking about a controlled econ- 
omy. 

Mr. Barrett. Mr. Hollander, before you answer that question, may 

Task you this: You are now associated with the Americans for Dem- 
ocratic Action ? 

Mr. Hotianper. That is correct. 

Mr. Barrerr. What position did you hold prior to becoming asso- 
ciated with this organization? Would you give us that for the record, 
please ¢ 

Mr. Horianper. I am a little reluctant to do this, sir. I was in 
charge of the price indexes in the Department of Labor, but I think it 
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is unfair to in any way imply there is any relationship between that 
and the testimony I am giving. 

Mr. Barrett. I agree with you, but we would like to get into the 
record showing that - you have, if not expert ability on that, you have 
been associated with it. 

Mr. Hoxianper. I am a professional economist, and I claim to 
have some experience and some knowledge of the things I am now 
talking about, yes. 

Mr. Apponizi0o. Now would you answer my question, Mr. Hollander, 

about a controlled economy ? 
Mr. Hoxtianper. Yes, Mr. Addonizio, I think it is fair to say that 
the Government for many years now has not hesitated to assert the 
public interest in the money markets, particularly beginning with 
the Federal Reserve Act, but including all of the arrangements that 
have been made to try to make it possible to finance housing and to 
finance other forms of social capital. 

I do not consider it a sign of a planned economy when the Govern- 
ment has the Federal Housing Administration, the Federal Home Loan 
Bank Board, and the Veterans’ Administration program, and the 
many other programs by which the Congress has historically said where 
there is a paramount public interest it will be defended by the 
legislature, and I do not think it is necessary to have a planned econ- 
omy in order to take certain measures which you gentlemen have 
under consideration to increase the flow of capital into these high 
priority forms of housing. 

Mr. Apponizio. I believe the previous witness testified to the fact 
that no matter what Congress does about the housing situation actually 
it always comes out second best. 

Mr. Hotuanper. You mean housing does or the Congress does / 

Mr. Apponizi0. Probably both. 

Mr. Houianper. I think it is very difficult, sir. If you will re- 
member, in 1954 the Secretary of the Treasury came before the Con- 
gress, not this committee, but the Ways and Means Committee, and 
pointed to a number of measures which he recommended should be 
enacted into the tax laws to stimulate the supply of capital for plant 
and equipment. Well, these were enacted, and they had their result. 
They had their effect as predicted, and one of the reasons we have so 
much trouble getting money into the housing market is because of this 
big boom which you, if I may say so, have generated by your action 
in the 1954 revenue laws. 

Mr. Asutey. So to that extent there is a certain amount of control 
exercised by the Congress over our overall economy. I don’t think 
there is any question about that. 

Mr. Hoxitanver. Through the tax laws perfectly enormous power 
exists to influence the flows of money. We have now a tapering off 
of some of the consumption in the economy, and this big capital- goods 
boom, and I guess what I am here for this morning is to ples ad for 
action which will restore some of this balance and give housing, 
especially certain types of housing, what I would call high- priority 
housing for middle- and low-income families, a better break in the 
use of our national resources, labor, and materials, than it is getting 
at the present time. 

I suppose you have seen the reports that were leaked this morning 
to the Wall Street Journal about the latest figures on new housing 
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which seem to indicate that February will be—taking account of 
seasonal adjustments—the lowest since 1951. February was the low- 
est since 1951. The reports I believe officially will be made public 
tomorrow or so I am told. 

So there is a serious lag in the home-building industry, and I don’t 
think from any point of view, either from the point of view of the 
economy, or the point of view of housing for the American family, 
that this is unethiale we can avoid. 

Mr. Rarns. Mr. Hollander, you have one of the best prepared state- 
ments I have read. I recommend that the members take a good look 
at it. 

I wish we had more time. You have heard the bells ring for a roll- 
call in the House. We appreciate your viewpoint. I notice the com- 
mittee is very eager this morning, and I wish we had plenty of time 
to exercise their right to ask questions, but we must go and answer the 
bells. 

Thank you very much for appearing before the committee. 

The committee stands in recess until 10 o’clock tomorrow morning, 
when we will hear Mr. Cole. 

(Whereupon, at 12:20 p. m., the committee was adjourned.) 
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FRIDAY, MARCH 15, 1957 


House or RepresENTATIVES, 
SUBCOMMITTEE ON Hovusine oF THE COMMITTEE 
on BANKING AND CURRENCY, 
Washington, D. C. 

The subcommittee met at 10 a. m., the Honorable Albert Rains, 
chairman of the subcommittee, presiding. 

Present: Mr. Rains (presiding), Mrs. Sullivan, Messrs. Ashley, 
Talle, Widnall, and Betts. 

Mr. Ratns. The committee will be in order. 

Some of our members have been detained for a little while, and 
1 or 2 of them have other engagements, but we must start on time. I 
hope that we can conclude by 12:30 since some of the members want 
to go down to Little Rock to see the ground breaking on the title 
VIII project. 

We have with us again this morning Mr. Albert Cole, Administra- 
tor of the Housing and Home Finance Agency. 

I have noted, Mr. Cole, your full statement which will go into the 
record, and I had thought that since we went over part of it on your 
previous appearance it might not be necessary to go over the entire 
statement. 

What do you think? 

Mr. Corr. Well, Mr. Chairman, of course I am willing to follow the 
chairman’s suggestion, and I think it may be a good idea. 

Mr. Rarns. I think you will have plenty of time, however, but I 
note that the statement has some coverage that we handled in your 
previous appearance. 

Mr. Core. I wonder if I might speak very generally about our 
recommendations. With me are the 38 Commissioners who are im- 
portantly involved in 3 of the programs which we are presenting. 

We will do it any way you like. 

Mr. Rarns. I think that would be a good idea for you to speak 
generally, and then let them present their statements, and then let us 
question all of you across the board. 

Mr. Core. All right, I think that would be very helpful. 


STATEMENT OF HON. ALBERT M. COLE, ADMINISTRATOR, HOUSING 
AND HOME FINANCE AGENCY; ACCOMPANIED BY NORMAN P. 
MASON, FHA; CHARLES E. SLUSSER, PHA; J. STANLEY BAUGH- 
MAN, PRESIDENT, FNMA; JOHN C. HAZELTINE, COMMISSIONER, 
CFA; RICHARD L. STEINER, ACTING COMMISSIONER, URA; FRED 
B. MORRISON, EXECUTIVE SECRETARY, VHMCP 


Mr. Cotx. Mr. Chairman, my statement begins, I hope appropriately 
with a comment with respect to the present mortgage market situa- 
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tion, and some of the present conditions under which we find ourselves 
today. 

Then I have referred to our proposals relating to the mortgage 
credit problem and in that, of course, I have mentioned naturally 
the request to the Administration to raise the GI interest rate to 5 
percent. 

Secondly, I have mentioned FNMA and our request for additional 
new authorization authority in the secondary market of FNMA, and 
then, thirdly, I have mentioned our request that the Voluntary Home 
Mortgage Credit Committee be continued for another 3 years, and 
then as the fourth proposal a recommendation of an increase of $150 
million in Fannie May special assistance functions, and, fifth, in the 
field of mortgage credit, a recommendation of the more liberal loan 
to value ratios which we have already presented to the committee. 

Then I comment about other bills with respect to credit which have 
been introduced by various Members of Congress, and I have rather 
fully discussed some of these proposals because we think they are 
very important and very interesting to the members of the committee. 

Then we proceed to discuss other major provisions of the housing 
amendments which we are presenting today. 

On urban renewal, we have requested an additional $175 million 
for capital grant authorization in the urban renewal fund. 

On college housing, we have asked for an additionai authorization, 
new obligational author ity of $150 million in the college housing loan 
program, and, in addition to it, a second item having to do with the 
interest rate formula. 

This new proposal in our judgment provides an interest rate formula 
which will make the interest available at a rate comparable to what 
the Government pays for its borrowings plus a quarter of a percent 
for administrative expenses. 

Generally, Mr. Chairman, this is what we are presenting here today, 
and, if I may then call Mr. Baughman, who is president of FNMA, 
to discuss his particular portion. Mr. Baughman has a short state- 
ment, but maybe you prefer him to summarize it. 

Mr. Rarns. Let us have Mr. Baughman read his statement. 

Mr. Cote. Fine. 

Mr. Rarns. We are glad to have you, Mr. Baughman. 

Mr. Bavcuman. Thank you, sir. 

(The complete statement.of Mr. Cole is as follows :) 


STATEMENT OF ALBERT M. CoLe, HOUSING AND HOME FINANCE ADMINISTRATOR 


Mr. Chairman and members of the committee, I appreciate the opportunity 
to present the views of the Housing and Home Finance Agency on the legislation 
being considered by your committee today with respect to mortgage credit and 
other housing matters. When Mr. Mason and I appeared before you last week, 
we discussed legislation pending before the committee relating to FHA opera- 
tions. Programs of several other constituent organizations of our Agency are 
dealt with in the additional housing legislation being considered today. The 
additional legislation proposed by the administration is contained in the com- 
mittee print of the bill referred to as the Housing Amendments of 1957. If 
agreeable to you, I will comment on the current mortgage situation and make 
some general observations on major legislative proposals, and then have the 
head of each of these constituents present a statement of the views of the 
Housing and Home Finance Agency on provisions relating to his operations. I 
will then be available with him to answer questions on those provisions. Mr. 
Mason will also be available for any further questions concerning FHA functions. 

The policies underlying my position on current legislative proposals are based 
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on a firm conviction that a high level of home-building activity should be 
maintained. I believe this is essential to provide adequate housing for the 
American people, to maintain stability in the home-building and allied industries, 
and to support the balanced growth of our economy. The legislative proposals 
of the administration, which I will explain later, are directed toward this end. 

In recent months we have all been concerned with the difficulties home builders, 
as well as home buyers, have been experiencing as a result of the tight money 
conditions. However, I am confident that the supply of mortgage funds will 
improve in the near future. Let me give you my reasons for this confidence. 

There are a number of factors which suggest an easing in the mortgage situa- 
tion. In recent weeks, investors have, for the'first time, expressed interest in 
purchases of mortgages from the FNMA secondary market portfolio; and pur- 
chases of $500,000 were recently made. 

While it is still too early for the full effects of the interest rate increase to 
be felt in FHA applications, it is highly significant that FHA new-home applica- 
tions in January and February averaged 46 percent above December, a far better 
than seasonal improvement. In contrast, the number of new-home appraisal 
requests received under the VA program during January and February averaged 
only 3 percent above December. Further improvement in the availability of 
mortgage funds for FHA-insured 5-percent mortgages will occur as the volume 
of 4144-percent mortgage loans held under temporary warehousing arrangements 
is reduced and distress sales of such mortgages become less frequent. Evidence 
that this market-depressing overhang of warehoused mortgages is being reduced 
can be found in the fact that the amount of mortgages in warehouse at banks in 
leading cities was reduced by $246 million between November 14 and February 13. 

There is also evidence that conditions in the general money market are easing. 
The yields on long-term Government and corporate bonds have declined sinee 
the turn of the year. This easing has been reflected in the lower interest rates, 
based on market yields, charged by the Treasury on funds borrowed by the 
Housing and Home Finance Agency. On new funds borrowed for 5- to 15-year 
terms, the rate was reduced from 3% percent in February to 3% percent in 
March. In this connection, a matter of more direct interest was the sale of $250 
million on FNMA 11-month debentures with a 4-percent interest rate in February, 
whereas a NMA issue of $200 million of 8-month debentures had required a 414- 
percent rate in January. 

In the light of the conditions as I see them, it is my belief that, if the legis- 
lative measures which the administrative proposes are enacted, sufficient mort- 


gage funds will be forthcoming to sustain a high level of housing production. 
Let me review these proposals: 


ADMINISTRATION 





PROPOSALS RELATING TO MORTGAGE CREDIT 








First, as you know, the President recommended an increase in the maximum 
interest rate on VA guaranteed and VA direct loans from 4% percent to 5 per- 
cent. I am convinced that the improvement in the flow of mortgage funds for 
F'HA-insured mortgages as a result of the interest rate increase can be expected 
for the VA loan guaranty program if that interest rate is also increased. Such 
an increase is necessary if private funds are to be invested in VA-guaranteed 
loans in sufficient volume to reverse the substantial decline in activity in the 
VA program which I anticipate will otherwise develop. Alternative proposals 
to raising the VA interest rate, which are contained in bills I will dscuss, involve 
the use of several billion dollars of Treasury funds for investment in VA- 
guaranteed loans at the 4%-percent rate. I do not believe these alternatives 
would be successful in producing the loan funds necessary to meet the home 
loan needs of veterans. In my judgment, the increase in the VA interest rate 
is by far the most important move which can be made at this time to relieve 
the current mortgage situation. 

Secondly, we have already proposed, at the hearings on House Joint Resolution 
209, legislation necessary to permit FNMA to continue its secondary market 
operations which are providing substantial support to the operation of the private 
mortgage market. At that time we proposed a $100 million increase in the 
Treasury subscription to FNMA preferred stock and a $700 million increase 
in the authority of the Secretary of the Treasury to purchase FNMA obligations. 
Enactment of this legislation would enable FNMA to issue debentures to obtain 
an additional $1 billion for the purchase of mortgages in the secondary market. 
Part of our proposed increases in authority are contained in House Joint Reso- 
lution 209. The remainder are contained in the housing amendments of 1957. 
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As a third proposal, we recommend the extension of the voluntary home 
mortgage credit program for another 3 years. This extension would be pro- 
vided by the Housing Amendments of 1957. Under present law this program 
would cease operation on June 30 of this year. As you know, the program 
operates through a national committeee, headed by the Housing Administrator, 
and 15 regional subcommittees which consist primarily of persons from various 
types of financial institutions, builders, lumber dealers, and representatives of 
real estate boards. This program brings together eligible borrowers and lenders 
who will provide credit for FHA-insured and VA-guaranteed loans. The program 
assists builders and home buyers in small communities and rural areas where 
mortgage money is scarce, and assists minority groups in general without regard 
to the size of the communities. 

This program has served primarily moderate-income families purchasing 
low-cost homes. About 86 percent of the more than 26,000 loans placed under the 
program through January were VA-guaranteed loans, and about 18 percent of 
the total were for homes for occupancy by minority group families. In addi- 
tion, during a period when discounts on guaranteed and insured loans rose to an 
average of 3 and 4 percent throughout the country, 88 percent of the loans ob- 
tained under this program had discounts of 2 percent or less. Nineteen per- 
cent of the loans were made at par. 

As a fourth proposal, we recommen an increase of $150 million in the FNMA 
general authority to buy mortgages under its special assistance functions. We 
also recommend that an additional $100 million of authorization, now available 
for a special type of participations in mortgages, be made available for use under 
this general authority. These funds would be used to assist in financing urban 
renewal housing, disaster housing, housing for the elderly, and housing in Guam 
and Alaska. The housing amendments of 1957 would provide these changes. 
Mr. Baughman, President of FNMA, will further discuss this proposal in his 
testimony. 

As the fifth proposal in the field of mortgage credit, we recommended, in our 
testimony before this committee on March 5, more liberal loan-to-value ratios 
under the FHA mortgage insurance programs for sales housing. As Mr. Mason, 
the FHA Commissioner, indicated at that time, these proposed ratios would re- 
sult in substantial reductions in the required downpayments on 1- to 4-family 
homes financed with FHA-insured mortgages. The more liberal terms proposed 
would be used at the discretion of the Federal Housing Commissioner when such 
actions are deemed necessary in view of conditions in the home building and 
mortgage lending industries and the econmy in general. 


OTHER BILLS RELATING TO MORTGAGE CREDIT 


Your chairman has indicated that comments would be in order on his bill, 
H. R. 308], and on H. R. 22, introduced by Congressman Patman. Before leaving 
the subject of mortgage credit, I would like to present my views on some of the 
major provisions of these two bills. 

Both bills provide for the investment of a substantial portion of the national 
service life insurance reserves in VA-—guaranteed loans. I am opposed to this 
for several reasons. First, I believe these additional funds would not be neces- 
sary if the legislation we have proposed is enacted. Secondly, it is a mistake to 
assume that the use of NSLI reserves taps a new source of funds for VA- 
guaranteed loans. The reserves of the national service life insurance fund, 
as well as other reserves in Government trust funds, are invested in special 
obligations of the Treasury, and the proceeds have been used to meet Government 
expenditures. Thus, the effect of this proposal would be to require the Treas- 
ury to borrow from the publie an amount equal to the amount of NSLI funds 
devoted to the investment in GI mortgages. Thus, under present conditions, with 
the national economy operating at a high level, I believe this proposal would be 
inflationary. 

Inflationary pressures which would be created by this short-range proposal 
can be avoided by providing private enterprise with conditions which would 
lead to an adequate supply of private funds for home loans to veterans. I be- 
lieve that under a 5-percent interest rate on VA-guaranteed loans, private lenders 
would provide the required funds. The same can be accomplished for small and 
remote communities, and for minority group members by extending the volun- 
tary home mortgage credit program, and by also raising the interest rate on 
VA-direct loans to 5 percent. The VHMCP would then be able to function 
effectively in its areas of operation as it has in the past. 
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In addition to the use of NSLI reserves for investment in VA-guaranteed loans, 

House bill 22 would require the Federal National Mortgage Association to 
purchase $1 billion of VA-guaranteed loans under its special assistance function 
and authorize an additional $1 billion to be used for the same purpose at the 
discretion of the President. I am also opposed to this provision because it 
would constitute a large, unnecessary expenditure of Federal funds which would 
increase the Federal budget. 

House bill 22 provides that the VA-guaranteed mortgage loans to be purchased, 
either with NSLI funds or under the special assistance functions of FNMA, 
would have to be bought at full face value. This proposal would attempt to 
peg the interest rate on VA-guaranteed loans at the artificially low interest 
rate of 44% percent. This is unsound because it would inhibit the flow of private 
funds into the VA loan guaranty program. This would basically change the 
character of a program designed to function with private funds. Moreover, I 
do not believe that the several billions of dollars proposed would be sufficient 
to meet the housing needs of veterans. It should be noted that VA-guaranteed 
loans made in 1956 amounted to almost $6 billion. 

Section 4 of House bill 3081 would direct FHA and VA to issue regulations 
to limit charges, fees, and discounts imposed upon the builder, seller, veteran, 
or other purchaser in connection with FHA insured or VA guaranteed loans. A 
similar provision is contained in House Bill 22, although discounts are not 
specifically included along with charges and fees. Enactment of these provisions 
would have serious adverse effects upon the mortgage insurance and mortgage 
guarantee programs. While FHA does not permit discounts to be charged to 
home purchasers in excess of established and permissible fees and charges, we 
believe that to limit or prohibit payment of a discount by any party involved in 
the mortgage transaction would be a serious deterrent to the use of the FHA 
mortgage insurance programs. 

In order to understand FHA’s problems when the payment of discounts by any 
party involved in the mortgage transaction is limited or prohibited, it is neces- 
sary to keep in mind the importance of the secondary market in FHA mort- 
gage transactions. FHA can prevent the actual payment of discounts to the 
original mortgagee, who would be required to certify that no discount in excess 
of allowable charges and fees had been collected. However, FHA would be 
unable to control effectively direct arrangements between builders and second- 
ary market investors who purchase mortgages from originating mortgagees. A 
large percentage of mortgages insured by FHA are originated by mortgage com- 
panies and small lending institutions throughout the country who are unable 
to retain the mortgages in their own portfolios. While FHA can prevent them, 
of course, from collecting discounts, the difficulty arises in that they must be 
in a position to sell these mortgages to larger investors, particularly life in- 
surance companies and savings banks, if they are to continue to make home 
loans in their own communities. If they must sell mortgages in their port- 
folios in the secondary market at a discount, and if they are prohibited in 
turn from collecting this discount from the builder or other person interested in 
the mortgage transaction, they have no alternative but to discontinue making 
new insured mortgage loans. 

Enforcement of the provisions proposed are impractical, as the experience 
with similar provisions in the Housing Act of 1950 has demonstrated. Section 
504 of that act limited the charges and fees imposed upon any party to the trans- 
action. FHA found that, when the originating mortgages were prohibited 
from collecting discounts from any party to the mortgage transaction, the 
originating mortgagees in many instances advised builders that they would 
have to assume the responsibility for obtaining take-out commitments from sec- 
ondary investors to purchase loans as soon as they were closed. This forced 
the builder to negotiate arrangements with secondary market investors. How- 
ever, under section 504 of the Housing Act of 1950, FHA was forced to take the 
position that the builder was in effect paying a discount when he purchased 
take-out commitments. As a result builders resorted to other means, one of the 
most common of which was to purchase securities from the secondary market 
investor at a price actually higher than the current market value of the 
securities. In exchange, the investor would see that the builder could obtain 
the local financing needed. The FHA attempted to prevent this avoidance of 
the spirit and intent of section 504 but realized that many such arrangements 
were being made of which it was not aware. 

The repurchase agreement became a common device by early 1953 in con- 
nection with VA-guaranteed loans. Under this device, the builder agreed to 
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buy back the loan from the originating lender at, say, 96 or 97 percent 
of its original face amount if the lender could not dispose of the loan in the 
secondary market at par within, say, 90 days. The builder also deposited 3 
or 4 percent of the mortgage amount, and this was forfeited if the agreement 
was not carried out. 

When the repurchase agreement was expressly prohibited by VA in May 1953, 
VA-guaranteed 4-percent loans became virtually unobtainable in many areas. 
Builders protested vigorously, and after extensive hearings and debate, section 
504 was amended. As amended, it required FHA and VA to permit the originat- 
ing mortgagee to charge a discount to the builder or other person interested in 
the mortgage transaction, but not the mortgagor, where such discount was neces- 
sary to reimburse the originating mortgagee for the loss sustained in the bona fide 
sale of the mortgage to a secondary market investor. This action amounted to 
a virtual repeal of section 504 except in those transactions in which the originat- 
ing mortgagee was also the permanent investor, in which case he could not charge 
any discount. In view of the discriminatory effects of this, the Congress in 1954 
repealed section 504 entirely. 

Even if it were assumed that FHA could effectively enforce discount controls 
in accordance with the intent of section 2 of House bill 22 and section 4 of 
House bill 3081, there is the serious question of the possible effects of the legisla- 
tion in view of FHA’s previous experience under section 504 of the Housing Act 
of 1950. Enactment of section 504 resulted in the curtailment of the use of the 
FHA programs by lenders and builders, thereby depriving many families of the 
benefits of these programs. The reenactment of controls of mortgage discounts, 
we believe, would again seriously curtail the helpfulness of FHA programs in 
providing needed housing. 

If the recommendations of the administration are followed, conditions would 
exist under which the flow of private funds into mortgage investment would be 
increased, the market for Government-aided loans would function to eliminate 
large discounts in the private market, and there would be no need for the provi- 
sions requiring the FHA and VA to attempt to control discounts. 


OTHER MAJOR PROVISIONS “HOUSING AMENDMENTS OF 1957” 


In addition to the provisions of the housing amendments of 1957 which I have 
discussed, the bill contains other important amendments that will be explained 
by the heads of the constituent.agencies involved. I wish, however, to refer 
briefly to a few of these: 

Urban Renewal.—The housing amendments of 1957 would increase our capital 
grant authorization for urban renewal projects to make an additional $175 mil- 
lion available. This increase is necessary to permit communities to continue 
their rapidly expanding urban renewal programs. 

You will recall that in 1954 the administration recommended and the Congress 
enacted a new and broader approach to the renewal of four urban communities. 
This approach recognized that eliminating slums and blight takes more than 
tearing down and replacing those structures which are beyond repair. We must 
also rehabilitate buildings and neighborhoods which are still worth saving and 
prevent blight from spreading into new neighborhoods. This is the only prac- 
tical way to build new values into our cities, while fully conserving old values. 
The task is not easy. In each community, local officials who deal with planning, 
municipal finance, code enforcement, housing, and public facilities must coordi- 
nate their efforts with those of private builders, private lending institutions, 
civic groups, and many owners of private property. Federal programs to encour- 
age the construction and rehabilitation of privately owned housing and to aid 
State and local public agencies in their programs of redevelopment, public works, 
and low-rent housing have been redirected to the broaded purpose of renewing 
our urban communities. 

The complex task of marshaling all the necessary forces is being completed. 
With the aid of perfecting legislation enacted at the last session of the Congress 
and new administrative approaches, the Federal urban renewal program has now 
reached the stage at which a large-scale attack can, for the first time, be 
made on the centuries-old problem of urban slums and blight. We must con- 
tinue, however, to seek improvements in this new field. As will be explained 
by Mr. Steiner, the Acting Urban Renewal Commissioner, in his statement, the 
bill contains several provisions which would enable us to better assist com- 
munities undertaking urban renewal projects. 

College housing.—The bill would increase the authorization for our college 
housing loan program by $150 million. The bill would also change the formula for 
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computing the interest rate on the loans to make it consistent with the interest 
which the Treasury must pay on funds it borrows for a comparable length of 
time. Mr. Hazeltine, the Community Facilities Commissioner, will explain 
these provisions in his statement on the bill. 

As the Housing Amendments of 1957 contain provisions relating to some of 
the more technical aspects of our programs, I have furnished your committee 
with copies of a section-by-section analysis of the bill which explains the reasons 
for each provision. I believe it would be helpful if our analysis were to be 
printed in the record of the hearings. 

I have been authorized by the Bureau of the Budget to advise that the enact- 
ment of the Housing Amendments of 1957 would be in accord with the program 
of the President. 

With your permission, Mr. Baughman will now present his statement on 
provisions in the pending legislation relating to the Federal National Mortgage 
Association. 

Mr. Baucuman. My first remarks will be directed to the old FNMA, 
FNMA as it existed prior to enactment in 1954 of the present FNM A 
Charter Act. As you perhaps know, FNMA was organized in 1938 
by the Reconstruction Finance Corporation, pursuant to authorit 
contained in the then title III of the National Housing Act. FNM 
operated as an RFC subsidiary until 1950, when by a reorganization 
plan it was transferred to the Housing and Home Finance Agency. 

FNMA’s initial objective was to help popularize FHA-insured 
mortgages, by assisting in the establishment of a general secondary 
market for such mortgages. In 1948, following World War II, 
FNMA’s activities were expanded to include VA-guaranteed mort- 
gages. The method of operations followed was to purchase FHA 
and VA mortgages from local originating mortgagees. The mort- 
gages were then held for seasoning with the expectation that favorable 
market conditions would subsequently permit their resale to perma- 
nent investors. 

From 1939 to 1954 the old FNMA was financed entirely by the 
United States Treasury. The operations have been r: ather sizable, 
when measured in terms of dollars. FNMA has acquired mortgages 
under contracts executed by the old FNMA aggregating approxi- 
mately $5 billion. It has sold mortgages totaling in excess of $1.6 
billion, while repayments and other credits have amounted to more 
than $900 million. 

At the time of enactment of the new Charter Act in 1954, FNMA 
consequently had on hand a very large portfolio of mortgages of 
which it was necessary to take cognizance, as a part of any reorgani- 

zation of FNMA. The problem was resolved in the 1954 C harter Act 
by giving the new FNMA what are designated its management and 
liquidating functions. These functions are kept separate from 
FNMA’s current operations, and are conducted, of course, solely for 
the account of the Government. The objective, as the name implies, 
is to manage and liquidate the portfolio of the old FNMA in an 
orderly manner, with a minimum of adverse effect on the home mort- 

gage market and minimum loss to the Federal Government. 

The new 1954 FNMA Charter Act, however, recognized the bene- 
ficial aspects of the former operations of the old FNMA, and estab- 
lished the present special assistance functions. In essence, the 
special assistance functions are conducted on substantially the same 
basis as the old FNMA. The present objective is to provide a sec- 
ondary market facility for the assistance of FHA and VA mortgages. 
However, aid is now rendered to selected types of mortgages only, 
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pending the establishment of their marketability. The statute con- 
templates that mortgages in general are to be assisted only in the 
event of a decline in mortgage lending and home building which 
threatens the national economy. All funds used by FNMA in pur- 
chasing are borrowed from the Treasury, and so far as the special 
assistance functions are concerned there is no recourse to the capitali- 
zation of FNMA. 

Under the special assistance functions, mortgages covering the 
following types of housing have been designated _ as eligible for aid 
pending the establishment of the market ability of the mortgages, with 
the related funds as indicated: (1) Housing intended primarily for 
victims of major disasters, such as hurricanes and floods, $10 million ; 
(2) housing in Guam, $15 million; (3) housing constructed or re- 
habilitated under urban renewal programs, $100 million; (4) hous- 
ing in Alaska, $10 million; (5) housing in connection with defense 
and military, Wherry, PaSernin $25 million; (6) housing for elderly 
persons, $20 million; (7) cooperative housing, $50 million; and (8) 
armed services, foockart housing $200 million. 

FNMA’s purchase prices under the special assistance functions 
are of the utmost significance in considering the program. Under 
the FNMA Charter Act, as originally enacted in 1954, prices were 
to be established from time to time by FNMA; but by amendment 
contained in the Housing Act of 1956, the Charter Act has subse- 
quently prescribed a minimum purchase price of 99 percent of par. 
In connection with the problem of pricing, you may recall the ex- 
perience of the old FNMA. Mortgage pure ‘hases were consummated 
at the price of par, so that the old activity in many instances consti- 
tuted a rather complete support program. FNMA was severely criti- 
cized because of its par price policy; and the Congress apparently 
concluded in 1954 that continuation of a support program in the same 
degree was not feasible because of the excessive amounts of Treasury 
funds that had been and would be required. 

The proposed housing amendments of 1957 which are recom- 
mended by the Administration are concerned, in title I, with 
FNMA’s special assistance functions. 

First, they are concerned with FNMA’s special assistance functions 
that are subject to authorization by the President. They would 
change the amount of money available to the association in this cate- 
gory. The aggregate amount of $450 million for the purchase 
of whole mortgages would suppl: int the present authorizations 
which now consist of $200 million for the purchase of whole mort- 
gages and $100 million for the purchase of 20 percent immediate 
participation in mortgages. 

This change has two purposes: One is to merge the $100 million 
participation fund into the existing $200 million whole-mortgage 
fund, and the other is to increase the aggregate amount available for 
special assistance by an additional $150 million. The merger of the 
oarticipation fund into the whole-mortgages fund is recommended 
busities there have been virtually no inquiries with respect to par- 
ticipations. FNMA has received no offers at all of mortgage 
participations. 

The special assistance functions authorization subject to the dis- 
cretion of the President is extremely important. In the exercise of 
his discretion, the President has provided for the earmarking of $180 
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million for the purchase of whole mortgages. I have already itemized 
the different types of mortgages and the amount applicable to each 
type. The need for funds for urban renewal housing mortgages is 
mentioned specially, because that program is gaining momentum and 
is expected to rely heavily on FNMA’s special assistance functions 
for assistance in financing. It is expected also that there will be ad- 
ditional requirements for housing for the elderly and for housing in 
Alaska and Guam. 

The statutory requirement that FNMA under its special assistance 
functions have a purchase price of not less than 99 would be repealed 
by the proposed housing amendments of 1957. The bill ropa for 
the restoration of the language of the original FNMA Charter Act. 
The present requirement for the 99 purchase price expires by its terms 
on August 6, 1957. 

At the present time interest rates on various types of FHA and VA 
mortgages vary between 4 percent and 5 perce ent. Because secondary 
mortgage market investors pay a premium or charge a discount, de- 
pendent upon rate of income return, the statutory fixed price is wholly 
unrealistic. Such investors also take account of other variable pric- 
ing factors, including the amount of the mortgagor’s equity, the 
length of the term of the loan, and the type of secur ity. 

The FNMA Charter Act, in section 305 (b), requires that the special 
assistance functions shall be fully self- -supporting. And, of course, 
FNMA is expected to resell a large portion of the mortgages that are 
bought. Such resales cause the portfolio to revolve ‘and hold the 
investment of Government funds toa minimum. These aims are diffi- 
cult to achieve under an inflexible purchase-price requirement. 

It is the definite purpose of the special assistance functions to aid 
in establishing the marketability of those types of mortgages that are 
selected by reason of their need for such assistance. We believe 
firmly, however, that the assistance should supplement, not supplant, 
the activities of private mortgage lenders and investors. Help under 
FNMA’s special assistance functions should be made available to the 
extent that private investment money cannot or does not suffice. 
But FNMA’s purchase prices may not be substantially higher nor its 
other purchase requirements substantially more lenient than those of 
private investors, unless there is to be a complete reversal of the Gov- 
ernment policy that these same private investors should be encouraged 
to invest their funds in FHA and VA mortgages of these types. 

Under the special assistance functions the variability of the many 
factors involved from time to time in determining purchase prices 
is such, in our opinion, that FNMA should have adequate discretion 
to permit pricing policy determinations by its board of directors. 

As will be recalled, we appeared on February 7, 1957, before the 
full Committee on Banking and Currency and testified with respect 
to House Joint Resolutions 209 and 210 introduced by Messrs. Spence 
and Talle, identical resolutions to amend that part of the Federal 
National Mortgage Association Charter Act which relates to the sec- 
ondary market operations. The resolutions, which were considered 
by the Congress at interim legislation, would carry out, in part, recom- 
mendations made by the President. 

Subsequently House Joint Resolution 209 passed the House, and on 
Tuesday of this week, with amendments, passed the Senate, and yes- 
terday was approved by the President. 
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To the extent that the full recommendations of the Administration 
are not included in House Joint Resolution 209, it becomes relevant 
today ‘to explain briefly again our original recommendations. 

In 1954 an additional new role was assigned to FNMA by enact- 
ment of provisions for the secondary market operations. The sec- 
ondary market operations were designed to attract the investment of 
private funds in FNMA itself, in progressivly increasing amounts, 
through the ownership of its capital stock and the purchase of its de- 
bentures, all with relation to its secondary market operations only. 
It is intended that the secondary market operations will be ultimnatety 
privately owned and financed. Thus the secondary market opera 
tions embody a completely new concept, with an objective that differs 
materially from the special assistance objectives of the old FNMA 
and of the successor present FNMA special assistance functions. 

The objective of the FNMA secondary market operations, under 
the FNMA Charter Act, is to provide a degree of liquidity for mort- 
gage investments, thereby improving the distribution of investment 
capital available for home mortgage financing. As I have already 
implied, the major part of the required operating funds come from 

rivate sources. The debentures, of which $650 million are outstand- 
ing in the hands of private investors, are not guaranteed by the Gov- 
ernment. All purchases of mortgages are affected within the range 
of market prices for the particular class of mortgages involved. 

The FNMA secondary market operations are, in our opinion, well 
conceived. The conduct of the secondary market operations in the 
manner contemplated by the present charter act has served successfully 
to alleviate the extreme tightness of the general secondary mortgage 
market, particularly during the several months just past. There is 
ample reason to believe that, under the present law and with the in- 
crease in capitalization that has been recommended, the secondary 
market operations will exert a progressively more favorable effect on 
the general secondary mortgage market. 

Our first recommendation had as its purpose to strengthen the As- 
sociation’s capital structure so as to place it in a position to increase 
the secondary market operations borrowings by $1 billion. This 
recommendation was in two parts: (1) It was proposed that the ap- 
proximately $93 million of FNMA preferred stock held by the Sec- 
retary of the Treasury be increased by $100 million, to be acc ‘omplished 
through the exchange of additional stock for an equi al face amount of 
notes representing interim borrowings from the Treasury; and (2) 
it was proposed that the present one billion dollars maximum amount 
of the Association’s obligations that the Secretary of the Treasury 
is authorized to hold be “increased to $1.7 billion, except that until 
July 1, 1957, the limitation would be $1.35 billion. 

Of the recommended $100 million increase in eran $50 
million would become available upon the approval of H. J. Res. 209. 
The propose «1 housing amendments of 1957 would provide th remain- 
ing $50 million. By reason of the 10 to 1 ratio of the secondary market 
operations’ borrowing author ity to the sum of the capital and surplus 
of the Association, the aggregate $100 million increase in capitaliza- 
tion would provide for operations on a continuing basis by permitting 
a $1 billion increase in borrowings. 

If secondary market operations are to be as useful in the future as 
they have been in the past, and if they are to accomplish their pur- 
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poses, it is essential that builders, financial institutions, mortgage 
bankers, and the housing industry in general, as well as investors In 
FNMA’s debentures and its stoc *kholders, regard the operations as 
being established on a continuing basis. 

It is especially important that FNMA be able to continue: its 
mortgage purchasing activities in times like the present, when money 
is tight and mortgage financing is prey to obtain. 

Upon the approval of H. J. Res. 209, the present $1 billion maximum 
amount of FNMA’s secondary ae operations obligations that the 
Secretary of the Treasury will be authorized to hold would be increased 
to $1.35 billion. This type of authorization does not necessarily con- 
template an increase in the rate or amount of borrowings from the 
Treasury, rather, it provides a ready source of funds under emergency 
conditions when private investors might be unable or unwilling to 
purchase FNMA’s debentures. It also ‘furnishes, of course, additional 
assurance to private investors that FNMA has a source of liquid funds 
with which to pay off maturing debentures in any unforeseen circum- 
stance in which neither liquidation of the portfolio nor refinancing 
is feasible. 

The housing amendments of 1957 would increase the $1.35 billion 
figure to $1.7 billion, effective July 1, 1957. This would retain a rela- 
tionship to the increased capitalization that is believed to be appro- 
priate. 

The final recommendation in our earlier testimony was a timely one, 
because any proposal to increase the Treasury’s investment in FNMA’s 
preferred stock should also define the tax status of the related divi- 
dends paid to the Treasury. 

FNMA is required by its charter, in connection with the secondary 
market operations, to pay what is, in effect, a Federal corporate income 
tax. It is also required to reimburse the Treasury, in the form of 
interest on its obligations and dividends on its preferred stock, for the 
cost to the Treasury of the funds invested in such FNMA securities. 
The interest rate and the dividend rate alike are determined by the 
Treasury. 

The bill under consideration would resolve the nature of the divi- 
dends on the preferred stock. It would authorize that all such pay- 
ments to the Treasury of either interest or dividends, made in reim- 
bursement of the cost to the Treasury of the funds, should be treated by 
FNMA as operating expenses and, therefore, as eligible deductions 
from gross income in any computation of the Federal corporate income 
tax or its equivalent. 

The Congress has in other like instances permitted payments to the 
Government in reimbursement of Government costs on amounts ad- 
vanced on stock subscriptions to be treated as operating expenses. Sec- 
tion 583 of the internal Revenue Code of 1954 is in point. It specially 
provides that dividends paid on the Government-held preferred stock 
of national banks, State banks, and insurance companies shal] be 
allowed as deductions in the computation of the Federal corporate 
income tax. 

Without the benefit of such a provision, any increase at this time in 
the Treasury’s investment in the preferred stock of FNMA can only 
result in a related operating loss to FNMA, because the mandatory 
dividends payable to the Treasury on such stock cannot be fully earned 
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under prevailing rates of interest when treated as a distribution after 
taxes. 

If the Government’s capital investment in FNMA preferred stock 
were treated as a separate fund, FNMA’s present income on the sep- 
arate fund before the tax would be approximately 4.2 percent. The 
present Federal income tax equivalent reduces that income by more 
than half, and leaves only 2 percent with which to make pi ayment, at 
the present rate of 234 percent of the Treasury-prescribed rate of 
dividends. 

Mr. Chairman, that concludes my prepared statement. 

Mr. Coxe. Shall we proceed with the others, Mr. Chairman ¢ 

Mr. Rarns. Yes; before we proceed with the questions, let us get the 
whole case before us. 

Mr. Steiner is next. Come around, Mr. Steiner. 

Mr. Richard L, Steiner, Acting Urban Renewal Commission; is that 
right. 

Mr. Sterner. Yes, sir. 

Mr. Ratns. We are glad to have you, Mr. Steiner. You may pro- 
ceed with your statement. 

Mr. Srertner. Thank you, Mr. Chairman. 

Our proposed legislation for the urban renewal program consists of 
four changes in the existing law, which are contained in the bill re- 
ferred to as the housing amendments of 1957. These c hanges include 
a necessary increase in the capital grant contract authorization for the 
program and several proposals which we believe will sim rlify the 
program and will enable us better to assist communities tactics 

urban-renewal projects. 

The need for an increase in the capital grant authorization is indi- 
cated by our present situation. As of March 1, 1957, some $853.8 
million of the aggregate available c: upital grant authorization of $900 
million was already reserved or was in the process of being reserved 
for 441 local urban-renewal projects and 18 demonstration projects. 
In recent months we have received a larger volume of applications for 
new projects than was anticipated. Because of the desirability of ad- 
ministering the program within the presently available contract. au- 
thority, we are now directing the $46.2 million balance of available 
authority to the most urgent “heeds of the existing program, and par- 
ticularly to urban-renew al projects in which the process of acquisition 
and clearance of slum areas has already commenced or is about to begin. 
For this reason it has been necessary to defer action on some initial 
applications for survey and planning assistance. 

It is, of course, extremely important to the urban-renewal program 
that additional c: pital g grant authorization be provided by the Congress 
so that there will be -apital grant authority sufficient to cover neces- 
sary adjustments of fund reservations for existing projects and for 
further program growth. For this purpose we are requesting an 
crease in capital grant authorization of $175 million for the next 
fiscal year. 

I will now describe briefly the three proposals which are intended to 
provide some simplification of the urban-renewal program and to 
enable the Government better to assist communities carrying out 
projects. 

Section 202 of the bill would establish an alternative formula for 
calculating the Federal capital grant which represents the Govern- 
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ment’s share of the ultimate cost of an urban-renewal project. When 
a community elects, with the consent of the Administrator, to follow 
this alternative formula, it would provide for capital grants by the 
Government amounting to not more than three-fourths ‘of the aggre- 
gate of the net project costs of the urban-renewal projects involved. 
This would be in lieu of the present capital-grant formula under 
which capital grants may amount to not more than two-thirds of 
aggregate net project costs. The justi ‘ication for the larger Federal 
share of project cost under the new alternative formula w ould be the 
elimination from project costs, and the consequent assumption by 
the locality of many of the smaller cost items relating to an urban- 
renewal project. These excluded costs are frequently those which 
are most difficult to budget, to evaluate, and to control. We believe 
that the result of the utilization by those localities which are able 
to do so of the proposed alternative basis for calculating capital grants 
will be a simplification of the administration of the ] program, with 
resulting savings in time to both the Federal Government and local 
governments, and the elimination of many procedural requirements 
and controls frequently regarded as redtape and bureaucracy. The 
metre formula may also strengthen local control and permit 
eater local responsibility in the carrying out of urban-renewal 
idhebt 

The proposed alternative formula will, according to our estimates, 
result in no substantial increase or decrease in the relative share of 
the overall cost of projects borne by the*Federal Government or the 
local government. What the formula does is to apply a larger per- 
centage of Federal participation to a smaller cost base. Under this 
alternative formula, project cost—that cost which is used for calcu- 
lating the sharing of costs by the Federal Government and the 
locality—would consist solely of major, easily definable items of ex- 
pense. These items would include the cost of land being acquired, 
direct costs of demolition and site clearance, site preparation and 
improvements, land disposition, and related carrying charges, except 
for taxes and payments in lieu of taxes. The alernative formula 
would exclude from the project cost upon which the three-quarter 
Federal share is based, many smaller cost items which are difficult 
to identify and which cause time-consuming budget auditing and 
processing problems in the administration of the program of Federal 
assistance. Such items include survey and planning costs, costs of 
legal services, taxes and payments in lieu of taxes, and all adminis- 
trative and overhead expenses of local public agencies. All such 
costs would be borne locally and would not constitute a part of the 
project cost which is shared by the Federal Government and the lo- 

cality on the three-quarter, one-quarter basis. 

No community would be required to follow this new formula. 
Furthermore, it 1s not intended that a community, in choosing whether 
to follow this formula or the existing two-thirds, one- third formula, 
shall be forever bound by its choice. Tt is intended, however, that the 
program will be so administered as to prevent a community from 
changing formulas from project. to pies during the foreseeable 
future. Rather, after one formula is elec ted, a change will be per- 


mitted only upon adequate justification based on long-range con- 
siderations. 





742 HOUSING ACT OF 1957 


The use of the alternative formula is not expected to cause any 
substantial change in overall cost to either the Federal Government 
or the localities receiving Federal assistance. The major effect of its 
use will be a simplification of Federal procedures, particularly as 
they relate to necessary control of local expenditures, with a resulting 
saving of time and elimination of red tape and possible Federal inter- 
ference in local affairs. A more detailed explanation of the alterng- 
tive formula and its effect is given in the section-by-section analysis 
of the bill. 

Another proposal intended to simplify administration of the pro- 
gram of Federal assistance for urban renewal appears in section 203 
of the bill. This proposal would reduce paperwork involved in re- 
view and approval of relocation payments which were authorized by 
the Housing Act of 1956. It would enable the Administrator to in- 
clude in his rules and regulations respecting such payments to in- 
dividuals and families displ: iced by urban renewal projects provisions 
authorizing the payment of fixed amounts to such individuals and 
families in lieu of their actual moving expenses. Such authority 
would make it possible to eliminate in many cases the burden of 
receiving and reviewing evidence of moving expenses in order to 
approve relocation payments. This would reduce paperwork for both 
the Federal Government and the local public agency. The $100 
limitation in the law on such payments to individuals and families 
would, of course, remain applicable, regardless of whether payments 
were based upon substantiation of actual moving expenses or upon 
fixed amounts established by the Administrator. 

Section 204 of the bill would amend a provision of the Housing 
Act of 1954 which authorized the amount of certain local grants-in-aid 
to be computed on an estimated cost basis, rather than on an actual 
cost basis, if such grants-in-aid for a partic ular project are not com- 
pleted at the time “of final land disposition, provided the Adminis- 
trator has been assured that they will be completed when needed and 
within a time prescribed by him. For example, when a school or 
similar facility, which is being provided to a project as a local grant- 
in-aid, is not “yet finished at the time the urban renewal project is 
otherwise completed, the project may be closed out on the basis of the 
estimated cost of the facility. This provision thus makes possible 
the closing out of projects which would otherwise be delayed with 
certain continuing costs, such as interest charges. The present pro- 
vision does not apply, however, to certain projects proceeding under 
the law as it existed prior to the enactment of the Housing Act of 
1954. The present proposal will simply make the 1954 Act provision 
available for these older projects and will thus make earlier closings, 
and consequent Federal and local savings, equally possible with respect 
to all urban renewal projects receiving Federal assistance. 

Mr. Ratns. Thank you, Mr. Steiner. Would you stand by for the 
questioning when we get through. 

Who is the next witness? 

Mr. Corr. Mr. Hazeltine. 

Mr. Ratns. Mr. John C. Hazeltine, Commissioner of the Community 
Facilities Administration. 

We are glad to have you, Mr. Hazeltine. Have a seat and you may 
proceed with your statement. 

Mr. Hazertine. Thank you. 
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Mr. Chairman and members of the committee, only two changes are 
recommended in connection with the college housing program, one 
is to increase the loan authorization and the other is to change the 
formula for determining the interest rate on these loans. 

It is proposed to increase the loan authorization by $150 million, 
or from $750 million to $900 million. It is expected that this increase 
and a carryover balance of approximately $83 million which will be 
available on June 30, 1957, would provide about $230 million for 
program operations during fiscal 1958. 

In this connection I al like to point out that the need for student 
housing, which was intensified during fiscal year 1956, has become 
even more acute during fiscal 1957, and will continue to mount during 
fiscal 1958. Moreover, with fiscal 1958 a special factor is introduced. 
The first bumper crop of war births came in 1942. In calendar 1960 
these children will be 18 years of age. Thereafter, in each successive 
year another and larger group will reach college age. Since a dormi- 
tory will be ready for use in 1960 only if the application is filed in 
fiscal 1958, it is anticipated that the demand for loans in that year will 
equal or exceed that in either fiscal 1956 or 1957, 

As you know, under the college housing program, the Housing 
Agency borrows money from the Treasury and lends it to colleges 
and universities for the construction of housing and related facilities. 
In doing so, the Housing Agency operates on what might be called a 
cost-plus-fixed-fee basis. The cost is the interest rate paid to the 
Treasury on borrowed funds, while the fixed fee is the one-quarter of 
1 percent added to the cost which determines the rate charged to the 
olan, This one-quarter of 1 percent of fixed fee covers the admin- 
istration of the program and the establishment of reserves, 

The proposed changes in the law involve the cost of Treasury money 
to the agency and the rate charged to colleges but make no change in 
the fixed fee. 

The present rate on funds used for college housing loans is governed 
by the statutory formula established by the Housing Amendments of 
1955, under which the cost of money borrowed by the agency from the 
Treasury is tied to the overall average interest rate on all outstanding 
Treasury debt. This rate is currently well below market rates. The 
concept involved here is that when the Treasury loans money to an 
agency it somehow can dip into a fund which represents the composite 
of all its past borrowing still outstanding. That assumption is obvi- 
ously unrealistic. When a State government, or a school district, or 
a corporation borrows money, the interest it pays must be in line with 
yields in the securities markets at the time of borrowing. ‘This is 
also true of the Federal Government. None of these borrowers pay 
interest on its new borrowings on the basis of some average of interest 
rates on its outstanding corporate, State, school district, or Federal 
debt. It has to meet the rates indicated by the market. 

When the interest rate charged to the colleges is less than the rate at 
which the Treasury itself can currently borrow for a similar term, a 
definite subsidy is involved. 

Mr. Rays. Could I interrupt you, Mr. Hazeltine? 

Mr. HazeEvTiIne. Yes. 

Mr, Rarns. I think that your statement along that line is absolutely 
correct, and for one I think we ought to raise the interest rate to the 
514 percent figure. 
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Like you I think the program has got to go on and should but I 
don’t believe it should goonata subsidy rate; 1 thoroughly agree with 
you on that. 

Mr. Hazettrne. I am glad you feel that way, sir. 

To make the Treasury “charge for college housing funds realistic in 
terms of current market conditions, it is ‘proposed that the Tr saya 
charge the housing agency on the same basis as most other Federal 
agencies, that is, the same interest rate for the length of time the agency 
needs the money as the Treasury would have to pay in the current 
market to borrow for a comparable term. This is best measured by 
market yields on the appropriated term of Government security. As 
the Treasury has pointed out to us, Federal lending agencies are able 
to secure their funds at relatively low rates of interest when they bor- 
row from the Treasury, since it is the Treasury’s policy to pass on the 
benefit of its own lower borrowing costs to each agency. 

Under the proposed formula, based on November yields, Treasury 
would be permitted to charge the Housing Agency 314, percent on its 
borrowings for this program, rather than the 25% nercent charged 
under existing legislation. Adding to this the one-quarter of 1 per- 
cent for fixed fee, the agency would then charge the colleges 314 per- 
cent rather than the 27% g percent charged at present. This rate would 
be subject to quarterly ‘readjustment upward or downward as market 
yields on Federal Government securities move upward or downward. 

At this point, Mr. Chairman, I would like to add a verbal statement. 

The adjusted rate will apply only to new applications for which 
there has not been made a reservation prior to the time that the change 
was made. It will not affect either loans which have been approved, 
or applications on which reservations of funds have already been 
made. 

I would like to suggest, also, that if the Chairman agrees there 
be included in the printed record at this point a statement on college 
housing interest rates prepared at our request by Treasury Department 
staff experts. While this particular statement represents staff work, 
it should be noted that the Treasury Department itself fully concurs 
in the position taken by the Housing Agency with respect to college 
housing interest rates. 

Mr. Rarns. That statement may be included in the record at the 
end of your statement. 

Mr. Hazerttne. Thank you. 

This concludes my prepared statement, and I will be glad to answer 
questions on our proposals. 


TREASURY DEPARTMENT STAFF STATEMENT ON COLLEGE HOUSING INTEREST 
RATES 


Federal lending agencies are able to secure their funds at relatively 
low rates of interest when they borrow from the Treasury, since it 
is the Treasury’s policy to pass on the benefit of its own lower borrow- 
ing costs to each agency. Wherever the law permits, the Treasury 
charges Federal agencies the same interest rate for the length of time 
the agency needs ‘the money as the Tre: usury would have to pay in 
the current market to do borrowi ing of comparable term. This is best 
measured by market yields on the appropriate term of Government 
securities. 
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The college housing program is one of the few areas where agency 
borrowing from the Treasur y is not done at interest rates tied to the 
market yield on Government securities of comparable maturity. Un- 
der the housing amendments of 1955, college hosing funds are bor- 
rowed from the Treasury at a rate of interest tied to the overall 
average coupon interest rate on all outstanding Treasury debt, a rate 
which currently is well below market rates. This means that the 
college housing program is able to secure currently the advantage of 
the lower rates on T reasury borrowing during past years. 

The principle involved here is that when the Treasur y loans money 
to an agency it somehow can dip into a fund which represents the 
composite of all its past borrowing still outstanding. That assump- 
tion is, however, unrealistic. 

When a State government or a school district, or a corporation bor- 
rows money, the interest it pays must be in line with yields in the 
securities markets at the time of borrowing. This is also true of the 
Federal Government. None of these borrowers pays interest on its 
new borrowings on the basis of some average of coupon interest rates 
on its outstanding corporate, State, school district, or Federal debt. It 
has to meet the rates indicated by the market. 

The principle of borrowing at current market rates may at times 
result in a lower rate to the agency than the average coupon rate on 
the entire debt. This would occur when current interest rates are low 
in relation to the long-run average. A Federal agency should not be 
penalized in such a period by being required to pay the higher overall 
coupon average rate on the debt outstanding. In mid- 19: 54, for ex- 
ample, market rates on Tre asury 1-year borrowings were about 1 per- 
cent and the computed average coupon rate on the debt outstanding 
was 23g percent. It was just as fair to give an agency needing to bor- 
row for 1 year the benefit of the lower rate then as it is now to charge 
the agency the higher market rate on 1-year money, about 314 per- 
cent, instead of the current average coupon rate, 25g percent. 

Interest rates are somewhat higher in the market at the present time 
as a direct result of the tremendous demand for capital that has ac- 
companied our present prosperity. The supply of savings available to 
finance this tremendous demand for capital bunds j is not unlimited and 
(tovernment monetary policy has properly refrained from increasing 
the supply of credit artificially. Consequently, interest rates, the 
price of money, have gone up. Excessive credit expansions would only 
add to inflationary pressures at a time when the Nation is very close 
to its productive capacity in terms of available workers and materials. 
It is important, therefore, that the money which has been authorized 
for direct Federal loans is available at rates of interest which, while 
still relatively attractive, nevertheless reflect the tightening of credit 
throughout the country. 

The maintenance of financial stability and sound economic growth 
is not made easier by insulating Federal agency users of funds from 
conditions in the current capital markets. The money which the Con- 
gress has provided for each Federal program can be more fairly ap- 
portioned among applicants if the rate of interest is not so attractive as 
to eliminate completely the competition from otherwise available 
sources of funds. Otherwise, there is a rush for limited funds and 
heavy pressure for expansion of the program. 

Mr. Rains. Thank you, Mr. Hazeltine. 
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We will reverse the order and direct our questions to Mr. Hazeltine 
first. 

It seems to me that you are inconsistent in your statement. On 
page 1 you really put your finger on the need for college housing; you 
present information as to the increased need. You point out that in 
1960 the pressure will be greater than ever, and I think you are right. 

In view of the fact that you make that statement so eloquently I 
was worried that you are asking for less money than you have been 
getting when the need wasn’t so heavy. What do you think about 
that ? 

Mr. Hazetrine. We have had a carryover in 1956 of money not 
expended in 1955 of $83 million. Adding $83 million to the $150 mil- 
lion will give us the necessary lending authority for the next year, 
according to our estimates as to the rate at which it will come in. 

Mr. Rains. Mr. Glennan of Case Institute appeared before us the 
other day, and he said that he regarded as an absolute minimum the 
amount that was provided in the President’s message, $175 million, 
Now, what has occurred since the President sent up his budget message 
to make you think $150 million is all that is needed now ? 

Mr. Hazettrine. The rate that applications have been coming in 
during the last 5 months, projected into next year, would be prac- 
tically the amount that we would have available. We believe that we 
might have just a little over the amount necessary. 

Mr. Rarns. Are you telling the committee that in your judgment 
the $150 million which you are asking for will meet the needs for the 
coming year ¢ 

Mr. Hazevrine. The $150 million plus the $92,500,000 which will 
be carried over on July 1, 1957, will total $242,500,000 of actual au- 
thority for fiscal 1958. 

Mr. Rats. Of course, authority for the college housing is per- 
manent, but I assume you anticipate coming before Congress next 
year to ask for additional funds to carry on the program ? 

Mr. Hazexrine. If that is necessary, that will be done. 

Mr. Rarns. You don’t expect to have any carryover from this year, 
do you? 

Mr. Hazeutrine. We do not believe we will have any carryover from 
this figure of $242,500,000, which would be the total authority that we 
would have for the 1958 fiscal year. 

Mr. Ratns. Will the raising of the interest rate have the effect of 
making the smaller amount you are now asking for adequate? 

Mr. Hazevrine. We would hope that it would. Prior to the time 
that the interest rate was dropped to 234 percent in 1955 we had been 
successful in getting participation, if not on the entire bond issue that 
the college makes, then perhaps on the earlier serial bonds, maybe the 
first 10 years or the first 15. That might remove quite a bit of the 
impact on our program. 

Mr. Rarns. Mr. Hazeltine, I would like you to give us a list of the 
loans which were closed last year, the colleges which received them, 
the amounts, the rate of interest, and whether or not it was by private 
sources. 

Mr. Corz. You mean whether the Government made the loan or 
private sources made the loan ? 

Mr. Ratns. Yes; and I would also like you to give us the pending 
applications which you now have before you so that we may see just 
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what the situation looks like with reference to the need for additional 
funds, 

Mr. Hazevtrine. I will do that, Mr, Chairman. 

Mr. Rarns. One other question. We have received a proposal that 
strikes a responsive chord, I think, with the committee. The proposal 
is to make student nurses’ homes eligible for college housing loans. 

What do you think of that ? 

Mr. Haze.ttne. Student nurses have always been eligible if they 
are student nurses at a college or university, if they are working toward 
a baccalaureate degree. 

Mr. Ratns. Well, of course, if they are enrolled in a college they 
are eligible just like other students, 

Mr. Hazeurine. Yes. 

Mr. Rarns. I am talking about student nurses in training at hospi- 
tals. 

. Mr. Hazenttne. My personal opinion on that, sir, would be that it 
was going outside of the so-called college housing program, because 
we have established the eligibility of a school as being a school that 
at least gives 2 years of c redits for a baccalaureate degree. 

Mr. Core. May I interrupt? 

Mr. Rarns. Yes. 

Mr. Coxe. It is a problem, I recognize. Also I recognize it is a 
problem that perhaps HEW would have some ideas about, probably 
better qualified than we are to discuss it. We are a bit reluctant to 
recommend, Mr. Chairman, that the President’s policy be changed. 
We think the college housing program is a good one. We start with 
student nurses. We would want to think about it a bit. 

We don’t know where that might end with other trainees in other 
professions or occupations, I think it is an appealing program. 

Mr. Rarns. I realize the line of demarcation between whether it 
should go with the college housing program or whether it should go 
with the hospital program is close, 

Mr. Cots. These things come to mind, and again I must say to you 
that I speak out of i ignorance rather than know vledge. These are just 
questions that I am raising immediately. 

Do the student nurses occupy or would it be expected that they 
would occupy quarters different from the nurses at the hospital? Now, 
that would m: aa a difference. In some hospitals I know they occupy 
the same quarters. There is no reason why they couldn’t occupy 
separate quarters, but these are some problems which we would like 
to examine before we would make any recommendation. 

We would be happy to check it for you. 

Mr, Ratns. We have no confirmed opinion on it here, I believe, 
We would appreciate it if you would give us a memorandum on the 
subject. 

Mr. Corr. We would be delighted to do that. 

Mr. Rarns. Any further questions of Mr. Hazeltine, before we 
start questioning Mr. Cole? 

Mr. Betts. I would like to ask a question, Mr. Chairman. 

Mr. Rarns. Mr. Betts. 
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Mr. Berrs. When you submit this statement which the chairman 
asks for, will it be possible to break it down and show the loans made 
to private educational institutions and public ? 

Mr. Hazevrine. Very easily. 

Mr. Berrs. The reason I am asking that is because I have always 
had some difficulty in reconciling the lending to State-supported insti- 
tutions for two reasons: In the first place, "I have been a member of 
the State legi:'ature, and I have observed firsthand and they are 
very successful in securing appropriations they desire for State insti- 
tutions, State colleges and universities. 

In the second place, am I right on my thinking in this line: If the 
State were to borrow funds, itself, it could do so at a lower interest 
rate because of the fact that they are tax exempt, a lower interest rate 
than the Federal Government would have to pay ? 

Mr. Hazettrne. All of the public college issues are tax exempt. 

Mr. Berrs. I don’t know whether you would care to comment on 
that, but it would just appear to me that it is the small privately en- 
dowed educational institution that deserves consideration here instead 
of the State-supported institution. 

Mr. Hazevtine. We testified last year that the increase in the inter- 
est rate would permit the public schools in many instances to get their 
money from the private investment public, while releasing more funds 
of ours to the private school that does not enjoy the same type of tax 
exemption for its issue, and’ I beheve-that that would occur with this 
rate that we are asking for now. 

Mr. Rains. Thank you, Mr. Hazeltine. 

Dr. Talle, do you have a question ? 

Mr. Tatxx. No, Mr. Chairman. 

Mr. Ratns. You may have a seat and the rest of the questions will 
be addressed to Mr. Cole, Mr. Mason, Mr. Steiner, and Mr. Baugh- 
man. 

Mr. Cole, I don’t know exactly who to address some of these to so 
you can give the answers or direct them to the proper person. 

This I think would be answered by Mr. Baughman: On page 4 of 
your statement, Mr. Baughman, you state that one of the purposes 
of the recommended change i in the special assistance program is to in- 
crease the aggregate amount available for special assistance by $150 
million. Isn’t this really an increase of $250 million ? 

The previous hundred million dollars you had for participation was 
theoretical since you have never used it. In other words, you now have 
apart from the military and cooperative housing revolving funds au- 
thority to purchase $200 million of home mortgages. Under the rec- 
ommended change this $200 million would “become $450 million, 
wouldn’t it? What do you say about that ? 

Mr. Baveuman. That is absolutely correct. We have a hundred 
million dollars authorization for purchase of 20 percent participations 
which we have never been able to use. We are asking that be merged 
with the $200 million authorization for, whole mortgages. That 
money for the 20-percent participations is already authorized, so 
there is actually available for the purchase of whole mortgages $250 
million. 

Mr. Ratns. But the $100 million you say has been authorized al- 
ready has never been used and probably never would be, as you say 
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in your statement, so what you are proposing is an increase of $250 mil- 
lion in funds; isn’t that what it amounts to 

Mr. BaucuMan. It is not an increase in funds. It is an increase in 
availability of money for the purchase of whole mortgages; yes, sir. 

Mr. Rains. Mr. Cole, I read. carefully your statement yesterday 
afternoon line by line, and in the first several pages you cite evidence 
which leads you to believe that the money market is easing and refer 
to certain straws in the wind. The thing that worries me, and the 
committee, however, is that interest rates are still high. We get com- 
plaints every day that money is tight. Iwould like to have something 
more concrete as to why you think things are going to get better for 
the home-building industry at a time when most evidence points in the 
opposite direction. 

Mr. Corz. Mr. Chairman, I would like to have something more 
concrete myself, quite frankly. I only give you what I see and try 
to differentiate between what I know asa fact and those things which 
I use as a matter of judgment to arrive at a conclusion, and it is quite 
true, Mr. Chairman, that we do become confused in our discussion 
of these problems. We do confuse facts occasionally with judg- 
ments with respect to those things which are indefinable, indefinite, 
and difficult to prove. 

So when I say that I see in the economic atmosphere an improved 
condition with respect to the mortgage market, I hope that I am 
saying precisely enough that the committee will understand that these 
really are just straws, minor straws in the wind, and they are such 
straws as could be brushed away by a counterwind rather easily. 

On the other hand, I began talking about these straws some time 
ago. It is my judgment, and those with whom I discuss these mat- 
ters, that the wind is still blowing in that direction—in the direction 
of easing rather than in the direction of tightening. 

As we view it, the little trends—the little easing of the economic 
picture is continuing rather thamgoing in the opposite direction. 

Mr. Rarns. You are talking as far as housing is concerned ¢ 

Mr. Coz. As far as housing is concerned and. some possibility of 
an easing with respect to the competition of various segments of the 
economy “for the available money. 

Mr. Chairman, I am concerned, you and I are both familiar with 
the new housing starts figure. 

Mr. Rarns. You have - just gotten to my next question, so go ahead. 

Mr. Core. You and I are both familiar with this figure, and it does 
concern me. 

Now, this figure indicates that the housing starts are deteriorating, 
and I am more concerned upon seeing this figure than I was when I 
testified before your committee last time, and I as administrator, 
and the commissioners of the housing agencies, and our staff, and 
the others in the executive branch who assist us in arriving at deter- 
minations are looking very carefully at this, Mr. Chairman, and 

I am sure that my concern is shared by many of the people in the 
executive branch. 

Mr. Ratrns. I agree with you, and I knew you would be concerned 
about the matter asIam. The F ebruary starts show that we are build- 
img at an annual rate of slightly in excess of 900,000 a year, and I have 
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to point out that this is 20 percent below the rate a year ago, 30 percent 
below the rate of 1955, and 33 percent below 1950. 

In the light of that fact, Mr. Cole, and in the light of the fact that 
you have authority now under the law to liberalize downpayments 
under FHA, why don’t you go back to your office and do just that? 

Mr. Corr. Well, Mr. C hairman; we are considering the matter. I 
would mislead you if I said to you it is going to be done now, but these 
figures came out a very short time ago, and’ I assure you that we will 
give it very careful consideration. ; 

This is about all I can say to you with the exception of one more 
thing: The judgment which will enter into the decision will take into 
consideration this kind of factor: It will take into consideration the 
high level of productivity today and the high level of employment, 
and then the question of what additional purchasing power, what 
effect that additional purchasing power has upon these two forces. 

Will this step, if we take it, add drop to the inflationary pressures 
in the overall economy of the country that would cause an increase in 
prices which would wipe out any gains that we may take ? 

Now, I am sure you will understand when I, as Housing Admin- 
istrator, say to you that if the only consideration I have, and Mr. 
Mason had, was to be sure that housing itself moves rapidly irrespec- 
tive of the rest of the economy, then “probably I could follow your 
recommendation and recommend to Mr. Mason that he go back to his 
office, and, if he agrees with me, to lower this downpayment. 

We must look at this other factor and take into consideration its 
effect upon the whole economy. As Housing Administrator, I think 
it is proper for me to say here that I look upon my job to do every- 


thing I can to help this country and the people in the country to obtain 
housing, and I hope it is understood that I am trying to do everything 
I can accomplish it. I say that so you will get a “Tittle bi wckground 
as to my thinking. 

Mr. Rarns. This committee, even thought it is dedicated to housing; 


> 
is also concerned with the overall economy, but, and this is a great big 


S 


“but,” I don’t want to see housing suffer unfairly and inequitably. 

Mr. Core. Mr. Chairman, I think it is my duty to see to it that it 
doesn’t within my capacities. 

Mr. Mason. Mr. Chairman, might I add to Mr. Cole’s statement 
the fact that Mr. Cole and those of us who are watching the housing 
figures, were encouraged in January not by the housing starts but by 
applications for FHA mortgages taking a sharp upturn in January, 
and I will say that while this upswing ‘has continued in Febr uary it 
has not continued at as high a rate, and this is a second alarming thing 
to us as well as the figure on housing starts. 

Mr. Rarns. Could the housing applications for FHA in January 
have come from veterans who couldn't get 41% percent VA loans? 

Mr. Mason. It probably was not entirely, but it could have been. 
One never knows where these come from. But it probably was too 
early for that to have been effective. 

Mr. Rarns. Of course, the housing applications in January were 
well below what they were a year ago. 

Mr. Mason. Yes. 

Mr. Ratns. This is for Mr. Mason, and it is on the question of FHA 
financing. 
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We hear a lot of disturbing reports, and we have asked many ques- 
tions of builders and lenders, that builders are being forced to resort 
to second-mortgage financing under the FHA program. Because the 
builder cannot get GI financing for a veteran purchaser, he gets him 
FHA financing. Of course, the rub is that the FHA has a much higher 
downpayment so the builder takes back a second trust. This is illegal 


under FHA, it is against the law. 

Have you heard of any of this going on with FHA loans? 

Mr. Mason. Sir, if we do, when we hear of anything of this kind 
we naturally take steps immediately. We have not heard of any great 
increase in this. We hear builders talk about this, but when we pin 
the builder down we find it is conventional financing that he is talking 
about rather than FHA, and I would welcome from this committee, 
or from any builder, any information along this line, because this is 
contrary to the law and we don’t intend to have it. 

Mr. Ratns. Don’t you think it would be wise for the regional offices 
to take a little extra vigilance on this question ? 

Mr. Mason. As a result of what you have said, we shall take such 
action. 

(The following letter was submitted by Mr. Mason :) 


FEDERAL HovusiInG ADMINISTRATION, 
OFFICE OF THE COMMISSIONER, 
Washington, D. C., March 19, 1957. 
Hon. ALBERT RAINS, 
Chairman, Subcommittee on Housing, House Banking and Currency Com- 
mittee, House of Representatives, Washington, D. C. 

My Dear Mr. RAINS: As a result of what you said at the hearings last week 
we have taken prompt action to see that there will be extra vigilance in all 
FHA field offices to guard against the possibility of secondary financing. 

I believe you will be interested in seeing the attached copy of a letter that 
has gone out to every FHA director on this subject. 

Sincerely yours, 
NorMAN P. MASON, Commissioner. 


Re extra vigilance on possible secondary financing 

DEAR - - _—_-——-: At hearings last week the Honorable Albert Rains, chair- 
man of the Subcommittee on Housing of the House Banking and Currency Com- 
mittee, told Commissioner Norman P. Mason that there are disturbing reports 
of builders using secondary financing under the FHA program. 

As you are aware such a practice is illegal and we have never tolerated it. 
Each FHA director must continue to make absolutely sure that the practice of 
secondary financing is not being used in his area. 

Each FHA director shall exercise extra vigilance to see that the principle of 
the single mortgage system is strictly carried out in exact conformity with the 
law. Every report of possible secondary financing shall be thoroughly investi- 
gated. Utmost care must be exercised in processing to see that there is no 
secondary financing. 

Furthermore, if any case of such violation is discovered, it must be reported 
to the Compliance Division in Washington at once. 

Please see that every member of your staff reads and initials this letter— 
the vigilance against the possibility of secondary financing is the job of every- 
one in FHA. 

Yours truly, 
—_—— ———., Zone Operations Commissioner. 

Mr. Ratns. Now, on page 4, Mr. Cole, you support an increase in 
the interest rate on GI loans, and, of course, I have stated many times 
during the past 2 weeks that. I am thoroughly aware that the present 
rate is unrealistic. I don’t know what the Congress is going to do 












752 HOUSING ACT OF 1957 


about it. I hoped, as you did, when you came back here today, that the 
matter would have been decided, and we could talk more down to 
earth about it. But because of certain circumstances the chairman of 
the VA committee did not get it through. 

So I ask again this question. If the Congress doesn’t raise the GI 
mterest rate, what would you think of an immediate liberalization 
of FHA downpayments for veterans only? Wouldn’t such a liberal- 
ization of FHA downpayments for veterans only be less inflationary 
than an across-the-board liberalization ? 

Mr. Corn. Well, I assume you have two questions there, the latter 
one being, Would it be less inflationary than across the board 

I have never felt that the question of loan to value had much re- 
lation to the inflationary on I recognize that I am in disagree- 
ment with some people that are better economists than I. I recog- 
nize that it does to a degree create an additional perhaps purchaser 
demand upon the available amount of funds, but as I understand the 
idea of loan to value ratios, and as I testified last time, it doesn’t seem to 
me that there is very much of an inflationary impact one way or the 
other, and I dosay very much. 

I admit that there is some, but very, very minor, in my judgment, 
almost negligible. 

Now, on the question of the FHA being authorized to make VA 
loans, I assume, Mr. Chairman, and I want to get my assumptions 
correct, I assume that the Chairman is talking about a special program 
in the FHA for VA loans. 

Mr. Rarns. Well, a lot of people, I think, have been confused about 
my proposal to give veterans a preference under FHA. Today a 
great many veterans, I assume, are going into FHA because they can’t 
get 414 percent VA money. They have had to move into the 5 percent 
market. 

If the Congress does not increase the VA rate what objection could 
there be to allowing a veteran to get an FHA loan, where the rate, I 
admit, would be 5 percent, but give him some better preferences as 
to downpayment, and waiver of the insurance premium, and protection 
from gougers who might try to charge him more for a house than its 
reasonable value. 

I don’t mean to transfer the presently existing VA program into 
the FHA at all. 

Mr. Corz. I think Mr. Mason and I would agree that that would be 
less difficult to carry out than if you transferred the program, be- 

cause the program has so many different kinds of operations. 

Mr. Ratns. They are different operations. 

Mr. Corz. Yes; entirely different. 

It would be less difficult to carry that out. 

Mr. Chairman, I think I can only answer that by saying that we in 
the Administration have taken the policy that the across-the-board 
downpayment is the way to handle it. That is as far as I think I can 
go with it. 

Mr. Ratns. Now, in connection with the reduction of the FHA 
downpayments, if you took immediate action under your present au- 
thority to take off the restriction which now requires an additional 
downpayment of 2 percent instead of letting it lag for some months 
until the Congress acts, wouldn’t that step up the housing starts now ? 

Mr. Corr. I think it would have some minor impact. The only 
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way you could decide it would be this: As I view the available money, 
the taking off of the 2 percent and making it 5-percent downpayment 
instead of 7 7, only shifts the demand—w hich I personally don’t object 

to, frankly—shifts the demand to the lower income class people, the 
veteran, in other words, that is one of those types in many instances, 
because he is a young man and hasn’t been able to acquire the funds 
that some of the older people have. We think it might have some 
effect. 

Mr. Rains. Mr, Cole, I noticed that this morning’s papers gave 
you headlines saying that the economy ax and the budget- -cutting ax 
had fallen on some items of the housing program. 

Don’t you think it is a rather sad thing that we have to take the one 
agency of the Government which is staggering and suffering, and put 
the ax on its neck first ? 

Mr. Corr. Mr. Chairman, I said yesterday in my press conference 
that it was my judgment that this was the beginning of many similar 
actions on the part of other agencies and departments. This judg- 
ment is not based upon guess, it is based upon some facts that I know. 

L would certainly agree that if housing were selected, or if I came 
before this committee as the sole administrator in the executive branch, 
and said that we undertake the responsibility alone to try to do some- 
thing abount the great budget, I think it would be an error, and, 
fr: unkly, I don’t think I would do it. 

Mr. Rarns. Do you regard the FNMA authorizations as direct pres- 
sures on the budget? 

Mr. Cote. Fannie May authorizations, yes. 

Mr. Rarns. Of course, the special-assistance funds cannot be re- 
garded as anything except direct money from the Treasury ; isn’t that 
correct ¢ 

Mr. Core. Special-assistance funds are direct money from the 
Treasury. 

Mr. Rarns. Now, what about the secondary market operations? 
Are they direct funds from the Treasury ¢ 

Mr. Coir. No; not those funds which we borrow by reason of the 
sale of debentures. 

Mr. Rarns. Now, the cut in the Fannie May recommendations-— 

Mr. Corr. I am sorry, did you say special assistance ? 

Mr. Rarns. No, I said secondary market. 

Mr. Corr. There is no change in the secondary market, we are ask- 
ing for the same amount. 

Mr. Rarns. The cut is in the special-assistance fund. 

Mr. Core. Yes. 

Mr. Ratns. Now, Mr. Baughman had a long statement about special. 
assistance funds, about removing the provision in the act of last year 
which provided you should buy special-assistance mortgages at 99. 

This committee recommended you buy them at par, and the Con- 
gress put it at 99. You recognize, of course, that special-assistance 
programs are really just that, special-assistance programs? 

Mr. BaveuMan. I would say so; yes. 

Mr. Rains. You don’t mean a completely flexible rate to purchas» 
special-assistance mortgages, do you ? 

Mr. Bavenman. I don’t know what you mean by flexible. 
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Mr. Ratns. Usually when I use the word “flexible” in Washington 
I mean down, except as to interest rates, and they flex up all of the 
time. 

Mr. Baveuman. I think generally speaking on our special assistance 
we understand each other pretty well, and that is that it is a special- 
assistance program, and the prices that you would pay for mortgages 
probably would be above the going market rate. 

However, you couldn’t pay ‘too much for them or you would be buy- 
ing them all. So if you are going to render a degree of assistance or 
special assistance instead of “complete support, of necessity I think 
you would have to arrange your prices somewhat in accordance with 
the market, but not down at the bottom of the market. 

Mr. Rarns. Are there any funds now left in the special-assistance 
fund ? 

Mr. Bavenman. You say now? 

Mr. Rarns. Have you got any funds left in it? 

Mr. BaveuMan. Yes; we do have funds left in it. 

Mr. Rains. How much ? 

Mr. BaveuMan. Well, out of the $200 million, under presidential 
direction, we have actually obligated up to date only something like 
$34 million. 

Mr. Rats. But it has been allocated ? 

Mr. Baueuman. It has been allocated, and it is becoming active. 
It takes time for these programs to get through. 

Mr. Rarns. I understand that. 

Has the full amount been allocated ? 

Mr. Bavenman. Lat me finish, will you, please? 

Under the rest of the special assistance functions under cooperative 
housing, the $50 million that was given to us by Congress has been 
entirely used and on the military we had $200 million for military or 
Capehart housing as it is better understood, and it has just about been 
exhausted. It will be exhausted, I would say, in the next few days. 

Mr. Rarns. Well, of course, that program has moved faster than the 
other special assistance programs, has it not? 

Mr. BavuecuMan. Yes; just recently it started, that is right. They 
had a lot of preliminary work, too. Tt takes a lot of time to get these 
programs to the point of financing. 

Mr. Ratns. Mr. Baughman, it is my feeling that. special assistance 
mortgages should be supported at par instead of below 99. 

Mr. Baveraan. Well, of course, if you support them at par in a 
market such as you have, you buy everything. 

Now, is it your intention to render special assistance or complete 
support ¢ 

Mr. Rains. Well, will you give me any illustrations where you have 
been able to finance these: special assistance programs in any other way 
instead of by the special assistance fund ? 

Mr. Baveuman. Well, let us take Capehart housing. Fifty-one 
million dollars of Capehart housing was financed privately in addition 
to what we have rendered the assistance to. 

Mr. Rarns. Well, that is a 4-percent interest rate on what is prac- 
tically a Government bond. It is guaranteed by the Treasury. There 
is a lot of difference between that and a cooperative housing project 
or some of the other less attractive ones; is there not? 


ee 
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Mr. Baucuman. I am sure a number of urban renewal projects have 
been financed privately. We get very little disaster housing, so it 
.must mostly be financed privately. 
* Mr. Rarns. Well, from my information, and I confess I don’t have 
all of the facts, I w ‘ish you could give us a breakdown. I don’t want 
to put all of your office staff to work, but can you give us some break- 
down to show us whether or not the private market: is operating in 
what would be called special assistance programs ? 
I would like to see it in a memorandum, if you don’t mind. 
Mr. Bavenman. I would be glad to do that. 
(The data referred to above is as follows:) 


SPECIAL ASSISTANCE PROGRAMS 


FEDERAL NATIONAL MorRTGAGE ASSOCIATION, 
HovusiNe AND HoME FINANCE AGENCY, 
Washington, D. C., March 20, 1957. 
Hon. ALBERT RAINs, 
Chairman, Subcommittee on Housing, Committee on Banking and Currency, 
House of Representatives, Washington, D. C. 

DeaR Mr. CHAIRMAN: During the course of the recent hearings on housing 
legislation, on March 15, 1957, I was requested to submit information for the 
record concerning the extent of participation by private investment sources in 
financing the principal categories of mortgages that are aided through FNMA’s 
.Special assistance functions, As you will recall, FNMA’s special assistance fune- 
tions are financed wholly by Government funds and have no recourse to the 
corporate capitalization; they contrast in this respect to the secondary market 
operations which operate largely on funds borrowed from private sources, 

We have concluded, after careful consideration of the committee’s request, 
.that the best available information with respect to the principal categories of 
special assistance mortgages would be shown by comparisons, at the close of 
January 1957, (1) between the cumulatiye dollar volume of FHA commitments 
to insure mortgages and FNMA commitments to purchase such mortgages when 
finally insured, and (2) between the cumulative dollar volume of mortgages 
finally insured by FHA and of such mortgages actually purchased by FNMA, 
Accordingly, the following table has been developed: 


At Jan. 31, 1957 


[Dollar amounts in thousands] 


Sec. 803 Sec. 803 
Sec, 213.| Sec. 220 | Sec. 22 (Cape- | (Wherry)| See, 809 
hart) 


Amount of FHA commitments issued__.-.| $444, 595 } $54,825 $1,097 | $104, 538 | $638, 555 $10, 049 
Amount of FNMA commitments issued $97, 830 , 6 327 $45, 334 | $217, 892 | $3, 812 
Percent FNMA commitments to total 
issued by FHA- 43.4 31.9 | 37.9 
Amount of mortgages insured by FHA | 
(final insurance endorsement) | $339, 460 : 56 | ------} $679, 185 
Amount of mortgages purchased by | | 
FNMA...-. | $4 
Percent FNMA purchases to total volume | 
insured by FHA 


8, 764 | 578 $210, 203 | 


14.4 53. 70.5 | | 30.9 





You will observe that the table indicates that private investment sources have 
been substantial participants in financing most of the categories of mortgages 
aided through FNMA’s special assistance functions. Of the section 213 coopera- 
tive housing mortgages, for example, it is perhaps especially significant that 
FNMA’s commitments and purchases have constituted only 22 and 14 percent, 
respectively, of FHA’s insurance commitments and final insurance endorsements. 

With respect to title VIII armed services (Capehart) housing mortgages, at 
the end of January 1957, FNMA had committed to purchase 43 percent of those 
-which FHA had committed to insure; FHA had made no final insurance endorse- 
ments and FNMA had effected no purchases. At today’s date, FNMA’s commit- 
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ments are approximately $150 million more than shown in the table. On this 
same subject, we have been informed that more than $53 million of Capehart 
mortgages have been financed privately. 

FNMA’s commitments to purchase title VIII military (Wherry) housing 
mortgages amounted to about 32 percent of FHA’s insurance commitments— 
FNMA’s purchases were approximately 81 percent of FHA’s final insurance 
endorsements. 

Under the current section 809 relating to housing for civilian employees at 
research or development military installations, FNMA’s commitments con- 
stituted 38 percent of FHA’s commitments to insure, but FNMA had purchased 
none of the relatively few mortgages that had been insured by FHA. 

The urban renewal housing program is just getting under way, as you know. 
Pursuant to authority of the President of the United States, FNMA has reserved 
$100 million for section 220 and 221 commitments and purchases. At January 
31, 1957, FNMA section 220 purchase commitments were only 16 percent of FHA 
insurance commitments, but on the other hand actual purchases by FNMA 
amounted to more than 50 percent of the small total of mortgages that had been 
insured finally by FHA. You will note that, with respect to section 221 mort- 
gages, the volume of FHA insurance commitments is very small. 

I should like, also, to comment briefly on those programs under the special- 
assistance functions that are not.covered by the table set forth previously. Thus 
far there has been only limited activity under the recent program to aid mort- 
gages covering housing for the elderly. FNMA commitments at the end of 
January totaled $350,000, with $10,000 of purchases. The rather substantial 
number of inquiries indicate that interest in this program is developing. 

Under the Alaska special-assistance program, which was established July 1, 
1955, commitments and purchases have been less than $1 million, while there 
have been no commitments or purchases under the program of special assistance 
for housing in Guam. 

Pursuant to Presidential authorization, $10 million was earmarked on No- 
vember 1, 1954, for mortgages covering housing intended primarily for victims 
of major disasters, such as hurricanes and floods, Since purchases in this 
eategory have aggregated less than $25,000, we think it is evident that private 
funds are providing the required financing. 

I trust that the foregoing provides the information that is desired. We shall 
be glad, however, to furnish any additional data you may request. 

Sincerely yours, 
J. S. BAUGHMAN, President. 


Mr. Ratns. I have a few other questions but I am taking too much 
time. 

Dr. Talle? 

Mr. Tauie. Mr. Chairman. 

I can understand, Mr. Cole, how very difficult it is to forecast what 
may occur. Economic behavior is always unpredictable. 

Don’t you think that the economy wave that has been gaining mo- 
mentum may enter into this picture and some people feel that costs 
are pretty high, they aren’t going down, we will try to get along for 
a while and maybe we can get. more house for our money ? 

Mr. Cour. Yes; I do, Dr. Talle. I believe if the Government can 
properly exert less pressure on Government expenditures at this time 
it would be helpful. It would be helpful to private lending, to the 
private market. 

Mr. Tauxe. I have had the feeling for quite some time that as a 
nation we are trying to do too many gigantic things in too short a time. 

Mr. Core. Well, one thing about us, we are optimistic and I hope 
we will always be aggressive and vigorous in our attack, and enthusi- 
astic in our programs. I certainly am, and I find myself caught be- 
tween the desire to move these programs vigorously, progressively, and 
expeditiously, caught. between that desire, and the very necessary de- 
sire to relate them to the amonnt of money which we deem to be 
available. 
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Mr. Taiz. And it certainly is true that adequate housing is so essen- 
tial that if a person were to set up a schedule of priorities it surely 
would be at the top or very close to the top ¢ 

Mr. Core. It certainly is, in my opinion. 

Mr. Tatxe. It is in mine, too. 

If we look at the road program, I saw some figures the other day 
which would indicate that on the-basis of the calculations made last 
year we wouldn’t be able to carry it through. It would cost more 
now than we thought last year. 

Mr. Coxe. Well, Mr. Talle, I hope I can refrain from pointing to 
other programs w ith relation specifically to other programs—I think 
it would be a great mistake for me to do so. 

Mr. Tauue. I don’t expect you todo it. I don’t like to do it myself. 
But my feeling is that adequate housing for our people and adequate 
school construction are so very important because there is a time to 
go to school formally and after that I guess we all go to school and 
learn something every day, but’ these schoolhouses and the houses we 
live in are vitally important. 

Mr. Cotz. That is very true. 

Mr. Tatize. And I am hoping that one straw in the wind which I 
seem to see will help. I think there is a growing inclination on the 
part of people to save. And as savings grow, loanable funds will be 
more plentiful. 

Thank you, Mr. Chairman. 

Mr. Rarns. Mrs. Sullivan. 

Mrs. Suntiivan. Yes, Mr. Chairman. 

Mr. Cole, may I clear up one point that you were discussing with 
the chairman. 

If we set up an FHA veterans’ preference loan do you think that 
there should be some sort of control on the price, like have a certifi- 
cate of reasonable value? 

Mr. Core. Now, again, this is one of the reasons why we think it 
should not be set up in FHA. Maybe this is because we are not in 
FHA, and I think Mr. Mason parenthetically should answer this bet- 
ter than I, we don’t think that FHA should carry on that type of 
program. 

Now, you ask why. Well, it was set up basically as a veterans’ spe- 
cial benefit program. FHA is a program for the benefit of all of 
the people of the country. Then you say, well, what difference does 
that make? Why don’t we set it over there anyway ? 

We think that for FHA to begin then to start a new program in 
FHA where they don’t have the techniques, they don’t have the basic 
operational philosophy, shall I say, you may cause a greater difficulty 
by doing that, in our judgment, Mrs. Sullivan, than if you let FHA 
lower its downpayments and take those people who will come to it. 

Now, Mr. Mason might have a better comment about it because he 
operates this program, and knows more about it than I. 

Mr. Mason. Mrs. Sullivan is talking about the certificate of rea- 
sonable value, I assume that is what you are talking about. Is this 
correct ? 

Mr. Corr. If I may interrupt, you said a veterans’ program in 
FHA, Mrs. Sullivan. 

Mrs. Sutuivan. What I mean is to establish a reasonable value on 
the home that the veteran would buy under FHA financing. 
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Mr. Mason. This is the certificate of reasonable value. We feel 
that, as Mr. Cole said, it is more desirable in the first place that we 
don’t have a special veterans’ program. But if the committee in its 
judgment feels that there must be a special veterans program we feel 
that the benefits that you give to the veteran might be confined, as 
the Chairman said to some of the items that he suggested, the interest 
rate, the lack of payment of an FHA insurance fee, or the payment of 
the cost of operating the program as it is now handled by the veterans 
administration to FHA, these things could be accomplished as bene- 
fits to veterans, but that it would be better to rely on the safeguards 
which FHA now has for all of the citizens of the country r: ther than 
to add this particular feature that you speak about. 

At the present time, under our program, we are required, that is, 
the purchaser is required to receive a valuation of this project which 
FHA makes, so that he knows what value FHA puts on this property. 

The decision as to whether he pays this or not is up to him. If he 
wishes to pay more, he may, but he knows before he makes a pur- 
chase what we consider the value of the property to be. We think that 
the average American is safe now, the pressure is off the demand. As 
you know, we are no longer in a condition where builders of houses 
are able to stand there and the people come begging for them. Now 
they have to sell them. We feel that that pressure is no longer there, so 
this particular form of paternalism for the veteran—not paternalism, 
exactly, but care that he doesn’t make a mistake, is perhaps not needed. 

Mrs. Suttrvan. Thank you. 

Mr. Baughman, in House Resolution 209, which was passed by the 
Congress, we provided an interim $500 million for F: innie May’s reg- 
ular “secondary market operation. Based on current and anticipated 
value of mortgage purchases, how long do you think this $500 million 
will last ? 

Mr. Baucuman. Well, Mrs. Sullivan, that depends a litle bit on 
the trend. Right now the trend is a little bit down, very slightly, 
but it is a little bit down, and if it would continue to go down—as I 
say, it depends a lot on the volume that comes in, but with the present 
volume I would say it would probably last 5 or 6 months, something 
like that. 

Mrs. Sutiivan. And on page 3 of your statement you list the var- 
ious housing programs now being aided by the special assistance 
fund. 

I notice that minority housing is not among them. and, as I recall, 
when the Housing Act of 1954 was under consideration, there was 
a great deal of discussion of it being used to aid minority housing. 
What has ever become of that idea? 

Mr. Baveuman. Well, I want to go on record that Fannie May has 
at all times aided minority housing. We have never discriminated 
purchasers or mortgagors who submit mortgages to us, and we don’t 
see any particular need for any minority program, because we do 
buy mortgages on minority housing. 

Mr. Asniry. You don’t have to discriminate, as far as that is con- 
cerned. There is no cause for you to. The discrimination is done 
elsewhere. 

Mr. Baveuman. Well, of course, we can’t control who originates 
mortgages and who doesn’t originate mortgages. 
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Mr. Asuuiry. To that extent, however, you are on record as not dis- 
criminating. Of course you don’t discriminate in the insuring of the 
loans, but I think Mrs. Sullivan’s question was going to the direct as- 
sistance program. 

Mr. BavcHMan. Well, in all our assistance programs we buy mi- 
nority housing, in every one of them, and also in our secondary mar- 
ket we buy minority housing. We never question whether it is mi- 
nority or not. 

Mrs. Suttivan. Well, is there any way you can tell, Mr. Baughman, 
how much has gone into minority housing from that special assistance 
program ? 

Mr. BauecuMman. Well, we would have to make a study of the indi- 
vidual mortgages, yes. I couldn’t tell you here, no. 

Mrs. Sutitivan. Mr. Chairman, do you think that would be worth 
asking, that a study be made of that, in view of some of the testimony 
we have had ? 

Mr. Rarns. I think it would be worthwhile asking them to make a 
study, but I don’t think we could put it in the record now because that 
would be a rather long and detailed study. 

Mr. Baveuman. Terriffic. 

Mr. Rarns. We would be glad to have you give us some sample of 
it, if you can, but I think you would have to examine practically every 
mortgage in the special assistance fund, and I don’t think we would 
want to tie him up on that. 

Mrs. Sutrivan. Well, there has been testimony on this subject of 
minority housing and that is the only reason I wondered whether or 
not we might have a study made so as to determine the amount and 
number of loans made to minorities. 

That is all, Mr. Chairman. 

(The following letter was submitted regarding a special assistance 
program for minority groups:) 

Hovustne AND Home FINANCE AGENCY, 
OFFICE OF THE ADMINISTRATOR, 


Washington, D. C., March 14, 1957. 
Re H. R. 1060, 85th Congress 
Hon. Brent SPENCE, 
Chairman, Committee on Banking and Currency, 
House of Representatives, Washington, D. C. 

Dear Mr. CHATRMAN: This is in further reply to your request for the views 
of this Agency regarding H. R. 1060, a bill to amend title III of the National 
Housing Act to authorize the Federal National Mortgage Association, exercising 
its special assistance functions with a special revolving fund of $200 million, to 
aid in providing adequate housing for minority groups which have not shared 
proportionately in increased housing construction. 

This bill would provide a revolving fund of $200 million in FNMA special- 
assistance funds to be available for purchasing, and for commitments to purchase, 
FHA-insured and VA-guaranteed loans covering property owned by a member 
of a minority group in any area where homes financed with such loans are not 
being provided for the minority group in proportion to its percentage of the total 
area population. 

This Agency is keenly aware of the special problems relating to the provision 
of adequate housing for minority groups. The Voluntary Home Mortgage Credit 
Program provides assistance in obtaining FHA-insured and VA-guaranteed 
loans for housing to be made available for minority-group occupancy. ‘This 
program has been very helpful in providing such loans for minority-group mem- 
bers who sought its assistance. Loans for dwellings available for minority- 
group occupancy constituted almost 18 percent of all the insured and guaranteed 
loans placed by the VHMCP. They represented 55.2 percent of the individual 
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minority-group applicants seeking VHMCP assistance. The total number of 
such loans placed by VHMCP is 4,555. However, in view of the 55.2-percent place- 

ment record, it is believed that a much greater number could be placed as more 
applications come in. 

The VHMCP could undoubtedly provide far more insured and guaranteed 
loans for minority-group members from private-fund sources if general market 
conditions were such as to induce a greater flow of private investment funds into 
insured and guaranteed loans. This is not the case at present with respect to 
VA-guaranteed loans, on which the interest rate is limited by statute to 4% 
percent. If the interest rate on VA-guaranteed loans is again made competitive 
in the market by raising it to 5 percent, and if the VHMCP is extended for 
another 3 years, both in accordance with recommendations of the President, the 
purposes of H. R. 1060 would be better served by means of existing patterns 
of mortgage financing. 

It should also be noted that the present special-assistance functions of FNMA 
extend to the purchase, and to commitments for the purchase, of mortgages in- 
sured. by the Federal Housing Administration under section 220 and 221 of the 
National Housing Act in connection with urban renewal projects. Since such 
projects to a great extent affect minority-group families, these existing functions 
are helpful in considerable degree in providing financing for the housing of such 
families. Cooperative housing financed with mortgages which are insured by 
FHA under section 218 of the National Housing Act and purchased by FNMA 
under its special-assistance functions are also of especial help to minority-group 
families. 

Sincerely yours, 


Mr. Ratns. Mr. Widnall. 

Mr. Wipnatt. Mr. Chairman. 

Mr. Corr. I think a great many of us want to compliment you on 
your courage in taking the bull by the horns and trying to reduce the 
budget. I agree w ith Mr. Rains to this extent: If there is only going 
to be on place i in the budget that is going to be cut, certainly housing 
is not the place to attack it, but if there are going to be general recom- 
mendations as to reductions that are substantial, I don’t see why 
housing should be a sacred cow any more than any other phase of gov- 
ernmental operations. 

I would like to ask a question, first, about the VHMCP. 

Is Mr. Morrison here’ 

Mr. Rarns. Identify yourself for the reporter, Mr. Morrison. 

Mr. Morrison. My name is Fred Morrison. I am National Execu- 
tive Secretary of the VHMCP. 

Mr. Wipnatt. Mr. Bernard Weitzer, who is the national legisla- 
tive director of the Jewish War Veterans, submitted a statement to 
us which included a resolution of the Jewish War Veterans and 
stated this: 


Apert M. Corr, Administrator. 


Whereas the voluntary Home Mortgage Credit Program, despite the fact that 
it was authorized in the 83d Congress as a means of putting an end to direct 
Government loans for home buying veterans, has generally slowed up purchases 
of houses by veterans and, indeed, many times caused veterans to lose their op- 
portunity to buy homes. 

Now, that is a very strong statement. Do you believe there is any 
justification for that statement ? 

Mr. Morrison. No, sir; I believe there is no justification for it. 

First of all, when the voluntary home mortgage credit program 
began, there was a considerable backlog of veteran applications where 
veterans had applied to the direct loan program and were unable to 
get their mortgage financing because funds were not available in suffi- 
cient quantities to meet all the demands. 
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Veterans had to wait for as long as a year, or more, before their 
applications could even be considered for a loan. As a result of 
the VHMCP, and as a result of the approprinion for direct loans, 
this backlog has been entirely eliminated. In fact, it was eliminated 
in the very first year of our operation. 

So, now, the Veterans’ Administration’s direct loan program is on 
a current basis. The applicant is immediately processed, when he 
becomes eligible for a direct loan. He does, however, under an 
arrangement we have with the VA, he must be processed through our 
program first in order to determine whether private financing is avail- 
able, and that is our job, to try to produce private financing. We, 
of course, as a program beginning, as we did in 1954, went through 
a period where we made mistakes, and we were slow in some cases. 
however, those were few cases, and we have done many, many things 
since the beginning days of VHMCP in order to sped up this process. 
So currently we can show some very good signs of fast processing 
under our program. 

Mr. Wipnati. What would you say the average time was to process 
a loan ¢ 

Mr. Morrison. Well, if I could put is this way: Just a way of 
checking on this particular problem, we have run some figures, and 
we have done this since October of 1955, on the number of applica- 
tions in process in our program at the end of each month. That 
figure at that time was 5,980 applications were being processed by 
the voluntary home mortgage credit program at the aa of October 
1955. 

Now, with an increasing volume since that time, the following 
October we had 3,040 applications in process in voluntary home mort- 
gage credit program at the end of that month, and the most recent 
figure we have, January of 1957, we had 2,039 applications in 
process at the end of January, and, Mr. Congressman, I think it 
is important to realize that in that particular month, for example, 
of January, the applications received by the program in that month 
were 3,016. So we received over 3,000 applications that month, and 
yet at the end of the month we had just a little over 3,000 in process. 

Mr. Wipnatyt. What does that actually mean in point of time, if 
Joe Smith and John Brown make their applications, what would 
they average now before the final determination ? 

Mr. Morrison. I have no figures of an average time. It would 
vary considerably as to the location of the property, the amount of 
time taken by the processing of papers, that is, credit reports, and 
the certificate of reasonable value, and all of those things; they vary 
considerably from place to place in the country, but the processing 
time is fast, Mr. Congressman. In some cases it is immediately 
turned over to the VA, and in other cases I would say the time would 
not exceed somewhere between 2 and 4 weeks to process a case. 

Mr. Wipnatt. You think 4 weeks would be the maximum ? 

Mr. Morrison. I think that would be a high average for it. 

Mr. Winpatu. Well, again trying to pin this down, statements are 
being made that because of the activities of the voluntary home mort- 
gage credit program the direct lending program is falling flat on its 
face and direct loans are not being made by the Government even 
though there are 2 Jot of worthy cases involved. 
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Now, are you familiar at all with what has been happening to the 
applications that have been turned down by the voluntary home mort- 
gage credit program ? 

Mr. Morrison. I would say that a certain proportion —now, let us 
say a figure ranging between 30 and 50 percent of those applic ations, 
are made by the Veterans’ Administration. Now, this is a figure 
which has increased recently as the mortgage market has tightened, 
because as the mortgage market has tightened it is certainly true 
that one way of chee king the flow of applications is for a private 
lender to raise his standards, for example, insisting on a 3-bedroom 
house instead of accepting 2-bedroom houses, as was the case in the 
early months of our program, and the interest rate, of course, would 
tend to lose lenders to our program people who would be glad to make 
loans if they were at all competitive with the market generally. 

Mr. Wwnatt. In processing a direct loan from the Government do 
they take advantage of the ‘information you have accumulated in 
oceng into it? 

Mr. Morrison. Yes, sir; they do. We turn over a complete file 
to the VA, including credit reports and whatever information we 
have developed on it, “and we have the basic information necessary to 
make a check on the case and find out whether it is worth going ahead 
with it. 

Mr. Wipnat. So there should be no loss of time because of duplica- 
tion of effort ? 

Mr. Morrison. No; I would say the history of the program is that 
the veteran has been speeded up. 

There is one other figure that may be of interest, and that is on our 
loan cases we have some figures indicating that 70.7 of our cases that 
resulted in loans were made on the first referral, so they were promptly 
handled, and a loan resulted immediately. That is a little over 70 
percent of our cases, one referral] 

Mr. Wipnaut. Mr. Baughman, in connection with your activities, 
Congress has just passed an increase of $50 million in the authoriza- 
tion for special assistance to cooperatives. That is not included in 
your figure of $250 million for special assistance funds. 

Mr. Baveuman. That is not. 

Mr. Wipnatt. So the $250 million you are asking for is in addition 
to anything we have done this year ? 

Mr. BaucuMan. That is correct. 

Mr. Wipnat. And that would not in any way be applied to Cape- 
harts, would it? 

Mr. Bavenman. No, sir. 

Mr. Wipnat. That is all. 

Mr. Ratns. Mr. Ashley. 

Mr. Asutry. Mr. Cole, when the Department of Defense appeared 
before this subcommittee on March 4, we were advised that the Bureau 
of the Budget had approved an additional $100 million for FNMA’s 
purchase of title VIII mortgages. 

I don’t find that provision in the bill before us, H. R. 6047, the 
administration’s bill. Why is this? 

Mr. Cote. You are right. There is no provision for it in this. 

May I say to you that the executive branch is studying this 
problem. I understand the Department of Defense does have the au- 
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thority—did have and does have, the authority to make»this recom- 
mendation for $100 million of FNMA assistance. I am not in a 
position to comment on it, however, today. 

Mr. Asutxy. You know that a recent instruction issued by the 
Department of Defense virtually stopped all military housing which 
isn’t under construction, or which had not. been snccessfully bid, 
and a letter of acceptability issued to the successful bidder. 

Can you tell me why the administration seems bent upon stopping 
the construction of badly needed military housing ¢ 

Mr. Core. I don’t think the administration is bent on stopping it, 
sir. We in the housing agencies, and I as: Housing Administrator, 
find ourselves in an interesting position with respect to, military 
housing. We have no judgment i in the housing agencies as to where 
the military needs, or should construct, housing, or how much. 

True, the FHA has a responsihility which they attempt to carry 
out to determine its impact on the other industries in the community, 
but for us to attempt to interpose our judgment with respect to the 
niiliary on the amount of housing they need would seem to me to be 
inappropriate. 

Therefore, we think that this is a matter for the military to 
present to this committee, and I am not in a position to comment 
upon it except to say to you I am quite sure, because I have talked to the 
White House about this problem, I am quite sure that the executive 
branch is extremely interested in military housing. I can guaraiitee 
you that. 

Mr. Asuuey. It is interested, but the fact is that the program) has 
been brought to a halt; isn’t that true? 

Mr. Coz. No, I wouldn't say so. 

Mr. Asniry. For all intents and purposes it has with the issuance 
of this instruction. 

Mr. Cotz. No, I think it is gomg along great guns. I wish I 
— say private housing was going along as “well as military. But 

I don’t want to get into a discussion about whether or not the 
military needs more or doesn’t need more. I am just giving you my 
impression that the program is going along very well, and my. guess 
is that. the exeeutive branch will recommend authorizations to keep it 
going satisfactorily or comparatively satisfactorily, but 1 am not in 
a position to either defend or object to it. 

Mr. Wipnatt. Will the gentleman yield at that point? 

Mr, Asuizy. Yes, I will: yield to you. 

Mr. Winaus. Mr. Cole, wasn't the most. recent bid on Capehart 
housing placed in the private market ? 

Mr. Corz. I will let Mr. Baughman have that. 

Mr. Baveuman. Yes, there have been actually two of them. If 
think down im the chairman’s State of Alabama, I think the State 
teachers financed 1, and [I just got word this morning that 1 out in 
Indiana is going to be financed privately, too. 

Mr. Cotz. That is very encouraging to us. 

May I ask Mr. Mason to comment on your question, Mr. Ashley? 
He is closer to this than I am. 

Mr. Mason. Mr. Ashley, we work back and forth with the military, 
and so we know gossip that goes on, and the reason for this action of 
theirs is to phase their program so that they will not get a tremendous 
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amount of construction going in one place at one time, and it is not 
in any way to stop the program. It is merely to be sure they are 
planning in the right place at the right time. For instance, they don’t 
want in Hawaii, programing to go beyond the physical ability of the 
building industry to supply people to do the job. 

Mr. Rarns. Are we to assume that before this committee concludes 
its deliberations on this housing bill, we will have a bill presented to 
us from the Defense Department on military housing ¢ 

a. Corz. Mr. Chairman, I understand this is your last session, is it 
not! 

Mr. Rains. It is of the public hearings. We have already had the 
testimony from the Defense Department. What I am w ondering is are 
we going to have anything before us on this matter when we get ready 
to write the bill which is week after next ? 

Mr. Coz. I hope so. 

Mr. Ratns. Mr. Ashley. 

Mr. Asuiry. As I understand it, there are 21,000 units under con- 
struction or upon which bids have been accepted. The total of 83,- 
000 units is in the program. 

Under this instruction recently issued by the Defense Department 
no bids are being considered. I wonder what the time lapse is going 
to be, when and if the program is picked up again! I don’t see that 
this jibes with your statement that the program is going along. 

Mr. Mason. This would be the function of the military, Mr. Ash- 
ley, and not ours, but I am just repeating the gossip. 

Mr. Asuiry. Surely. 

Mr. Mason. And we understand that it is not a delay of the program 
at all but merely to be sure that they don’t get too much housing 
going in one area. They have branches of the service, and so on, and 
so forth. 

Mr. Asuuzy. I am going to shift, Mr. Cole, to the subject of slum 
clearance. You are now asking for slum clearance grants, as I under- 
stand it, of only $175 million for the next fiscal year; is that right? 

Mr. Core. Yes, that is correct. 

Mr. Asuizy. The President’s budget message indicated a need for 
an increased authorization of $250 million for the next fiscal year; 
in other words, $75 million more. 

Also the President’s budget message asked for an additional $250 
million for fiseal 1959. 

I would like to know what has happened—between the time of the 
President’s budget message and your statement here today—that has, 
in any way, diminished the need to attack the slum problem ? 

ws Cotz. May I start with your last statement, your last sen- 
tence? 

It has not lessened the need in any regard, with respect to the at- 
tack on the slum problem of America. I wish that we had many 
times this amount available for this purpose. The need is there. I 
will be very frank about.it. The terrible slums of America do re- 
quire all of the money that we can possibly utilize for this pur- 

20Se. 
Mr. Asuuey. Is it fair to say that the Secretary of the Treasury 
doesn’t believe that it is of critical importance to clear the slums? 
r. Couz. No, I don’t think so, Mr. Ashley. 
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Mr. Asuury. He puts other considerations first, doesn’t he? I 
have a statement here that I am sure was cleared by Secretary 
Humphrey. It is a statement of Mr. Randolph Burgess, Under Sec- 
retary of the Treasury, before the Conference of American Bankers. 
He says one way to reduce the budget would be for people to write 
their congressmen to cut out projects like Lincoln Square, the New 
York title I project. 

Does this indicate that Administration has decided that the building 
of cities is certainly not among the highest priorities ¢ 

Mr. Corz. Mr. Ashley, I speak for the Administration on this 
problem. 

Mr. Asutry. Well, what about this? 

Mr. Corr. I spoke for the Administration on this problem, and I 
say to you, speaking for the Administration on this problem, we are 
interested in it, we think it is a good program, we are going to con- 
tinue it. 

Now, I haven’t answered your direct question a moment ago, and 
I would like to try to do so. You asked why, when we submitted the 
budget, we asked for $250 million, and then some weeks later we 
now ask for $175 million. This is because we have reexamined the 
budget in the light of the economic situation, right or wrong. We 
think the pressures on the economy of our country have grown ma- 
terially since the Middle East situation arose, and since the need 
for greater military and foreign aid became apparent. 

We think that it is important that we sustain a high military 
budget, and a budget for foreign aid, and therefore we have felt in 
the Housing Agency, and I think I can say on the part of the Ad- 
ministration, although I don’t now speak for the rest of the Adminis- 
tration, just as I said a moment ago, I speak for housing, we feel that 
we can, and I say this to you, I can, as Administrator, conscientiously 
support this budget of $175 million for new obligational authorities. 
This we think will cause us quite frankly to reexamine some of the 
new applications which may come before us. We may have to decide 
that perhaps we cannot approve projects of the size and extent that 
perhaps might have been presented to us under a larger program. 

On the other hand, we do believe that with $175 million in new ob- 
ligational authority we can go ahead with a progressive and strong 
program of slum clearance and redevelopment. 1 

If you ask me do I think it is enough, my answer is “No,” but if you 
ask me whether 2, 3, or 4 times that amount, 5 times that amount, 10 
times that amount, is enough, I am sure, I don’t know. 

I say it is enough compared and related to the other needs of the 
Government for funds and related to the need for this Government, 
in our judgment, understand—this is our judgment—the needs of our 
Government to look to determine where we are going in the future and 
today about the take in taxes. This is our explanation for it. 

Mr. Asuuey. If I could have just a minute or two more, Mr. Chair- 
man, I would like to touch on the subject of discounts. We have heard 
a good deal of testimony from all segments of the economy with re- 
spect to discounts, both on FHA and VA mortgages. : 

Mr. Cole, do you believe that FHA has the authority to control 
discounts charged builders ? : 

Mr. Coix. Authority now to control discounts charged builders? 
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Mr. Asuiry. Yes. 

Mr. Corer. No. 

Mr.’Asuixey. We have been looking into this. After Congress re- 
pealed section 504 of the Housing Act of 1950 in 1954, your agency 
issued a pamphlet entitled “Det ailed Summ: uy of the Housing Act 
of 1954,” and on page 16 of that document there appears the following : 

Control of lenders’ charges and fees, section 504 of the Housing Act of 1950 
which directed the Federal Housing Administration and the Veterans Adminis- 
tration to limit and control the fees charged by lenders upon the builders and 
purchasers in connection with mortgages and home loans is repealed. ‘This 
provision is no longer needed and adequate authority for the control of these 
fees and charges is otherwise available. 

If that statement doesn’t mean you can control discounts, what 
does it mean? 

Mr. Coie. Mr. Ashley, perhaps Mr. Mason should answer this, there 
is a difference between whi at we call fees and charges and discounts. 

I wonder if Mr. Mason would comment about it ? 

Mr. Mason. We do control fees and charges, sir. These are the 
charges that a lender makes when he prepares the papers. 'They are 
the recording fee, the title search, and all this sort of thing. We know 
that because of our experience in the past under 504 that you speak 
about that we are not able to control discounts. 

We have, sir, even builders forming mortgage companies of their 
own and operating these mortgage companies, and taking the loss 
as a mortgage company which in essence was charging themselves a 
discount. 

There were under this program, as our research shows us, many, 
many other devices like this. This is just one illustration of many 
devices.that builders took to get money when there was a difference 
between the rate and the available money at prevailing rates. 

Mr. Coir. Mr. Ashley, could I add one more thing? Maybe you 
will come to this, but I would like to add one more thing. The dis- 
count situation because of the present tight mortgage money because 
many people to believe that we can put a price control on the see ondary 
market operations. I hope you will examine our statements on this 
and recall that a secondary market operation in financing is different 
from the primary operation, and that for us to take that- —maybe we 
can, maybe Congress can—but I hope you will examine it very care- 
fully because of the difficulty of controlling the situation, and be sure 
you are not drying it up. This is the only question we have. We don’t 
like discounts. 

Mr. Asuuey. I think our views are tlie same on that. I recognize 
that the real evil in discounts occurs when they are carried too far, as 
I think they have been, particularly in certain sections of the country 
where credit is not available. 

Mr. Mason. Mr. Ashley, you recognize that there are different 
values im houses in different areas. There may be minor variations 
that are proper. 

Mr. Core. When I say I don’t like discounts, I mean I don’t believe 
IT should pay money over what I feel I should really pay. But dis- 
counts are a reflection of the true cost of money and if we want to 
change that we we to recognize what we are doing. 

Mr. Asuuzy. I don’t want to appear technical, Mr. Cole, however, 
vou say in your statement on page 8 that FHA doesn’t permit dis- 
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counts to be charged to home purchasers. I assume you mean. you 
don’t permit the mortagee to pay those prices, because as you know 
the builder can charge any price he wants under the FHA program. 

Mr. Core, I would like Mr. Mason to answer that. 

Mr. Mason. If any builder attempts to pass on_a discount. to a 
buyer, this is barred. This is barred by our regulations, and this 
lender would then be disqualified. 

It is true, of course, that under our program the builder and the 
buyer arrive at a price which the buyer will pay for the house, 

Mr. Asuury. It is also true where a man is getting an FHA loan to 
build on a lot that he owns, the mortgagee is allowed to make a dis- 
count in that case. 

Mr. Mason. Yes, sir; in that case the owner is really a builder, and 
that is the reason for that, so he can do the same thing that a builder 
can do, 

Mr. Asuxiey. I have more questions, Mr. Chairman, but I think 
we should move along. 

Mr. Rarns. The other gentleman from Ohio, Mr. Betts. 

Mr. Berrs. The charge has been made here, Mr. Cole, that FNMA 
has taken excessive discounts and financing charges out of the pockets 
of GI's to pay excessive dividends to stoc ‘kholders. 

Now, are you or Mr, Baughman prepared to comment on that? 

Mr. Core. Well, Mr. Betts, the c harge is not accurate. It is a mis- 
conception, or it is based upon a misconception of what FNMA does. 

No. 1 is the policy of Fannie May, as set out by law, to create a sec- 
ondary market facility and eventually to permit it to be placed in the 
hands of the private owners. Now, certainly the profits of Fannie 
May are adequate, but are not excessive by a long shot. 

Mr. Berrs. The dividend rates, what are they ¢ 

Mr. BaveuMan. On the common stock it is 2.04 percent. 

Mr. Cote. Which is quite low, and not excessive at all. 

Mr. Berrs. Well, I asked that question because the charge was made, 
and I thought you ought to have a chance to explain it. 

Now there is one other question I wanted to ask Mr. Morrison. I 
think there was a Mr. Camp from an insurance company before the 
committee the other day, and he made the statement that in his opin- 
ion your organization had been very successful in allowing a surplus 
of available funds to drift into areas where there was a great need 
for funds. Now do you agree with that? 

Mr. Morrison. Yes, sir; I think that the voluntary home mortgage 
credit program has acted as a triggering device to bring lenders into 
areas that they did not serve prior to the ine ‘eption of this program. 
It is a pure business fact that when you are in a town removed from 
your normal operating radius to process one VHMCP loan which has 
been the experience of lenders under the program, it only makes good 
sense to pick up one or two other loans there.and cut your cost.. That 
has been the practical outgrowth of what this program has done. 

Mr. Camp is a member ‘of the national committee of this program, 
Liberty National Life in Birmingham, and his company has done a 
significant job in operating through several States under the VHMCP 
and in areas that they hadn’t gone into before. Less than a month ago 
another statement came to our attention, Mr. Morgan of the Boston 
Five Cents Savings Bank, who is also sort of managing agent for 
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what they call the FHA purchasing group, made up of 24 mutual 
savings banks in New England, a very potent out-of-State lender, he 
mentioned that his bank which loaned in only 6 towns or cities in the 
State of Texas was now in over 150 because of the operation of the 
VHMCP, their appearance in it. 

It is not so viral that the business has all been done under VHMCP, 
but some of it has been done under VHMCP, and a large proportion 
has also been done under circumstances similar to VHMCP, but out- 
side the program, and I think that is a very significant step in the 
development of the mortgage market. 

Mr. Wipnatt. Will the gentleman yield for a question? 

Mr. Morrison, in the original testimony of Mr. Cole referring to 
that problem, he stated 

Mr. Cotz. May we have the page? 

Mr. Wipnatt. Page 5. 

He stated during a period when discounts on guaranteed and in- 
sured loans rose to 3 and 4 percent throughout the country, 80 per- 
cent of the loans obtained under this program had discounts of 2 
percent or less, 19 percent of the loans were made at par. 

Now what is the current experience with respect to the VHMCP 
program on discounts? 

Mr. Morrison. The current experience is that the discount has 
climbed but very slightly, and we are still down close to that 2 per- 
cent. Our most recent figure shows, as Mr. Cole has stated here, that 
88 percent of the loans have been made at 2 percent, or less. 

Now this would include these 6 or 7 months during which the market 
has gone through a very, very tight program, the last few months of 
last year, and the first few months of this year. 

Now we did a tremendous amount of business in those very months 
compared to our total business. A large proportion of it was done 
there. Our average discount is below 2 percent and 88 percent of 
the loans were made at 2 percent or less. That is the history of the 
program. 

I woudn’t say that it has increased sharply, but it has increased. 

Mr. Tate. Mr. Betts, will you yield ? 

Mr. Berrts. Yes. 

Mr. Tatrx. Mr. Baughman, will you repeat the dividend figure you 
mentioned a moment ago? 

Mr. Baveuman. Our present rate of dividend is 2.04 percent an- 
nually on the common stock. 

Mr. Tair. 2.04? 

Mr. BavcuMan. Yes. 

Mr. Tate. That is only four one-hundredths of 1 percent higher 
than postal savings. 

Mr. Baveuman. That is right. 

Mr. Tatix. That should not be considered excessive. 

Mr. Baveuman. It is not excessive. 

Mr. Berts. On that line, what rate of dividends do you pay to the 
Treasury Department? 

Mr. Baveuman. The rate of dividends on the preferred stock is 
fixed annually prior to the beginning of each fiscal year for the Treas- 
ury Denartment. For the present year the rate is 234 percent. 

Mr. Berrs. They write their ticket on that ? 
Mr. Bavenman. That is right. 
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Mr. Bervs. That is all. 

Mr. Rarns. Two more questions, gentleman, and we will let you go. 

Dr. Talle has an important engagement, and I will excuse him at 
this time. 

Before you leave, Doctor, I would like to make this statement. 
This has been 2 weeks of continuous busy sessions for this committee, 
and I would like the record to show there has been excellent attendance 
by Members on both sides of the aisle, I don’t know whether the wit- 
nesses will agree, but I will say, as chairman, that the questions which 
have been asked were the most intelligent I have heard in a long time. 
In my opinion we have gotten together as fine a record on housing as 
has ever been compiled on the subject. 

I also want the record to show that every member of the committee 
believes the staff has done a superb job. 

Mr. Core. Mr. Chairman, if I might add a word as Administrator, 
having appeared before the committee many times, and having been 
on the committee, I take this opportunity to congratulate the commit- 
tee for the fine work which you have been doing. 

Mr. Ratns. We appreciate it, and I want to thank you gentlemen. 

Mr. Tate. And, if I may so, no little credit for this good record is 
due to the diligence of our chairman. 

Mr. Rarns. [ appreciate that. 

Mr. Steiner, I have seen a letter that has just come from your agency 
that has me worried. It is dated March 6, and it is called local public 
agency letter No. 91. As I read it, it makes me think that the slum- 
clearance prograin is about to suffer a blow that it is going to be hard 
for it to recover from. It is a fact that from now until Congress makes 
additional authorizations you will not act on any project except in dis- 
aster areas. In other words, you don’t now have enough authorization 
to handle the increases in projects already under contr act, and you 
cannot handle new ones; is that correct ? 

Mr. Srerenr. I think we have enough to handle increases in proj- 
ects under contract, sir. 

Mr. Rarys. Under contract. 

Mr. Sreiner. Yes, but we cannot at the present time act upon new 
applications other than those from disaster areas. 

Mr. Rains. That is the status of the authorization at present? 

Mr. Sterner. Yes, sir; there is about $43.4 million left right now. 

Mr. Rains. Now, last year when you testified before this committee 
you said you didn’t need any additional authorization. As I remem- 
ber it, you vigorously opposed my bill that had a $1 billion additional 
authorization in it. Now, are you satisfied that $175 million is ade- 
quate to finance, in the words of your statement, and this is a quote, 
and it is a good quote, “a large-scale attack which can for the first 
time be made on a century-old problem of urban slums and blight” ? 

Mr. Sterner. I would like to say two things about that, sir: First 
of all, the rate of applications so far this year has been much higher 
than we anticipated. In a previous year, in a 6-month period, the 
half-year period, in fiscal 1956, we reserved about $112 million in the 
first 6 months’ period. In the first 6 months of this year we reserved 
about $163 million, which indicates a considerably higher rate than we 
had running at before, a higher rate than we had been able to 
anticipate. 
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Now, part of this is due to a relatively few number of projects 
which localities have brought to us, applications for very large pro)- 
ects. We have sobideen ble question as to whether it is wise to con- 
tinue with these very large projects. In fact, out of the reservations 
that we have made this year, since July 1, 17 projects account for 
almost $85 million worth of reservations. 

Now, the other thing that I would like to say is that I think the whole 
atmosphere, the climate in which we proceed now, is somewhat differ- 
ent from the climate in which I spoke a year ago. I think Mr. Cole 
has elaborated the general framework in which we now operate, and 
in which we now intend to move forward with this program. 

This by no means is a diminution of interest or effort, and certainly 
with the $175 million requested, we can and will move forward with 
a very significant and a very vigorous program. 

We may have to make some adjustments in terms of trying to hold 
projects to smaller sizes. We may have to ask localities out of their 
total urban renewal programs to select to move forward at this time 
certain projects, certain areas which perhaps are less expensive than 
some others. Projects will have to be scrutinized for costly features, 
but I think it is entirely possible within the framework of the bill 
which is now before you, I think it is entirely possible to move forward 
next year with a very significant and a very vigorous program which 
will be a significant forward moving attack on the slums of the 
country. 

Mr. Rarns. Now, one more question: What that adds up to is that 
you have to cut the pattern to fit the cloth. That is exactly what will 
happen if the Congress goes along with the smaller appropriation. 
You will have to be cut down in certain instances; isn’t that correct, 
Mr. Steiner? 

Mr. Sterner. Yes; I think the whole economic outlook at the mo- 
ment is different from what it was a year ago. I think Mr. Cole 
covered that very well. 

Mr. Rarns. Mr. Ashley. 

Mr. Asutery. Will the letter that the chairman referred to be sus- 
pended when you get your additional authorization ? 

Mr. Srertner. Yes, sir. When we get additional authorization we 
would then be able to act upon new applications. We make reserva- 
tions at the time we first make a planning advance, advance of funds 
to plan a project, but at that time we make a reservation of the capital 
grant funds which are estimated to be ultimately required for that 
project, so we never get in the position of letting a locality go forward 
and plan a project for which there has not been set aside a reservation 
for ultimate followthrough on that project. 

Mr. Asuixy. What this means, in essence, is that there has been 
some reevaluation of the battle plan to conduct a frontal assault on 
this age-old problem. You are not going to come up with anything 
resembling Pickett’s charge. It is going to be more like the wayward 
bugler catching up with his unit. ; 

Mr. Cote. Let me comment, because it is a matter of broad policy. 

We, the Government, have reserved for programs now underway, 
nearly a billion dollars, $855 million. Now, we are suggesting an- 
other $175 million, and I think this is a great sum of money. I 
think it is a lot of money, a billion dollars is a lot of money. We are 
saying to you that we want to look at the program, I would like to 
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say to you I thought it solved all of the problems, but I must respect- 
fully disagree with you. I think it is quite a charge‘on the frontal 
attack on slums, a billion dollars plus the one hundred and seventy- 
five. It isa matter of relevancy and judgment. 

Your judgment may be different from mine. 

Mr. Asutry. Over how long a period of time is that’ billion dollars? 

Mr. Corr. It is $855 million that is already reserved on projects 
in one stage or another, Some of these will be completed very soon, 
some of them will be completed next year, some of them will be com- 
pleted in 1960, maybe some of them in 1961. I don’t know whether 
they go as far as 1962, but probably in 1962. 

In other words, this is a projection in the future, but the money 
has been allocated. In other words, it is a charge against the budget 
new authorizations. 

Mr. Rains. One other question, if you will excuse me, Mr. Ashley. 
We want to get through. This has to do with that new alternative 
formula, Mr, Steiner, for calculating Federal grants for title I slum- 
clearance projects. 

In the first place, we want to make sure that it is an alternative 
formula and is optional with the cities. That is your understanding, 
isn’t it? 

Mr. Srerner. Yes; that is absolutely true. 

Mr. Rarns. It is not mandatory on the city at all? 

Mr. Sterner. No; it is entirely optional as to whether they stay 
under the old system or go to the new. Once they go to the new 
they should stay on the new for the foreseeable future. That doesn’t 
mean they would have to do it forever if there were important reasons 
why they should change back. They should just not go flip-flopping 
back and forth from one project to another. 

Mr. Rains. Have you ald your agency discussed this alternative 
formula with city and local officials to find out if it is feasible or would 
be helpful to the cities ? 

Mr. Srerner. It has been discussed with some local officials; yes. 

Mr. Rarns. It is new to me and offhand it appears to me that it 
might just operate beneficially for the large cities and be of no benefit 
to smaller cities. What is your idea about that? 

Mr. Sterner. Well, I don’t think that is entirely correct. I think 
it would operate for the benefit of any city or any local program 
which has a source of funds available other than the loan funds which 
we make available to them. 

Now this might be cities which have redevelopment bond issues. 
It might be cities which have some State moneys. For example, in 
the State of Pennsylvania there are some State moneys which go to 
cities of all sizes. So certainly in that case it could operate to the 
advantage of small cities, and to the extent that it is possible for any 
funds to: be made available to.a local agency other than Federal ad- 
vances ‘or Federal loans, it would be beneficial to the extent that: funds 
can be made available out of appropriated tax funds, local bond 
issues, or any other source other than the Federal advance or loan. 

Mr. Rats.’ You know, Mr. Steiner, here in the Congress, and 
especially before this committee, there has been from time to time # 
great deal of urging for a reexamination of the present formula of two- 
thirds to one-third. There has been a lot of complaint about it, as 
a matter of fact. 
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Would the adoption of this new formula tend to obscure in any 
way the need for reexamination of the present formula, do you think ¢ 

Mr. Sreiner. I don’t think so. 

Mr. Coir. May I add there, Mr. Chairman, that we in the agency 
are undertaking a study of the entire problem. I am not intimating 
that we will come out one way or the other, but we do think we are 
under an obligation to restudy the local problem and are cori, it. 

Mr. Rarns. This committee, when we get through with this bill, 
over the months ahead, is going to join you in that study. 

Mr. Cotxr. Fine, we would be very happy to have you. 

Mr. Rarns. Mr. Widnall has one question. 

Mr. Wipnatx. Mr. Chairman. 

Mr. Cole, when we were out in Hawaii recently we obtained infor- 
mation one day as to the housing construction in Guam. It has been 
brought to our attention that homes have been built down there—— 

Mr. Corz. In Guam ¢ 

Mr. Wipwaut. In Guam. But the same downpayments are required 
in Guam as here on the mainland. 

Is there any good reason why those downpayments cannot be ad- 
justed in line with the financial ability of the people of Guam, so 
that housing construction can continue there and be made attractive 
to the people ? 

Mr. Mason. May I comment on that, Mr. Widnall? 

The statute sets the downpayments and not the agency, and if we 
wanted a special program for Guam then I think we might examine 
it. We have a feeling that Americans living on Guam enjoy a much 
higher income than the same civil servants living in the States. They 
get an additional income which should not make them necessarily 
candidates for any special help in downpayments on housing. 

Mr. Wipnauu. Well, isn’t there a cost differential there, a sub- 
stantial cost differential, so that the downpayment required on a 
house, even if it was the same percentage, would be very much higher 
there than here in the United States ? 

Mr. Mason. That is correct; yes, sir; but by the same token the 
man’s income is higher. 

Mr. Rains. I would like to include in the record at this point, if 
you don’t mind, a letter I received this morning from Senator Mur- 
ray, together with certain memorandums on the topic which Mr. 
Widnall has mentioned. 

(The material referred to is as follows:) 

Unitep States SENATE, 
COMMITTEE ON INTERIOR AND INSULAR AFFAIRS, 
March 14, 1957. 


Hon. ALBERT Rains, 
Chairman, Subcommittee on Housing, Banking and Currency Committee, 
House of Representatives, Washington, D. C. 

Drak CONGRESSMAN RAINs: I have followed with great interest the legislation 
before your subcommittee pertaining to smaller downpayments for FHA housing. 
In connection therewith, I am hopeful you will be able to give some attention to 
the situation in Guam, for which, as you know, our committee has initial legis- 
lative responsibility in the Senate. 

Because of this responsibility, on behalf of the committee, I some time ago 
requested up-to-date information from the administrative agencies most con- 
cerned—Housing and Home Finance Agency and the Department of Defense— 
and for the record and your information, there are enclosed photostats of recent 
replies from each of these agencies. 
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In the case of Guam, I would like respectfully to recommend that your com- 
mittee spell out in the pending legislation the intent of the original legislation ; 
namely, that the situation on Guam is unique as to economic, political, and 
defense factors and, therefore, should be dealt with accordingly. 

For example, the Congress recognized the unique character of the situation 
with respect to Guam by writing into the 1952 legislation the provision allowing 
a 50-percent addition to the statutory limits of FHA mortgages. Another exam- 
ple: A $15 million fund was earmarked by Executive order in 1954 for the pur- 
chase of FHA mortgages in Guam. None of this has been used because FHA 
has administratively not acted so far to allow low enough downpayments. 
Builders thus are reluctant to proceed with developments. 

The figures cited by the Defense Department show clearly the discrepancy 
between what its service branches now are planning and what still will be needed. 
Such a need can and should be met by private industry builders, but I am in- 
formed that qualified private builders have been waiting for a clearly defined 
policy on downpayment requirements before planning to fill the need. The Con- 
gress did, in fact, try to set forth such a policy in general terms in the original 
1952 legislation, but we were not specific enough, it is now apparent, to bring 
about actual fulfillment. 

One specific instance of this is the predicament of a private construction com- 
pany with headquarters on the mainland which in 1952 purchased 54 acres at a 
choice location outside Agana, Guam. FHA approved some 90 units as the 
initial increment of the project, utilizing 13 acres, as to design, price, and the 
like. The company then, at considerable expense, complied with the title-insur- 
ance requirement of FHA—a tedious process in itself in Guam—and bought 
from Federal National Mortgage Association on the then existing 1-for-1 basis 
some $1,200,000 of seasoned mortgages in order to sell back to FNMA at 100- 
percent takeout the new mortgages on their Guam project. Oontrary to the 
express purpose of FHA—owner-occupant housing—the builder has since been 
forced to assume all but a few of these mortgages and has been forced to rent 
the houses. In each rental case, however, the builder holds a purchase-option 
contract from the renter which would be quickly exercised if FHA would permit 
a lower downpayment than is required in the United States. To date no ruling 
from FHA has been made after nearly 2 years of deliberation. 

Thus it may be seen that it is desirable now that the legislation be made 
specific as to Guam as it was intended by the Congress originally. 

Any consideration your subcommittee can give to the problems of Guam will 
be greatly appreciated. 

Sincerely yours, 
James BE. Murray, Chairman. 


ASSISTANT SECRETARY OF DEFENSE, 
Washington, D. C., March 8, 1957. 
Hon. JAMES FE. Murray, 
Chairman, Committee on Interior and Insular Affairs, 
United States Senate. 

Dear Mr. CHAIRMAN: The Secretary of Defense has asked me to furnish the 
information requested in your letter of January 24, 1957, concerning the current 
status of family housing for the armed services on the island of Guam. 

According to the latest available data, the total gross family housing require- 
ment based on long-range estimates for officers and the upper 3 grades of enlisted 
personnel is 4,126 units. Of this total the Department of the Navy has a need 
of 2,369 units and the Department of the Air Force 1,757 units. The Department 
of the Army reports that it has no requirement for family housing on the island. 

Current housing assets for the above groups of personnel, including public 
quarters being constructed with appropriated funds and now in various stages. 
of completion, amount to 1,541 units for Navy and 464 units for the Air Force, 
or a total of 2,005 family accommodations. In addition, approximately 90 ade- 
quate private rental dwellings are occupied by families of officers and upper 
grade enlisted. Only four servicemen at this time are obtaining homes under 
the mortgage insurance provisions of section 222 of the National Housing Act. 

In order to meet part of its deficit of family housing, the Department of the Air 
Force has requested and obtained the approval of this office to develop 1,050 units 
under the authority of title VIII (Capehart) of the National Housing Act. The 
designs and specifications of this project are now in the preparation stage. The 
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Department of the Navy proposes to construct 500 units pursuant to this author- 
ity but.formal application therefor has not yet been submitted to this ofticé. 

The aforementioned requirements for family housing are based on the number 
of officers and upper grade enlisted personnel who are authorized quarters al- 
lowan¢e under permanent legislation. The Department of the Navy also reports 
a, current requirement of some 750 units for civilians and proposes ultimately to 
proyide reutal quarters for approximately one-third. of this group. The Air 
Force does not plan to provide military family housing for its civilian force ‘ut 
this time. In addition to the needs of ihe civilian employees, approximatély 
1,250 families. of servicemen, in the lower 4 grades who are authorized quarters 
allowance under temporary legislation, require housing, At the present time, 
1,140 inadquate military quarters and some 600 inadequate. private rental dwell- 
ings are occupied by both civilian and military personnel. 

I trust. that the foregoing information will meet your requirements. Your 
interest in the military family housing program is appreciated. 

Sincerely yours, 
Froyp S. Bryant. 
UnrIrep STATE DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington, D.C., January 29, 1957. 
Hon. JaMes E. Mugray, 
United States Senate, Washington, D.C. 

DEAR SENATOR Murgway: I am writing with further reference to your letter of 
January 10,-enclosing a copy of your letter to Administrator Cole concerning 
housing on Guam. 

This Department and the Governor of Guam are concerned over a continuing 
shortage of: housing in the island Territory, which has been aggravated by heavy 
requirements of military personnel. To help alleviate this shortage, we actively 
supported both the FHA and FNMA legislation to which you referred in your 
letter to Administrator Cole. That this legislation has not, by itself, been able to 
overcome the shortage of housing is now abundantly clear. 

Last week, on January 24, Gov. Richard Barrett Lowe, of Guam, and Mr. 
Arnold, of our Office of Territories, discussed the Guam housing shortage with 
Commissioner Norman Mason of the Federal Housing Administration, The 
problem has also been the subject of discussion in this Department with repre- 
sentatives of builders and prospective builders of houses on Guam. 

As a result of these discussions, it now appears to us that the fundamental 
difficulty lies in the application of minimum FHA financing requirements to 
Guam. Building costs on Guam are from 25 to 35 percent higher there than on 
the mainland of the United States, and the percentage of downpayment on a 
home (fixed by statute) is the same as on the mainland. As a direct result of 
these two factors, homes which have been built for sale in conformity with 
FHA structural and financial requirements have not found buyers. Some have 
been rented by the builders but many remain vacant. 

Commissioner Mason promised Governor Lowe at their meeting last week 
that a staff study of the Guam problem would be made in the near future and 
that suggestions for housing construction on Guam under provisions of various 
sections of the Federal Housing Act would be provided him. 

Also, we understand that the Department of the Air Force is presently seeking 
authorization for the construction of some 2,000 units of military (Capehart) 
housing on Guam. This, of course, would alleviate the overall shortage, but this 
Department and the Government of Guam are primarily concerned with housing 
for the Guamanian people, including Territorial government employees. It is 
our hope that the study and suggestions forthcoming from FHA will be helpful, 
although we must: bear in mind the fact that their recommendations must serve 
as inducement to private builders since the government of Guam is in no position 
to engage in home construction. 

Your interest and that of your committee in this problem is greatly appre- 
ciated by this Department and the government of Guam. 

Sincerely yours, 


HATFIELD CHILSON, 
Assistant Secretary of the Interior. 
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Housine AND Home FINANCE AGENCY, 
OFFICE OF THE ADMINISTRATOR, 
Wushington, D. C., March 4, 1957. 
Hon. JAMES E. Murray, 
Chairman, Committee on Interior and Insular Affairs, 
United States Senate, Washington, D.C. 

DEAR Mr. CHAIRMAN: This is in response to your January 10 and February 20 
requests for information desired by your committee regarding the extent to which 
housing on Guam has been provided with FHA and FNMA assistance since 1952. 

The Federal National Mortgage Association inaugurated a special assistance 
program on November 4, 1954, under section 305 of the FNMA Charter Act, allo- 
cating $15 million of its special assistance funds for that purpose. Up to this 
time, FNMA has neither purchased any mortgages nor has it issued any commit- 
ments to purchase mortgages under that program. 

Although FNMA has not thus far purchased or issued commitments to purchase 
any Guam housing mortgages under its section 305 special assistance functions, 
the Association has nevertheless assisted in financing Guam housing under its 
1-for-1 purchasing program, This activity, made possible by Public Law 94, 83d 
Congress, enabled FNMA to issue commitments for the purchase of eligible 
mortgages within 1 year after issuance of the contracts in a dollar amount equal 
to the principal amount paid FNMA for mortgages purchased from the FNMA 
portfolio. The program expired July 1, 1954. Under the program FNMA pur- 
chased 47 Guam mortgages totaling $897,000 providing for 37 single-family units, 
and 10 4-family units for a total of 77 housing units. 

With respect to Federal Housing Administration assistance, through December 
31, 1956, that agency had insured 258 mortgage loans totaling $3.6 million and 
covering 460 dwelling units on the island of Guam. In addition, 312 property 
improvement loans, totaling $400,000, were insured by FHA pursuant to title I 
of the National Housing Act. The island of Guam is served by the Honolulu 
Insuring Office of the Federal Housing Administration, of which Mr. Robert T. 
Carson is Director, and by a Service Office, with Mr. David W. Holloway in 
charge, located in the Calvo Building, Agana. These gentlemen are available 
at all times and are equipped to supply any technical advice or assistance that 
may be required in the processing of applications for mortgage insurance. 

I find that control of land use by the passage of adequate zoning ordinances, 
accompanied by continuing effective enforcement, is a progressive step which must 
be taken by the government of Guam if maximum participation by the Federal 
Housing Administration is to be realized. Though some interest has been shown 
by the establishment of a Planning Commission, little has actually been accom- 
plished in providing necessary restrictions. Correlative with land use is the vital 
consideration of sanitation. Some improvement has been made in this regard 
but educational processes essential to the elimination of unsanitary conditions, 
particularly in the smaller villages, must be given increasing emphasis if the 
living conditions and housing standards of the native population are to be 
appreciably raised. 

The FHA minimum property requirements are presently being reviewed on a 
national basis. The study will not be completed for some months but as it pro- 
gresses, data which may possibly be applicable on a local area basis will be care- 
fully considered for inclusion in the minimum property requirements for Guam. 

High construction costs, combined with low incomes, create another obstacle 
to housing that segment of the Guamaniam population who are employed prin- 
cipally in occupations other than those directly associated with the military. 
FHA Commissioner Mason tells me that his staff is now following through on a 
proposal to develop a basic type of living unit that will meet the needs of this 
group and will, at the same time, sell or rent at a price they can afford to pay. 
This project will be undertaken in cooperation with local architects and builders. 

Please let me know if your committee desires any further information on this 
subject. 

Sincerely yours, 
ALBERT M. Coe, Administrator. 


Mr. Wipnact. One other thing, Mr, Chairman: Last year there 
was a project called “operation home improvement.” We haven't 
heard much as to facts and figures with respect to that operation. 
It would be particularly_interesting, I think, to find out what your 
applications are now, in January and February of this year, as com- 
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wep to January and February of last year. That would be reflected 
borrowings that some under the title I program, wouldn’t it? 

Mr. Core. Mr. Widnall, as you know, operation home improvement 
is purely a private enterprise org yanization and program. However, 
it was encouraged by the housing agencies. We thought it was a 
good thing to encourage people to do ‘what they can to repair, renew, 
and rehabilitate homes. We do not have available figures on the 
operation, on the program, but we will provide for you figures given 
to us by the secretary of this organization. 

We will be glad to include that i in the record. 

Mr. Wipnalu. Could you give those by the month? 

Mr. Core. Would you be talking about title I and FHA as 
relates to operation home impr ovement ? 

Mr. Wiwna.u. Yes. 

Mr. Mason. It is my understanding, Mr. Congressman, that opera- 
tion home improvement is still going on for a period during this 
year, so there would not necessarily be a difference in our applica- 
tions now than then. 

Mr. Wimnatu. What I have in mind, Mr. Mason, is this: The 
figures would give some indication of public demand where money 
is becoming tighter and also in a field where the individual is apply- 
ing for loans and improving his home, and I think it relates to the 
whole picture. 

Mr. Mason. We would be very happy to give you by months the 
FHA title I loans insured which will show you the upswing that has 
happened as a result of operation home improvement, and any other 
forces operating that way. 

Mr. Wirnatt. Of course, these loans enable purchase of materials 
and use of working men, and make a real impact on the entire economy. 

Mr. Mason. Yes, that is so. 

Mr. Wiwnaw. Thank you. 

(The material referred to is as follows:) 


Property improvement loans insured under the coinsurance amendment, January 
1955—January 1957 





















Loans insured for year |} Loans insured for year 
or month | or month 
Period atten ant Se _ | Period Beara Nidcdses 
| 
| Number Net pro- || Number Net pro- 
cool 1} ceeds 
1955 | 1956 
OT ‘ 92,796 | $55,032, 452 || January 85, 358 | $53, 641, 561 
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Mrs. Sutitvan. May I ask a couple of questions, Mr. Chairman? 

Mr. Rarns. Mrs. Sullivan. 

Mrs. Sutuivan. Mr. Baughman, at the present time your stock 
purchase requirement is 2 percent. Some builders are apprehensive, 
however, that you may raise it. Would you see any objection to setting 
a maximum of 2 percent as was recommended by this subcommittee 
last year? 

Mr. Baveuman. I think it should remain flexible because if you 
are going to control the volume, that is one means of controlling the 
volume. 

Up to the present time it hasn’t been necessary, but there could be 
a time when it might require an additional stock subscription or an 
increase in the stock subscription. I think it should remain flexible. 
I don’t think it has been abused at all so far, anyhow, Mrs. Sullivan. 

Mrs. Sctirvan. One last question to Mr. Cole. 

On the National Service Life Insurance Funds, I would tend to 
agree with you, that it would take too large a sum of money to attempt 
to support a VA 41% percent rate. Now, if the Congress refuses to 
raise the GI rate what would you think of using the NSLI funds for 
the support of the veterans preference loans under the FHA program? 
I know it is a big question, and maybe you would like to submit an 
analysis for the record instead of trying to answer. 

Mr. Core. I would be very happy to submit an analysis for the 
record, and I recognize the committee is quite interested in this pro- 
posal, and it is an appealing one. We would like to submit one for 
the record, and suggest that you examine it very carefully. 

Mr. Ratns. We will be glad to have it. 

(The material referred to faces this page. ) 

Mr. Wipnawy. That would be supported at what price? 

Mr. Core. We could inelude in our comment various assumptions, 
so that you would have the full picture. 

Mrs. Suiuivan. I see; that should be satisfactory. 

Mr. Corz. Mr. Chairman, may I ask that we be permitted to in- 
clude in the record our section by section analysis of the bill 6047 ? 
I think that may be helpful. 

Mr. Rarns. It may be included. 

Mr. Ashley has one further question. 

Mr. Asuiry. Mr. Cole, maybe Mr. Morrison can answer this better. 

I want to know approximately how many loans have been processed 
and accepted by VHMCP during the life of the program. 

Mr. Rarns. I think it is in Mr. Cole’s statement, 26,000. 

Mr. Morrison. 26,341 is the exact number, through January 31. 

Mr. Asuiry. The other day we heard testimony from Congressman 
Bennett of Florida, who indicated that the program had been of little 
use in providing financing for minority housing. Your own figures 
indicate that in the whole country over the whole life of the program 
less than 5,000 minority housing loans have been placed. 

Would you comment on that ? 

Mr. Morrison. You mentioned Congressman Bennett. This mat- 
ter has been discussed directly with him. 

Mr. Asniry. I was referring to the latter part of the question, the 
statement that less than 5,000 loans have been placed. 

Mr. Morrison. We have always taken the attitude that we have to 
do a good job in placing what minority applications have come to us. 

89342—57—50 
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The reasons why more minority applications don’t come to us is some- 
thing that I really am not qualified to judge. There are problems of 
availability of land and many, many reasons, The amount of volume 
we have had on the minority side has been frankly surprising to us. 
We thought that it would be higher. 

All I can say is that we have done a.good job, as far as the per- 
centages go, of placing what has come to us, and there has been every 
attempt made to make minority groups aware of our program. I 
think they are aware of our program, and I can only imagine that 
either there is not sufficient demand or they are satisfying it some 
other way. 

Mr. Asuztey. Would you repeat the last statement? Did you say 
there isn’t sufficient demand among our minority groups in the coun- 
try for low and middle priced housing, or that this has been satis- 
fied elsewhere ¢ 

Mr. Morrison. I am saying there apparently is not a large number 
of cases that actually are in need of mortgage financing, because if 
there were a large number of cases we would get a higher proportion 
of them, a greater number. 

Mr. Coxe. This really is quite a surprising and interesting thing, 
Congressman, which we would be very happy to pursue further with 
you. 

As Mr. Morrison said, we are surprised at the low number of ap- 
plications. Is it our fault? Is it the program’s fault, or has it to 
do with the broad overall problem of the difficulty of minority fami- 
lies to obtain land, and all of that sort of thing, places to buy ¢ 

Mr. Asuiey. Mr. Chairman, I realize that this isn’t the time to 
pursue this, but I would like the record to show that I am intensely 
interested in this problem, as I know the other members of the com- 
mittee are, and I would like to go into it further at the earliest possi- 
ble time. 

Mr. Rarys. Do you want it to show that you are interested in it 
and that you are not satisfied ? 

Mr. Asuury. Yes, sir. 

Mr. Rarns. One final question, Mr. Cole, and then we will close. 

In connection with the cuts in the funds for the various housing pro- 
grams which are in your bill, I am sure they are going to cast you in 
the role of a first rate economizer, and we are all for economy, and since 
these economies seem to be on the rampage do you think our com- 
mittee should look at these proposals and see if we cannot cut them 
still further ? 

That is the final question. 

Mr, Corz. It is a proper question. 

I have made these recommendations. I hope the committee will 
accept my recommendations, our recommendations. 

Mr. Rarns. Would you be greatly surprised if we went a little above 
them? 

Mr. Core. No. 

Mr. Rats. Thank you very much. 

It is right on the button, 12:30, 

We appreciate your attendance and your answering our questions. 
Thank you very much, Mr. Cole, Mr. Mason, Mr. Steiner, Mr. Baugh- 
man, and Mr. Morrison. 
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( Additional data submitted by Housing and Home Finance Agency, 
FNMA, and VHMCP, follows: ) 


Houstnc AND HoME FINANCE AGENCY, 
OFFICE OF THE ADMINISTRATOR, 
Washington, D. C. 
Re H. R. 2579, 85th Congress 
Hon. BRENT SPENCE, 
Chairman, Counittee on Banking and Currency, 
House of Representatives, Washington, D.C. 

Drar Mr. CHarRMaAn: This is in further reply to your request for the views 
of this Agency with respect to H. R. 2579, a bill to eliminate from section 404 
of the Housing Amendments of 1955 the requirement that the Secretary of De- 
fense acquire all Wherry Act housing located at military installations where 
armed-services housing is to be constructed under title VIII of the National 
Housing Act. 

Section 404 of the Housing Amendments of 1955 was amended by the Housing 
Act of 1956 to require the Secretary of Defense to acquire all Wherry Act housing 
located at military installations where Capehart housing is being constructed. 
This requirement is in subsection (b) of that section. Acquisition may be by 
purchase or by other means of transfer. If the parties cannot agree upon terms 
of sale, the acquisition would be accomplished by condemnation. H. R. 2579 
would repeal subsection 404 (b). 

As shown by the legislative history of the 1956 act, a basic purpose of the 
Congress in enacting the requirement contained in subsection 404 (b) was to 
prevent privately owned Wherry: Act projects from being subjected to undue 
competition from the newer Capehart housing projects. Where the terms of 
acquisition of the Wherry Act projects meet with the approval of the private 
owner, his interests are safeguarded by the voluntary nature of the transaction. 
The Congress, apparently in order to encourage careful programing of the Cape- 
hart housing and the safeguarding of the armed services housing mortgage in- 
surance fund under title VIII of the National Housing Act, required the acquisi- 
tion of. Wherry Act housing located at the same military installation even in 
those cases where the owner of the Wherry Act project was content to continue 
his ownership. In such cases, the Constitution and statutes, of course, contem- 
plate that the condemnation award will constitute just compensation for the 
taking of the private property. 

The Housing Agency is not aware of any facts which would at this time 
warrant the repeal of the 1956 provision. 

Sincerely yours, 
ALBERT M. CoLe, Administrator. 


VoLUNTARY HoMrE MorTGace Crepit PRoGRAM, 
NATIONAL COMMITTEE, 
Washington, D. C., March 20, 1957. 
Hon. ALBerT RAINS, 
Chairman, Subconunitiee on Housing, 
Committee on Banking and Currency, 
House of Representatives, Washington, D. C. 

DEAR Mk. CHAIRMAN: During the recent hearings held by your committee, the 
witnesses testifying on behalf of the life-insurance industry were asked to supply 
figures indicating whether there was a trend to FHA in the applications processed 
by the Voluntary Home Mortgage Credit Program. This is certainly the case, 
and I am enclosing a chart which will show the percentage increase of FHA 
business handled through the program. 

You will note that the shift upward in the FHA percentage has been constant, 
with two minor exceptions, since May of 1956. The most recent figures covering 
the month of February indicate that we are better able to place FHA loans than 
ever before, and that the placement percentage for February 1957 is better than 
twice our cumulative experience the year before. I might add that my general 
experience, apart from statistics, is that builders and real-estate brokers are 
attempting to shift their customers into FHA whenever possible, because an 
effective market for FHA-insured loans does exist while, at the same time, there 
is in today’s market no real response to VA-guaranteed offerings. 

Sincerely yours, 
Frep B. Morrison, 
Ezecutive Secretary. 
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Trend in loan types processed by VHMCP 
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FEDERAL NATIONAL MORTGAGE ASSOCIATION, 
Hovusine AND HOME FINANCE AGENCY, 
Washington, D. C., March 20, 1957. 
Hon. ALBERT RAINS, 
Chairman, Subcommitteee on Housing, Committee on Banking and Currency, 
House of Representatives, Washington, D. O. 


DEAR Mr. CHAIRMAN: I am furnishing herewith, for possible inclusion in the 
record of the recent hearings on housing legislation, a table developed by the 
Treasury Department showing the types of investors that, at January 31, 1957, 
held the then outstanding debentures of FNMA’s secondary market operations. 

It could be inferred from some of the testimony, I believe, that these deben- 
tures are held substantially in their entirety by commercial banks, with attendant 
implications that FNMA’s privately financed secondary market operations exert 
important inflationary influences, 

To the contrary, the enclosed table establishes that more than three-fourths 
of the owners of the debentures of FNMA’s secondary market operations are 
outside of the commercial bank category, and include such reservoirs of savings 
as mutual sayings banks, insurance companies, savings and loan associations, 
State and local governments, and pension trust funds. 

I hope that this information will be helpful to you and the committee. 

Sincerely yours, 
J. 8. BAUGHMAN, President. 
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Ownership of FNMA secondary market operations debentures, Jan. 31, 1957 


(Par value, in millions of dollars] 












































3.35 percent. due | 3.90 percent due | 444 percent due | Total, 3 issues 
| May 20, 1957 Aug. 20,1957 | Sept. 20, 1957 
Per- z Per- Per- Per- 
cent of | cent of cent of cent of 
Amount] total | Amount) total | Amount} total | Amount) total 
out- | oOut- out- out- 
stand- | | Stand- stand- stand- 
ing | ing ing ing 
— _ - —— — | — - = i— 
Commercial banks- $14 14 | $19 | 19 $55 28 $88 22 
Mutual savings banks_....._.__-| 11 11 | 5 | 5 19 | 9 35 9 
Life insurance companies | 2 2 1 | 1 | 6 3 9 2 
Fire merine and casualty insur- | | | 
ance companies. - | 1 | 1 | 1 | t | BD )iddn adds 3 1 
U. 8. Government investment | 
accounts and Federal Reserve | | 
banks. . spies bE 3 3 | 1 | 1 5 2 v 2 
Other investors !___- a | 70 | 70 | 72 | 72 115 58 257 64 
Total amount outstanding. 100 100 100 100 200 | 100 | 400 100 
| } 








1 Includes savings and loans, nonfinancial corporations, State and local governments, corporate pension 
trust funds, foreign accounts, dealers and brokers and those banks and insurance companies not reporting 
in the survey. 


Note.—Amiounts and percentages held by investor classes may not add to total outstanding due to 
rounding. 

Source: Treasury Survey of Ownership, Jan. 31, 1957, the banks and insurance companies included in 
the survey account for approximately 95 percent of U. 8. Government and agency securities held by all 
banks and insurance companies in the United States. 


Mr. Ratns. The committee stands adjourned subject to the call of 
the Chair. 

(Whereupon, at 12:30 p. m., the subcommittee adjourned.) 

(The following statements were submitted to the subcommittee :) 


STATEMENT OF JOHN G. STEINLE 


Chairman Rains and members of the subcommittee, I appreciate very much the 
opportunity to present this statement in support of an amendment to title IV 
of the Housing Act of 1950, as amended, which authorizes loans to educational 
institutions to provide housing for their students. I respectfully urge your 
subcommittee to include in the bill which you report an amendment providing 
that hospitals operating schools of nursing and hospitals approved for intern- 
ships will be eligible for loans under this title IV. 

AS a management consultant to institutions, I have made substantial research 
into the problems of nursing education. Also, I am the consulting editor to 
Hospital Topics, a trade journal directly concerned with the problem of nursing 
education. 

At the outset, I want to bring to the attention of your subcommittee the 
anomalous situation which exists under the existing legislation. Currently there 
are about 1,100 State-approved schools of nursing. They fall roughly into 2 
classes: First, educational institutions directly operated by hospitals; second, 
separate educational institutions affiliated with hospitals to provide a full cur- 
riculum of nursing education. The first group includes the vast majority of 
nursing schools; the second group includes the lesser number. Under the pres- 
ent law, the second group is eligible to obtain housing loans, but the first and 
larger group is not. 

The number of schools of nursing has declined from 1,884 to 1930 to 1,083 in 
1956. The educational quality of the schools has increased as indicated by the 
fact that in 1924 only 54 percent of the hospital schools had full-time instructors. 
In 1950, 92 percent had full-time teachers. 
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The cost of nursing education in hospital schools is borne entirely by the 
hospitals. Today, the work contribution of the student nurse to the hospital 
is very restricted. Twenty years ago the student nurse performed much valu- 
able service in providing patient care. Today, with increased standards of edu- 
cation, the student performs only those tasks, as often as necessary to obtain 
educational experience. 

Approximately 84 percent of the nurses in the various Government agencies, 
including the Armed Forces, were trained in hospital schools of nursing. The 
number of nurses employed by Federal agencies has multiplied sevenfold since 
1930—from 4,703 to 31,164. 

In 1956, in New York State, there were 60,317 female graduates from hich 
schools. Of this number 4,626 or 7.7 percent enrolled in schools of nursing. 
Following is the distribution of students entering programs of nursing: 


Hospital schools (77.6 percent) —- tas : c i 3. 590 
Collegiate programs (19.4 percent) —__- rs Le z . soo 
Associate degree programs (3.0 percent) —--__-_-- 2s , pease 137 


The New York State Board of Examiners of Nurses estimate that the percent- 
age of girl high-school graduates who will enter nursing will increase to 9.6 per- 
cent by 1960. The number of graduates is conservatively estimated to increase 
to 73,000 by 1960. Thus, according to this official source, there will be 7,000 
qualified nursing students in New York State. This is an increase of 51 percent 
in 3 years. 

Recently Hospital Topics made a study of the physical facilities of 483 hospital 
schools of nursing. The plants studied were located east of the Mississippi. The 
most appalling conditions were found to exist in the residences or dormitories 
that house student nurses: 

22 percent of the residences are in nonfireproof buildings. 
An additional 21 percent were obsolete, with 1 or more of the following 
defects: 
Insufficient toilet and other plumbing. 
Inadequate and dangerous wiring. 
More than 2 students in at least 20 percent of the rooms, 
No elevators in a building of 3 or more floors. 
Inadequate classroom facilities. 
Less than 6 percent of the total space for common purpose and recrea- 
tion, such as lobby, rumpus room, and anditorium. 

in discussion with hospital boards of trustees, I find that many consider the 
problem of providing sufficient funds for facilities for nursing education their 
No. 1 problem. Hospital boards are willing and able to continue the costly 
operation of hospital schools, but are unable to provide the immediate capital 
funds and expand the facilities. This is the only profession where one of the 
employers—the hospital—assumes the major responsibility for professional 
education. 

SUMMARY 


1. The schools of nursing operated by hospitals represent a bulk of nursing 
education in this country. 

2. The demand for nursing education by high-school graduates will increase. 
The projected need for facilities is great. 

3. Present living quarters for student nurses is often inadequate, and in 22 
percent of the facilities is dangerous. 

4. While hospitals are willing and able not only to operate schools of nursing 
but also to expand them to meet the demand for more nurses, the hospitals 
cannot make the capital investment necessary for such expansion without low- 
cost Government loans. 

5. The operation of these schools is essential to national defense. The ma- 
jority of militarily employed nurses are provided by hospital schools of nursing. 

I strongly urge that your subcommittee include in the housing bill which you 
report a section which would provide as follows: 

404 (b) of the Housing Act of 1950, as amended, is amended by striking out 
“and (2)” and inserting in lieu thereof “(2) any hospital operating a school of 
nursing approved by the appropriate State authority, or any hospital approved 
for internships by recognized authority, if such hospital is either a public hos- 
pital or a private hospital, no part of the net earnings of which inures to the 
benefit of any private shareholder or individual, and (3)”; and by striking out 
“in clause (1)” and inserting in lieu thereof “in clause (1) or clause (2).’ 
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STATEMENT OF ARTHUR J. PACKARD, REPRESENTING THE AMERICAN HOTEL 
ASSOCIATION 


Mr. Chairman and gentlemen of the committee, Iam Arthur J. Packard, Mount 
Vernon, Ohio. I own and operate a chain of small hotels in that State. And 
I am speaking to you as chairman of the governmental affairs committee of the 
American Hotel Association. 

Our examination of H. R. 5611 reveals just one section which makes us a little 
unhappy. This section would repeal 513 (e) of the Housing Act, as it applies 
to a certain type of housing, involving small structures. 

In 1954 the Congress wrote into the Housing Act a prohibition against transient 
rentals on the part of all types of rental properties where the Commissioner of 
the Federal Housing Administration holds the mortgage. We contended then, 
and we contend now, that it is unfair for any builder to seek Federal under- 
writing, for the construction of permanent housing, and then turn around and 
make that housing available for transient occupancy, in competition with hotels. 
After all, the FHA will not underwrite the construction of a hotel, or even 
the rehabilitation of such a property. As long as this is the case, we believe that 
section 513 must remain in the act, and be applicable to every type of structure. 

Now I admit, gentlemen, that there is only a modest impact upon hotels and 
motels where the FHA structures involved are single-family dwellings or groups 
of single-family dwellings or 2- to 4-family structures. However, the agency 
has told us that there have been several of these properties, in the past, which 
have been converted into motor courts, when the demand for permanent housing 
in that community declined. Let me just give you one illustration of a property 
on the east coast of Florida, which has already converted to transient occupancy. 
This property contains a large number of single-family homes and double- 
family homes, and structures which would compare rougly with row houses. 
But a large majority of the individual units are furnished, and are regularly 
held out for transient rental. The establishment even possesses its own golf 
course and swimming pool. We respectfully suggest that this is a far cry from 
the type of permanent housing which the Congress set out to provide. 

This proposal, to relieve this type of structure from this restriction, is based 
on the reduction in paperwork which would ensue, on the part of the builder, 
the borrower, and the Federal Government. As we understand it, there is only 
one additional line in the contract upon which this prohibition depends. We do 
not believe that the paperwork involved is so tremendous that an inequity should 
be invoked, in order to save a few strokes of the pen. 

After all, if the FHA proposes to chip away at the prohibition in this section 
of the Housing Act, the next step might well be to exempt defense housing. 
Step by step, we could lose the entire protection which the 1954 act now affords 
us. May we respectfully suggest, gentlemen, that in order to be utterly fair 
with every type of builder, this prohibition against transient housing should 
continue to apply to every type of structure financed by the FHA. 

The accounting department of that agency has told us many times that they 
have never yet seen any transient occupancy carried on, involving as it does the 
necessity for providing hotel services, which brought the borrower any in- 
creased net income. The added costs for maid service, for equipping the units 
with furniture and fixtures, and the provision for various other hotel services, 
more than ate up the few added dollars that the mortgage might gain from 
this type of operation. This being true, we cannot understand why there would 
be any inducement whatsoever to engage in transient housing. 





METROPOLITAN ASSOCIATION OF GENERAL IMPROVEMENT CONTRACTORS, 
Washington, D. C., March 18, 1957. 
The Honorable ALBERT RAINs, 
Chairman, Subcommittee on Housing, 
Washington, D. C. 

Dear Sin: Almost 1 year ago, during the April hearings of your subcommittee, 
I had the privilege of submitting an idea relative to a new financing vehicle for 
the purpose of helping gray-area housing. 

Since that time, the mortgage market has not improved in the least, as you 
so ably stated in recent weeks; in fact, it has taken a turn toward worse affect- 
ing, thereby, another field of housing which has always been in dire need of 
attention—housing for the elderly. 
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It is my understanding that the latest hearings on housing have just been 
terminated and you have now other topics and problems to deal with; may I, 
however, request that the attached outline—which is different from last year’s 
proposition inasmuch as it attempts to serve a dual purpose—be put into the 
record provided, of course, that you see some merit in its contents, which may 
cause consideration of the matter at a later occasion when your schedule reverts 
to housing matters in your subcommittee? 


Respectfully yours, 
Joun H. Haas, Evrecutive Secretary. 


REHABILITATION MORTGAGES : RECOMMENDATIONS FOR A NEW FINANCING PROGRAM 
To Be INcORPORATED UNpeER TITLe II or THE HovusiINne Act or 1957 


INTRODUCTION 


There are many indications noticeable today that, in the structure of our 
advancing economy, 2 areas of limited but acute significance have unduly 
suffered by the latest trend of events in the field of mortgage operations: the 
financing of essential home improvements over $2,500; and a suitable vehicle 
for financing homeownership of elderly people. 

Existing legislation does not adequately serve either of the two purposes (see 
below) ; conventional sources of lending are nearly unavailable in this period 
of highly selective mortgage solicitation. In view of the substantial values and 
great number of people involved, it therefore becomes the responsibility of 
Government to furnish an acceptable and workable form of assistance without 
resorting to the use of direct lending facilities. 

The rehabilitation mortgage as suggested herein aims at creating an instru- 
ment—a Government guaranty for specific-purpose loans—which, with assur- 
ance of a fair return for the investment, should produce sufficient funds to fill 
the urgent needs of the two groups involved. Being acceptable to lenders, it 
should also be classified as free of inflationary tendencies since it will result 
primarily in shifting funds already invested and require only a comparatively 
small volume of new money as an emergency measure for essential rehabilitation. 

The designed correlation of improvement financing and housing for the elderly 
in one financing vehicle seems justified by the fact that most elderly persons, 
living in older homes, are vainly attempting to refinance those premises to lighten 
their budgetary load and accomplish essential alterations, additions, or modern- 
izations necessary to make these properties serve as adequate, sanitary accom- 
modations. The identity of purpose is further documented by the fact that 
elderly people who are unwilling to retreat into rental housing are usually 
interested in the acquisition of medium-priced homes, located in close-in urban 
areas. New construction will seldom meet their needs; they must search for 
older homes often in need of substantial repair or modernization to be acceptable 
and which, more often than not, are located in the “gray areas” of our cities 
which are off limits to most conventional lenders. It is in the light of these 
conditions that the following facts are submitted. 


THE FACTS 


1. According to Government statistics, 75 percent of all nonfarm dwelling 
units in the United States were built prior to the year 1945. At the end of 
1956, there were approximately 20 million people of age 60 or over living in 
the United States. Sixty percent of them are estimated to be homeowners, 
If the aforementioned ratio were applied, this would establish 9 million homes 
of questionable, or definitely limited, livability owned by people 60 years or 
older. 

2. Deterioration of our older housing inventory is progressive, especially in 
urban areas, and requires substantial funds estimated to be at least $10 billion 
per vear. 

3. The majority of conventional lenders refuse to make loans on older homes 
or to elderly people. 

4. Liberalization of title I terms in the Housing Act of 1956, extending the 
loan ceiling from $2,500 to $3,500, has remained ineffective in practice since 
most lenders are unwilling to commit loans over $2,500 at the 4 percent discount- 
interest rate established by Congress. 

5. Prevailing repayment schedules for improvement loans without mortgage 
security run from 3 to 5 years; essential repairs or improvements often amount 
to several thousand dollars, requiring monthly amortization payments which, 
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more often than not, exceed the earning capacity in middle- and lower-income 
brackets, especially when carried in addition to existing high mortgage payments. 

6. With exception of homeowners in high-income brackets, the financing of 
major improvements must therefore resort to the field of Government-insured 
mortgage financing as already foreseen in the National Housing Act. Section 
203 of said act, however, remains inapplicable as a rule because of its strict 
minimum-property requirements and the restrictions of borrowers’ eligibility 
due to age and income. 

7. Many residential properties under continuous ownership carry mortgage 
balances 10 and more years old. Even though actual amounts owed may be 
low compared with the original face value of the mortgage, monthly payments 
are still those at the time of incurrence. The real equity of the owner, accu- 
mulated not unlike a forced saving, can only be unfrozen—for improvements 
or purchase of another more suitable home—through the process of refinancing, 
now mostly unavailable. Moreover, if the actual loan balance were converted 
into a new mortgage with amortization geared to the true amount of residual 
indebtedness, the owners would thus have their equity released and score a 
very substantial advantage in adding to their purchasing power through the 
ensuing reduction in monthly loan payments. If such refinancing were made 
contingent upon utilization of these savings for essential improvements or acqui- 
sition of ownership for elderly people, such process would forestall any infla- 
tionary risk in those transactions. 

Following hereafter are in compact form, suggested stipulations of the rehabil- 
itation-mortgage program. Part of this outline, originated and formulated by 
the proponent in 1956 under the term of Nersica formula, was submitted to the 
House Banking and Currency Committee in testimony on record as of April 17, 
1956. 

ELIGIBLE APPLICANTS 


1. Application for a rehabilitation mortgage may be submitted by the owner 
of a residential 1- or 2-family dwelling if he can certify to the mortgagee in 
the manner prescribed herein that, in order to maintain or increase the basic 
livability or utility of the property in question, it shall be necessary to perform 
certain improvements as outlined by contract, plans, and specifications attached 
to application: Provided, however, That said improvements shall amount to 
no less than 25 percent of the loan requested and, provided also, that each and any 
amount set forth in such contract shall not include or conceal any rebate, refund, 
premium, or other compensation, directly or indirectly, to applicant or any third 
party. 

2. If, according to the land records of a property submitted as security under 
this section, the owner is under obligation to amortize existing mortgage, lien, 
or trust loan balances, he shall furnish reasonable evidence to mortgagee that 
amortization of the requested loan, including payments for improvements con- 
tracted for, shall not exceed his regular amortization payments maintained dur- 
ing the 12 months preceding application. 

8. Application for a rehabilitation mortgage may be submitted by the owner 
or bona fide purchaser of a property without requirement of added improve- 
ments if applicant is 60 years of age or older and furnishes a statement of 
intent” to mortgagee that residence in, or acquisition of, the property in ques- 
tion is aimed at providing a permanent residence for same: Provided, however, 
That such applicant can furnish reasonable proof that amortization of the loan 
requested shall not exceed his regular average expenditure for housing, main- 
tained during the 12 months preceding application, or that any increase in ex- 
penditure will be compensated for by additional revenue arising from the afore- 
said acquisition. 

4. Each applicant under this section shall furnish reasonable proof that, at 
that time of application, conventional sources of financing were not reasonably 
obtainable for the purpose applied for. 


PROPERTY QUALIFICATIONS 


1. For the purpose of this section, any of the qualifications pertaining to 
minimum property requirements or underwriting principles, as prescribed else- 
where in this act, shall not be applicable. 

2. To be eligible under the provisions of this section, a property must be a 
residential 1-family dwelling or a duplex (2-family) dwelling in which 1 unit 
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shall be occupied by applicant as a permanent residence in accordance with the 
aforementioned “statement of intent.” 

3. Any residential property constructed on or after January 1, 1950, shall not 
be eligible for a rehabilitation mortgage; if constructed prior to said date, it 
shall be eligible only when it presents, upon appraisal as prescribed herein, a 
life expectancy of 10 or more years from the date of application. 

4. Thirty days after enactment of this section any property against which 
notices or proceedings under regulations pertaining to condemnation, zoning, or 
building code have been issued, shall thereby become ineligible for a rehabilita- 
tion mortgage. During the aforesaid 30 days, application will be accepted when 
reasonable assurance is furnished to mortgagee by the authority causing such 
notice or proceedings that the contemplated use of loan proceeds will effect the 
release and nullification of such measures pending at that time. 


SPECIFIC PROVISIONS 


1. All appraisals of property for a rehabilitation mortgage shall be submitted 
to the underwriting agency by mortgagee in such a manner as to present the 
fair market value of the property, inclusive of a commensurate portion of 
contemplated improvements, if any. 

2. The amount of loan committed under this section shall not exceed 75 per- 
cent of the aforesaid appraisal or $10,000, whichever is lower. 

3. The loan guaranty available to a certified mortgagee under the provisions 
of this section shall pertain to 90 percent of the commitment. 

4. The period of amortization, at the discretion of the mortgagee but in line 
with the appraised life expectancy of the property in question, shall be no less 
than 10 and no more than 15 years, with full prepayment privileges reserved for 
mortgagor. 

5. Commitment for a rehabilitation mortgage shall be issued only when it will 
be sufficient so as to absorb all existing encumbrances of record and also the 
entire cost of added improvements, if any: Provided, however, That such en- 
cumbrances have been a matter of record at least one year prior to date of 
application. 

6. When application is submitted on the grounds of added improvements, such 
improvements must be of such a nature as to substantially preserve or increase 
the basic livability or utility of the property; the work pertaining thereto shall 
be performed by a contractor acceptable to mortgagee and underwriting agency 
provided that the terms and specifications of contract shall have been examined 
and found acceptable by same. 

7. The rate of interest, payable on unpaid balance of loan only, may be deter- 
mined by mortgagee with, and subject to, approval of the underwriting agency 
which will, from time to time, establish a maximum interest rate admissible 
in accordance with prevailing market trends so as to assure mortgagees a fair 
and competitive yield on their investment. 

8. Funds needed for prepayment of taxes or insurance and closing cost for the 
loan prescribed herein may be included in the commitment within the limits 
aforementioned; otherwise, such expenses or any part thereof may be paid by 
applicant or a member of his family at the time of settlement. 

9. As long as a Rehabilitation Mortgage remains on record as security against 
a property, it shall be unlawful to offer or use such property as collateral se- 
curity for any subsequent mortgage, lien or trust loan whatsoever. 

10. No disbursement shall be made by mortgagee for added improvements 
under the provisions of this section unless the work in question has been com- 
pleted, inspected, found satisfactory by applicant and lender, and a waiver or 
release of liens has been furnished by the contractor in question. 


STATEMENT OF JENCY Prick Houser 
Marcu 15, 1957. 
Re the cause of housing for single persons. 
Hon. ALBERT RAINS, 
Chairman, the Housing Subcommittee, House Banking and Currency 
Committee, Washington, D. C. 


DEAR Mr. Rains: Again we appeal to your committee to institute and/or direct 
to be instituted a workable housing program for the middle-income single person 
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(ineluding the independent elderly), especially business, professional, and retired 
women 

My colleagues and I have advocated a preventive self-help housing program for 
this segment of our population for 10 years, and we have made a great deal of 
progress as regards research, organizing, financing, and planning. 

One bottleneck is the lack of an established financial plan which will be satis- 
factory to single persons and which they can afford. 

We have found little or nothing in this new field being done by the housing 
agencies and, therefore, it has been necessary for our staff to work out a plan. 

After much research and work, we have set up a type of mutual trust with 
which we have proved that the single-person family can work, but which should 
have congressional sanction, or the equivalent, in order that sufficient money 
will be encouraged to come forth, enabling us to establish a national demonstra- 
tion model. 

We have been most encouraged several times to work out such a program under 
the Cooperative Section 218 of the National Housing Act, but about the only 
types of housing now being built under this section are family and/or luxury 
housing units, and the single middle-income woman is financially unable to take 
advantage of such housing. 

If the Cooperative Section of the National Housing Act is to benefit single 
persons (as was the intent of Congress in 1950 when it added subsection (g) to 
section 213 extending its provisions specifically to inelude single persons), it 
would seem that certain things must be done, and I itemize here some points for 
your consideration : 

1. In some way builders will have to be encouraged to build small units de- 
signed for 1-person occupancy. We find that most middle-income single persons 
do not want or need a separate bedroom. The total area required by law for 
living accommodation for a single person should be substantially less than family 
accommodation, and Congress should make sure that this differentiation in re- 
quirement is made immediately. The vast majority of single persons do not wish 
to doubleup or live with another single person. (Single persons are individual- 
ists, by choice or otherwise. This is why they are already living alone.) 

2. We would like to point out most emphatically that designing housing for 
the single person is at the same time designing housing for the independent 
“elderly” person, and vice versa. Appreciation of this fact should stimulate 
interest in such building, in view of the very great and growing need of housing 
for the elderly and the present governmental and civic recognition thereof, 

8. Smaller downpayments (equity requirements) must be permitted. Why 
should a GI have to put down so much less cash when he usually has a wife 
and possibly children to house, while the single person needs but a room? Yet, 
if the system has worked so satisfactorily with regard to veterans, why should 
it not work equally well for others? It is here that the question of single (and 
particularly elderly) single women being poorer credit risks has obviously had 
great influence. We therefore emphasize that a system of third-party financing 
must be encouraged, but we do not believe that the type of third-party financing 
that is being discussed so much now will be permanently successful. Outright 
gifts from churches and foundations are not true third-party financing, but 
charity. The cure for this problem is in our trust agreement, outlined in our 
statement of last year to your committee. After another year’s working of our 
housing trusts plan, we are even more convinced that it will meet the needs 
generally reeognized. 

4. If the Cooperative Section of the National Housing Act is to help people get 
housing for which they can afford to pay, it should be expanded and. specified 
rules and regulations for the single-person family should be written for purposes 
of guidance. My colleagues and I once again offer our services in helping to do 
this important piece of work. 

5. Furthermore, we would be glad to see the present Special Assistant for 
Cooperative Housing made Commissioner of Cooperative Housing and provided 
with an adequate staff of persons who are truly dedicated to the cause of coopera- 
tive or mutual housing. The legislation written by Congress in 1956 in con- 
nection with the appointment of a Commissioner for Cooperative Housing in sym- 
pathy with the intent of Congress should also apply to his staff. Most of the time 
during the last several years that we have been endeavoring to do something 
under this section of the act, there has been a staff of seldom more than 2 or 3 
persons in the national cooperative office—including the Assistant Commissioner, 
himself. 
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6. It should be made clear or reiterated in some way that trusts are specifically 
provided for as “must” legislation under section 213 of the National Housing 
Act, and that if it is not thought advisable to draw up a workable trust form 
for use by prospective groups, at least it should be made obligatory to consider 
and assist in perfecting a trust form submitted by applicants. We have given 
much thought to such trusts and we are convinced that we have devised a trust 
system which could prove most efficient and absolutely the right idea for our 
program. 

7. Clearcut differences between a trust under the cooperative section and a 
straight stock program should be listed, and the advantages of each should 
be fully set forth. 

8. So long as single persons are forced by circumstances to live in housing 
beyond their means, more and more persons will be in the lower income bracket 
as the years go on, instead of continuing to be financially independent. Thus, 
there will be created more of the present urgent necessity of providing housing 
for low-income “elderly” persons—because nothing was done in advance to pre- 
vent it from happening. The same can be said of those other single people 
forced to live below their standards, as they are now, for lack of housing suitable 
to their needs and pocketbooks. What could be worse on the morale, well-being 
and economic status of our great middle-class which constitutes the heart of 
America? 

9. It is quite clear that there are several million single persons (inciuding the 
independent elderly) even now needing our housing which is specially designed 
for them, structurally and financially. The construction of this housing will 
provide production line work for thousands of people across the Nation for years 
to come. As a matter of fact, it is doubtful if they could ever catch up with the 
present urgent need before rebuilding will be necessary. 

TI call to your attention the excellent picture of the great need of housing for the 
single and elderly person in Income and Housing, a Senate staff report dated 
January 24,1957. Attached is a listing of quotations from mayors who specifi- 
cally mentioned “single” persons. Please read and reread the quotation from the 
mayor of Pittsburgh, Pa. This is typical of many of our major cities today and 
the same is true even in smaller cities. 

A conservative estimate of the need from a national standpoint is 2 million 
single persons, but we are ready to work it out on a basis of 1,000 for each 
eongressional district. If there are 500 congressional districts in the United 
States, then the immediate program would be to help 500,000 single persons. We 
believe it would be possible to provide housing, under our plan, at the rate of 
50,000 a year. At this rate, the 500,000 persons would be housed within 10 
years from the beginning of the first construction. (The tenants are likely to 
be replaced on an average once in every 10 years, making a total housed of 
2,500,000 in 50 years.) 

We realize, of course, that this may sound like an ambitious program to some, 
It is, but it should be done. 

My colleagues and I sincerely hope that you will see to it that something is 
done in the near future to help groups such as ours. Why should any groun 
desiring to meet a national need be forced to operate on a “shoestring”? A 
national revolving fund loan of $10 million, or even less, would be sufficient 
to pump-prime the housiig of 500,000 worthy citizens. 

Sincerely yours, 
(Mrs.) JENcy Prices Hovser, 
National Legislative Representative, the Cause of Housing for Single 
Persons, Washington, D. C. 


Extracts From INcoME anp HousinG, A UNITED Sratres SENATE Starr REpor1 
DATED JANUARY 24, 1957 


Pittsburgh, Pa.: “For the limited income, unattached person the main sources 
of housing have been roominghouses and low-grade “hotels” (essentially flop- 
houses), both of which are, more often than not, health and safety hazards. 
With the recent changes in public-housing regulations a scattered few may 
achieve good housing, but again the limited size of the program prevents any 
real solution. Within the city of Pittsburgh alone there are some 20,000 unat- 
tached adults, considerably more than half of whom are found occupying 
markedly substandard dwellings.” 

Seattle, Wash.: “Elderly people, particularly singles, on fixed retirement in- 
comes, have great difficulty finding suitable private housing. Little existing hous- 
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ing is available within their means and as yet no new housing has been built 
suitable to their needs and incomes.” 

Sacramento, Calif.: “A critical need in Sacramento which is being brought to 
the surface is need for decent, safe, and sanitary housing for single persons in- 
cluding single householders. Due to the fact that the Federal Housing Ad- 
ministration provides no form of mortgage insurance for other than family units, 
it is most difficult to find risk capital for the construction of such needed units. 

“A survey of residents of a redevelopment project of 761 families and single 
householders and 1,000 single persons indicates that 49 percent had income of 
less than $3,000 per year, rent being paid was from $30 to $60 per month and 
single and aged householders can only afford to pay $30 to $35 per month.” 

Syracuse, N. Y.: “The situation is particularly acute for single elderly persons 
on old-age assistance, who are allowed only $8 a week by the local welfare de- 
partment for rental. The amount of this stipend leaves single elderly persons 
little choice but to go into substandard quarters.” 

Nashville, Tenn.: “Others include one group of particular concern, and that is 
the single-person family which applies in about all income levels but, especially 
as with families, it is the lower and middle income group that needs most help.” 

Malden, Miss.: “Before tenants in the housing for the elderly were admitted, 
a home investigation was made of each applicant. About 40 percent of the ap- 
plicants were single over 65 years of age living in 4-, 5-, 6-room apartments in 
which in many cases only 2 rooms were being used. This also ties up housing 
for families with small children as these older people would like to get smaller 
apartments but have no place to go where they can get their present accommoda- 
tions.” 

Medford, Mass. : “For built-up cities such as Medford, an all-out urban renewal 
program as currently authorized by law, would result in greatly improved hous- 
ing conditions, especially among the older properties, and would do much toward 
alleviating the housing needs of single individuals to include the elderly and 
the minority groups.” 

Atlantie City, N. J.: “This would include separated, divorced and widowed 
mothers with children, single-person families, aged couples, etc. The present 
levels of rents and sales prices are above the means of these groups as well as 
a large segment of middle-income population group in the community.” 

Irvington, N. J.: “In our opinion, more low-rent public housing should be 
built. Also provisions be made for couples and single persons over the age of 65.” 

Wilmington, N. C.: “I am firmly of the opinion that additional low-rent public 
facilities should be made available for low-income elderly single persons and 
elderly couples between the ages of 50 and 75. Our number of applications for 
persons and families of this kind is continually growing and we have no facilities 
for taking care of them except in very limited numbers.” 


LEE DEVELOPMENT & CONSTRUCTION Co., INC., 
Jackson, Ala, 
Hon. ALBERT RAINS, 
Member of Congress, House Office Building, 
Washington, D. C. 


DEAR CONGRESSMAN: We are in the real-estate and construction business 
operating in four southwest Alabama counties, building individual homes under 
the Veterans’ Administration and Federal Housing Administration program and 
in this letter would like to convey our thoughts about the way the life-insurance 
companies are cooperating with VHMCP. 

We have used VHMCP for the past 30 months, and at first the service was fine 
with the life-insurance companies working with everyone concerned, then after 
about 12 months, things began to drag. At this point we made a determined 
effort to get some insurance company to take some of these loans in this area. 
We contacted 16 companies and the answer was the same with all of them, that 
being that they could not handle loans in small towns and rural areas. 

During this period there was a plush money market in all of the large cities 
over the State. 

Then came the tight money market which affected the cities like it had always 
affected us, and the big boys started to complain ; the insurance companies stated 
they would make money available if the interest rate was increased. So the 
interest rate was increased to 5 percent on FHA loans, the money became avail- 
able again in the cities, and at this time we contacted the insurance companies 
and got the same answer. 
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We then started processing through VHMCP again and we have had 25 rejec- 
tions during the past 2 months, from VHMCP, with answers like this: ‘Property 
location unacceptable to lender.” 

We are not concerned so much with our company because we have a contract 
to build 200 homes for the Marathon Southern Corp., with which you are familiar, 
but we are concerned with the welfare of our people and I know that you are. 

We have always believed in private enterprise, provided private enterprise 
could take care of the needs of the people; but in our case they are doing a lousy 
job. 

As a solution we strongly believe that the Government should make direct 
money available to areas like ours, with a maximum loan of $15,000, do away with 
VHMCP, and let FHA and VA handle the whole caseload. 

I would like to say at this time that the Prudential Insurance Company of 
America is the only company that has done their part in this program, but they 
cannot carry all the load. 

We believe that the people in small towns and rural areas are entitled to bene- 
fits comparable to those the larger cities receive. 

I am very much concerned with the problem, as I know you are, and if at any 
time I can be of assistance in any way please do not hesitate to call on me. It 
would give me a great deal of comfort and pleasure to testify before your com- 
mittee at the same time the insurance companies testify. 

With best regards, I remain, 

Sineerely yours, 
FRANK H, Lee. 


CHicaGo, ILn., Mareh 21, 1957. 
Hon. ALBERT Rains, 
Chairman, Subcommittee on Housing, Committee on Bankiny and Currenc: 
House of Representatives, Washington, D. C.: 
The National Association of Real Estate Brokers passed the following resolu- 
tion at their midwinter. conference : 
Resolved, That the Voluntary Home Mortgage Credit Program be continued 
with the following provisions in order to operate at a maximum effectiveness. 
The Government lending program, both direct and indirect, must be on a com- 
petitive basis with the mortgage market as a whole. The returns from mortgage 
investments in Government-insured loans must be competitive with similar forms 
of investment and returns must be responsive to changing market conditions; a 
member of the National Association of Real Estate Brokers should be appointed 
to the national committee and a member on each regional subcommittee. 
GeorGE 8S. Harris, 
President, National Association of Real Estate Brokers. 


STATEMENT OF J. Russert Capes, Honortvcyitr. T. H., ox BEHALF oF WHERRY 
HousiInGe OwNeERS or Hawari 


Due to conditions existing outside the continental United States, the manda- 
tory acquisition provisions added by section 512 of Public Law 1020, 84th Con- 
gress, should be amended to permit private owners of the Territories and posses- 
sions who file an election to do so to continue their private ownership and operna- 
tion of Wherry housing projects. The special circumstances in Hawaii will 
demonstrate that the existing mandatory provisions are grossly unfair and have 
the anomalous effect of requiring the military to acquire housing which it does 
not desire and which the owners do not desire to dispose of. 

The housing shortage in Hawaii is acute and of long standing. It has resulted 
from a combination of (@) limited availability of land resulting in excessively 
high land values, (b) high construction costs and large capital requirements, and 
(c) inadequacy of capital financing. Six Wherry projects (containing 2,077 
units at a cost of approximately $20 million) were built on the island of Oahu 
at the urgent request of the Navy and in some cases required risk capital for 
organization greatly in excess of that usual on the mainland. The approval or 
ultimate construction of Capehart housing, to the full extent now planned, will 
not in the opinion of the majority of the owners impair the ability of the owners 
to continue the successful operation of the projects, nor impose any substantial 
risk of default under the FHA-insured mortgages. 
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Two large projects have a combined shopping center as an integral part thereof 
which center was built at the request of the Navy and for the convenience of 
tenants removed from the metropolitan center. The operations of these projects 
have been satisfactory to FHA, the mortgagees, and the operators, and have pro- 
vided at very reasonable rates valuable and much-needed facilities for Navy per- 
sonnel. The Navy will verify the fact that performance of the owners has been 
highly satisfactory. The operators carry out in the highest sense the true inten- 
tion of the original legislation which sought private construction and main- 
tenance on military posts of necessary housing and related facilities with a high 
degree of efficiency. 

One project under the strong urging of the Navy provided occupancy of some 
units within 27 days after ground breaking with 40 units per week added until 
completion. Due to the critical shortage of public quarters as well as private 
housing, all projects have been practically fully occupied since completion. If 
economy of overall housing operations is sought, it will be better achieved by 
allowing the Wherry owners who desire to continue to do so in situations where 
there is no danger of mortgage default. A revision of the mandatory provisions 
will not only result in economies but keep the faith of the Government that 
sought and obtained risk capital from a group of small contractors in an area 
where little capital was available. 

The Department of Defense has stated to the Housing Subcommittee of the 
House Banking and Currency Committee that it recommends a modification of 
the present mandatory acquisition requirement so that it would apply only where 
the sponsor was willing to sell, and has cited the Hawaii situation to that eommit- 
tee. The Department of Defense has stated to me that this represents its present 
position, which the Department will verify to this committee if requested. 

I urge this committee to approve an amendment to section 512, which will cor- 
rect this grossly unfair situation. 


x 





